Good Practice Note:
Management Commentaries
Enhancing the quality of local government annual accounts

Prepared for local government bodies and appointed auditors
10 February 2020

Who we are
The Auditor General, the Accounts Commission and Audit Scotland work together
to deliver public audit in Scotland:
•

The Auditor General is an independent crown appointment, made on the
recommendation of the Scottish Parliament, to audit the Scottish
Government, NHS and other bodies and report to Parliament on their
financial health and performance.

•

The Accounts Commission is an independent public body appointed by
Scottish ministers to hold local government to account. The Controller of
Audit is an independent post established by statute, with powers to report
directly to the Commission on the audit of local government.

•

Audit Scotland is governed by a board, consisting of the Auditor General,
the chair of the Accounts Commission, a non-executive board chair, and
two non-executive members appointed by the Scottish Commission for
Public Audit, a commission of the Scottish Parliament.

About us
Our vision is to be a world-class audit organisation that improves the use of public
money.
Through our work for the Auditor General and the Accounts Commission, we
provide independent assurance to the people of Scotland that public money is
spent properly and provides value. We aim to achieve this by:
•

carrying out relevant and timely audits of the way the public sector manages
and spends money

•

reporting our findings and conclusions in public

•

identifying risks, making clear and relevant recommendations.
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Introduction
Purpose
Audit Scotland promotes high quality financial reporting in Scottish public bodies.
Audit Scotland’s Professional Support carries out reviews of annual accounts to
identify and share examples of good practice reporting and highlight areas where
enhancements can be made.

1.

This Good Practice Note shares the findings from a review of the Management
Commentaries included within the 2018/19 annual accounts of Scotland’s 32
councils. It is intended to act as a catalyst for councils to enhance their own
Management Commentaries.

2.

Context
3.

Management Commentaries are intended to assist users of the financial statements
to understand them and the council generally. They provide context for the financial
statements, an analysis of past performance, and an insight into the priorities of the
council and the strategies adopted to achieve its objectives.

4.

Management Commentaries were chosen for a good practice review because
narrative reporting generally has an increased profile with rising stakeholder
expectations. Management Commentaries have been produced for several years
which should have allowed ample time for good practice to develop.

5.

The good practice review was carried out by a team in Professional Support with
knowledge of the relevant financial reporting framework. However, the team does
not have a detailed understanding of each council’s particular circumstances or the
specific underlying transactions.

6.

Councils are encouraged to use the findings in this report to assess and enhance
their own Management Commentaries to ensure they provide high quality
information to stakeholders.

Councils should
use this Good
Practice Note to
assess and
enhance their
Management
Commentaries

The examples
presented in this
note are all
unaltered from
Management
Commentaries in
councils’ 2018/19
annual accounts

Statutory requirements
Regulation 8(2) of The Local Authority Accounts (Scotland) Regulations 2014 requires the annual
accounts to include a Management Commentary prepared in accordance with statutory guidance.
Finance Circular 5/2015 provides statutory guidance and requires a Management Commentary to
include the following:

7.

•

A fair review of the council’s business, which should be a balanced and comprehensive analysis of:
− the development and performance of the business during the financial year
− the position of the council’s business at the end of the year, consistent with its size and complexity.

8.

•

A description of the principal risks and uncertainties facing the council.

•

Financial key performance indicators, as well as any non-financial performance indicators that the
council considers relevant.

•

The main trends and factors likely to affect the future development, performance and position of the
council’s business.

•

A description of the council’s strategy and business model.

•

References to, and additional explanations of, amounts included in the council’s financial statements.
Finance Circular 7/2016 contains a requirement to direct users to the Annual Strategy and Annual
Report on capital investment, treasury management, and loans fund liabilities.
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The 2018/19 Management Commentary of each council was also considered
by the appointed external auditor with a view to expressing opinions on
whether it was consistent with the financial statements and included the
above content required by the statutory guidance. As there were no qualified
opinions, there is reasonable assurance that the auditors judged that
minimum disclosure requirements were met. However, it should not be
inferred that there is no scope for councils to improve the quality of their
Management Commentaries.

9.

Characteristics of a high quality Management Commentary

Unqualified audit
opinions do not
mean there is no
scope for improving
the quality of
Management
Commentaries

10. Beyond basic compliance with requirements, there are a number of
characteristics of financial reporting which Professional Support believes
make for a high quality Management Commentary. These are summarised in
Exhibit 1:

Exhibit 1
Characteristics of
a high quality
Management
Commentary

A single story
How the council has performed
What worries senior management?
Consistency
Cut the clutter
Clarity
Summarise
Explain change

These
characteristics
are based on
those used by
the Financial
Reporting
Council adapted
for the public
sector context

11. The remainder of this Good Practice Note is structured around these characteristics. It discusses and
highlights good practice in relation to each one illustrated, where possible, with examples taken from
councils’ 2018/19 Management Commentaries. The note also includes points for councils to consider in
striving to achieve good practice.

Contact points
12. The contact points in Professional Support for this Good Practice Note are:
•

Paul O’Brien, Senior Manager – pobrien@audit-scotland.gov.uk

•

Neil Cameron, Manager – ncameron@audit-scotland.gov.uk.
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Section 1
A single story
The narrative in the Management Commentary should be consistent with the information in
the financial statements; significant points in the financial statements should be explained
in the Management Commentary so that there are no hidden surprises
Linkages with financial statements
13. The Management Commentary should highlight and explain linkages between information in the
Management Commentary and the financial statements. Linkages are relationships or
interdependencies between facts and circumstances disclosed. It follows that the Management
Commentary should not be prepared in isolation from the financial statements.
14. Exhibit 2 illustrates an explanation of the linkages between the various financial statements:

Exhibit 2

15. Exhibit 3 provides an example of the Management Commentary comparing net expenditure in the
Comprehensive Income and Expenditure Statement (CIES) with budgeted amounts:

Exhibit 3

This example
also highlights
variances …….

……. and links
expenditure to
performance
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16. Exhibit 4 provides a helpful explanation of linkages between the CIES, Expenditure and Funding
Analysis, and budget management reports:

Exhibit 4

The arrow
highlights that
budget reports
are the starting
point in the
Expenditure and
Funding
Analysis

Consistent narrative
17. The CIES shows the surplus or deficit on the provision of services prepared in accordance with proper
accounting practices. Most councils tend to focus in the Management Commentary on the movement
on the General Fund during the year which is different to the surplus/deficit in the CIES because of
various statutory adjustments. That focus may be because the council has identified that users are
more interested in the impact on the General Fund.
18. However, references to, for example, a surplus in the Management Commentary when the CIES is
showing a deficit may be confusing to users. In order to avoid confusion, councils should clearly explain
that they are referring to the position on the General Fund and set out the reasons why they consider
that to be a more appropriate measure.

Holistic picture
19. A high quality Management Commentary provides stakeholders with a holistic
and meaningful picture of a council’s business model, strategy, development,
performance, position and future plans.
20. The statutory guidance sets out a list of discrete disclosure requirements which
could be met in a series of independent sections in a Management Commentary.
It is often the case, however, that there are linkages between the requirements
that, if highlighted and explained, will provide users with a greater insight. The
aim is to promote a cohesive narrative flow and enable related information to be
linked together.

The Management
Commentary
structure should
allow a cohesive
and clear
narrative

Use of cross-referencing
21. It is often helpful to group together similar or related disclosures in the annual
accounts, as this will help reduce duplication and enable linkages to be
highlighted and explained in one place. Information which the statutory guidance
requires to be included in the Management Commentary may be included
elsewhere in the annual accounts. However, where that is the case, a cross
reference from the Management Commentary must be included to satisfy the
requirements. Cross-referencing must be clear and specific.
22. Exhibit 5 provides an example of cross-referencing to information on risks set
out in the Annual Governance Statement:

Cross-references
must be included
where required
information is
presented
elsewhere in the
annual accounts
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Exhibit 5

23. Cross-referencing is different to signposting which involves linking to complementary information
usually outside the annual accounts. Signposted information does not meet the requirements of the
statutory guidance as the Management Commentary should be able to stand on its own. The
appropriate use of signposting to reduce clutter is discussed in Section 5.

Explaining the financial statements
24. Information in the Management Commentary should provide context to the financial statements. It
should provide additional explanations of amounts recognised, and explain the conditions and events
that shaped the information contained therein.
25. Councils should aim to provide sufficient explanations in the Management Commentary so that there is
no need in most cases for users to have to refer to the financial statements.
26. Exhibit 6 provides a helpful and engaging summary of the Balance Sheet:

Exhibit 6
This presentation
is helpful in
understanding
the Balance
Sheet and also
engages users

27. Explanations were often provided in the Management Commentary in respect of items such as capital
expenditure and movements in reserves. Exhibit 7 provides an example of an explanation of capital
expenditure and linkages to slippage in capital programmes:
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Exhibit 7

28. However, explanations are also helpful in respect of complex matters such as statutory adjustments.

Summary of issues identified and points to consider
Issues identified in our review of whether the Management
Commentary helped to tell a single story:
Most councils did not explain linkages between information in the
Management Commentary and the financial statements
It was often not clear that references in the Management
Commentary to a surplus related to the General Fund balance
rather than to the CIES
Explanations of items in the financial statements were often
absent particularly on complex matters
There was limited use of effective cross-referencing

Points to consider when considering whether the Management
Commentary helps to tell a single story:
Stand back and consider whether the Management
Commentary helps to tell a fair, balanced and
understandable story
Make sure the Management Commentary helpfully
explains the financial statements
Structure the Management Commentary in a way that
allows a coherent and clear narrative
Avoid using a checklist approach which can lead to
duplication and a disjointed narrative
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Section 2
How the council has performed
The Management Commentary should give a clear and balanced account which includes
an explanation of the body’s strategy, objectives and business model and the salient
features of its performance and position.
Strategy, objectives and business model
29. A council’s strategy, objectives, and business model are inter-related concepts. The following table
provides a suggested working definition of these key terms:

Term

Meaning

Comments

Strategy

Overall plan of action designed by the
council, possibly with its partners, to
achieve the objectives

The description should provide insight
into a council’s development,
performance, position and future plans

Objectives

The council’s primary goals

Objectives place the strategy in context
and allows stakeholders to make an
assessment of its appropriateness

Business model

What the council does and why

This should explain the services provided
and the reasons for them, as well as how
the council is structured

30. Exhibit 8 provides an example of a council explaining how it will deliver its strategy:

Exhibit 8
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31. Exhibit 9 shows an example that links the strategic outcomes to operational plans:

Exhibit 9

This table was helpfully
supported by narrative
explaining the content of
each plan

32. Exhibit 10 provides an example that links strategic outcomes to performance and council spending:

Exhibit 10

Supporting narrative
provides further detail
on the council’s
strategy and plans

Insight into priorities
33. The Management Commentary is required to provide insight into a council’s priorities. One way of doing
that is to set out the context within which a council determines its priorities. To be most useful, this
should be specific to the council area.
34. Exhibit 11 provides an example of a helpful summary of a council’s view of the strengths in its area
along with the specific challenges it faces:
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Exhibit 11

Residents would
find this information
particularly helpful
as it is specific to
the area

Business performance and position
35. The Management Commentary is required to provide a balanced and comprehensive analysis of the
development and performance of the council’s business during the year, and the position at the year end.
36. The analysis should report on how successful the council has been in achieving its desired outcomes. It
should address the positive and negative aspects of the development, performance, position and future
plans of the council openly and without bias. The council should seek to ensure that stakeholders are
not misled as a result of the presentation of, or emphasis given to, information in the Management
Commentary, or by the omission of material information from it.
37. Exhibit 12 provides an example of linking objectives to outcomes, with a balanced assessment of
performance:

Exhibit 12
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38. Exhibit 13 shows an example of a table which helpfully summarises, for each of the council’s priorities,
past performance, performance during the year and future actions:

Exhibit 13

Inclusion of key performance indicators
39. The Management Commentary is required to include an analysis using key performance indicators
(KPIs). These are the measures used by the council in determining how well the council is performing
against its objectives and strategy. It is important that the disclosures provide an analysis of the KPIs
and not just a list without comment. It should be clear to stakeholders how well the council is performing
against its KPI targets.
40. The KPIs used in the analysis should be those that the council judges to be most effective in assessing
progress against objectives or strategy, monitoring principal risks, or are otherwise utilised to measure
the development, performance or position of the council.
41. Councils generally use the key financial ratios recommended by the CIPFA Directors of Finance Section
as their financial KPIs. These cover aspects of performance applicable to all councils (on uncommitted
reserve balances, council tax, financial management, and borrowing) which allows comparisons.
However, it is likely that users would also find helpful the inclusion of local financial KPIs that measure
performance against specific council objectives.
42. The Accounts Commission requires councils to report information on their performance in improving
local public services, and progress against agreed outcomes. Councils are required to report on
information drawn from the Local Government Benchmarking Framework (LGBF) in particular. This
information is published on council websites rather than within the annual accounts.
43. However, the Management Commentary is also required to include relevant non-financial KPIs. A
selection of the indicators reported elsewhere that are most important to each council should therefore
be included in the Management Commentary. While signposting to the full suite of indicators is helpful,
simply including a hyperlink without also including some analysis is not sufficient to meet the
requirements of the statutory guidance.
44. Exhibit 14 provides an example of reporting a selection of LGBF KPIs, while including a hyperlink to the
other indicators:
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Exhibit 14

45. Exhibit 15 provides two further examples of using KPIs to provide a balanced analysis of service
performance which focus on changes from the previous year:

Exhibit 15

This example
focuses on KPIs
with the biggest
changes in
performance
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46. Sufficient additional information that enables stakeholders to understand each KPI used in the
Management Commentary is helpful. For example, users may benefit from the following information
being explained for each KPI:
•

its definition and calculation method

•

its purpose

•

the source of underlying data

•

any significant assumptions made.

Trends and factors
47. The Management Commentary is required to include the main trends and factors likely to affect the
future development, performance or position of the business. Trends and factors may:
•

arise as a result of the external environment in which the council operates. The
Management Commentary should cover significant features of the external
environment (e.g. the legal, regulatory, macro-economic and social environment)
and how those influence the business.

•

arise from internal sources. The discussion of internal trends and factors will vary
according to each council’s local circumstances but could, for example, include
changes in workforce numbers or the benefits expected from capital investment.

•

have affected the council in the year under review or may give rise to opportunities
or risks that may affect its future plans.

Trends and
factors may be
internal or
external

48. The Management Commentary should set out the council’s analysis of the potential effect of the trends
or factors identified on its development, performance, position or future plans.
49. Exhibit 16 provides an example that demonstrates how a council’s workforce has changed over recent
years:
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Exhibit 16

50. Where practicable and relevant, the trend or factor should be quantified and the source of the evidence
underpinning it identified. Exhibit 17 provides two examples to illustrate this:

Exhibit 17
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51. Given the influence that trends and factors might have on many aspects of the council’s development,
performance, position or future plans, the linkage of this type of information to other areas of the
Management Commentary and the annual accounts more broadly will be particularly important.

Summary of issues identified and points to consider
Issues identified in our review of whether the Management
Commentary explained how the council performed:
Most councils did not describe the strategy, objectives and
business model effectively
Councils often tended to focus on the positive aspects of their
performance rather than giving a balanced analysis
Some councils merely included a link to a website for KPIs without
providing an analysis
Most councils did not identify or discuss any trends
Some councils did not provide explanations for budget variances
Most councils did not report progress against agreed savings
There was often a focus on the process for strategic planning
rather than the actual outcomes

Points to consider when explaining how the council performed:
Describe linkages between the strategy, objectives,
business model and outcomes
Provide a balanced analysis of how successfully the
council has performed
Identify and include financial and non-financial KPIs in
the analysis of performance
Include the main trends and factors likely to affect the
future development, performance or position of the
council’s business
Report progress against agreed savings
Place KPIs in context, for example, by including a target
and comparative information, trends or benchmarking
details
Explicitly and clearly state what a KPI says about the
council’s performance
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Section 3
What worries senior management?
The risks and uncertainties described in the Management Commentary should genuinely
be the principal risks and uncertainties that concern the council’s senior management. The
descriptions should be sufficiently specific that the reader can understand why they are
important to the council. The report should also describe the mitigating actions taken by
the council to manage the impact of its principal risks and uncertainties. The links to
accounting estimates and judgements should be clear.
Number of risks and uncertainties
53. The Management Commentary should include a description of the principal risks and uncertainties
facing the council. The risks and uncertainties described should be limited to those considered by
senior management to be important to the development, performance, position or future plans of the
council. They should generally be matters that senior management regularly monitor and discuss
because of their likelihood or the magnitude of their potential effect on the council.
54. Councils should consider the full range of business risks, including both those that are financial in
nature and those that are related to service delivery. Principal risks should be disclosed and described
irrespective of how they are classified or whether they result from external factors over which the
council may have little or no direct control.
55. The review identified a significant variation in the number of risks reported. Exhibit 18 provides a
summary of the number of risks disclosed by each council:

Exhibit 18
9 councils
disclosed more
than 4 risks

Aberdeen City
Aberdeenshire
Angus
Argyll and Bute
City of Edinburgh
Clackmannanshire
Comhairle nan Eilean…
Dumfries and Galloway
Dundee City
East Ayrshire
East Dunbartonshire
East Lothian
East Renfrewshire
Falkirk
Fife
Glasgow City
Highland
Inverclyde
Midlothian
Moray
North Ayrshire
North Lanarkshire
Orkney Islands
Perth and Kinross
Renfrewshire
Scottish Borders
Shetland Islands
South Ayrshire
South Lanarkshire
Stirling
West Dunbartonshire
West Lothian

9
8
7
6
5
4
3
2
1
0

3 councils did not
appear to report
any risks

56. Professional Support suggests that councils should generally expect to disclose three or four risks. More
than four, and councils should consider whether they are genuinely all principal risks. Fewer than three,
and councils should consider whether they have omitted a principal risk.

Section 3 What worries senior management? | 19

57. Exhibit 19 classifies the total number of risks across all councils into broad subject areas, and shows the
number of councils disclosing each classification:

Exhibit 19
Risk areas disclosed
Financial sustainability 26

3%

Demographic change 18

6%

Political change (eg brexit) 17

22%

5%

Workforce pressures 17

8%

Legislative change /welfare 12

10%
16%

Integration joint board and other partners 8
Asset management / capital investment 6

15%

15%

Information security 4
Other (including legal claims, public
protection and fraud) 7

Specific descriptions
58. A risk or uncertainty may be unique to the council, a matter that is relevant to the sector, or something
that applies to the business environment more generally. In all cases, the descriptions of the principal
risks and uncertainties should be specific so that stakeholders can understand why they are important
to the council. This might include a description of the likelihood of the risk, an indication of the
circumstances under which the risk might be most relevant to the council and its possible effects.
59. Exhibit 20 provides an example of a concise description of a principal risk facing a council:

Exhibit 20

This shows
sensitivity
analysis around
projected savings
considered when
setting the
budget
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60. Where the risk or uncertainty is more generic, the description should make clear how it might affect the
council specifically.
61. Exhibit 21 provides two examples of generic risks:

Exhibit 21
Generic risks
should be made
specific

Mitigating actions
62. An explanation of how the council manages or mitigates the principal risks and uncertainties should
also be included to enable stakeholders to assess the impact going forward.
63. Exhibit 22 provides an example of a specific risk and the related mitigating actions:

Exhibit 22

64. The disclosure of risk management or mitigation might be enhanced with the discussion of the reporting
and monitoring process, for example, through disclosures that explain:
•

the council’s appetite for risk

•

how often the risk is reviewed

•

by whom the risk is reviewed.

65. Risk management and mitigation could also be linked to a council’s overall approach to risk
management and internal control included in the Annual Governance Statement.
66. Exhibit 23 provides an example of a table that summarises identified risks, the potential impact and the
mitigations in place:
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Exhibit 23

Future focus
67. The Management Commentary should describe how the principal risks might affect the council’s future
plans. Information on how a fact or circumstance might affect the council should be included when it is
material.
68. Exhibit 24 provides an example:

Exhibit 24

Accounting estimates and judgements
69. There are likely to be linkages between the financial risks reported and the accounting estimates and
judgements disclosed in the notes to the financial statements.
70. It is helpful to users if these linkages are highlighted and, where relevant, discussed.
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Summary of issues identified and points to consider
Issues identified in our review of whether the Management
Commentary explained what worried the senior management:
Some councils did not disclose any risks and uncertainties
Most councils did not set out any mitigating actions
Few councils described how the principal risks might affect the
council’s future plans
Most councils did not highlight linkages with accounting estimates
and judgements disclosed in the notes to the financial statements

Points to consider when explaining what worries the senior
management:
Make sure it is genuinely the principal risks and
uncertainties that are disclosed. Generally, expect to
report three or four risks
Explain the actions being taken to manage or mitigate
the principal risks and uncertainties
Describe how the principal risks might affect the
council’s future plans
Highlight linkages to accounting estimates and
judgements
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Section 4
Consistency
Figures referred to in the Management Commentary should be consistent with, or clearly
reconciled to, the equivalent amounts in the financial statements with any differences
clearly explained.
Consistency with Expenditure and Funding Analysis
71. The net expenditure presented in the CIES reports a council’s audited financial performance for the
year. However, councils generally referred to budget outturn information rather than to the CIES when
they were explaining financial performance in the Management Commentary. Where that is the case, it
is expected that the budget outturn information should agree to the first column in the audited
Expenditure and Funding Analysis (as illustrated at Exhibit 4). This will then automatically reconcile the
budget outturn information to financial performance in the audited CIES.

Reconciliation
72. Where there are differences between budget outturn information and the Expenditure and Funding
Analysis, a reconciliation is important so that users can relate the outturn information to the audited
amounts in the CIES. Exhibit 25 provides an example of a helpful reconciliation from the CIES to the
General Fund balance and budget outturn:

Exhibit 25

Reasons for adjustment
73. There may be legitimate reasons for using budget outturn information for explaining financial
performance. It is helpful to users if an explanation for the use of budget outturns is provided.
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Summary of issues identified and points to consider
Issues identified in our review of whether the Management
Commentary was consistent with the financial statements:
Budget outturn information in the Management Commentary
often did not agree to the Expenditure and Funding Analysis.
In most cases a reconciliation or explanation for the
differences was not provided
Explanations were not generally provided for why budget
outturn information rather than audited net expenditure was
used to explain financial performance

Points to consider when ensuring the Management Commentary is
consistent with the financial statements
Consider using figures based on the audited CIES
when explaining performance
Make sure that budget outturn information in the
Management Commentary agrees with, or as a
minimum is reconciled to, the first column in the
audited Expenditure and Funding Analysis
Set out the reasons why it is considered better to
use budget outturn information to explain financial
performance
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Section 5
Cut the clutter
Important messages, policies and transactions should be highlighted and supported with
relevant context and not obscured by immaterial detail that causes clutter. Crossreferencing and signposting should be used effectively, and repetition avoided.
Important messages
74. The Management Commentary should be comprehensive, but it should also be
concise. There does not have to be a tension between these two requirements.
75. Comprehensiveness reflects the breadth of information that should be included
rather than the depth of information. The Management Commentary does not need
to cover all possible matters in detail to be considered comprehensive. It should
include the information required by the statutory guidance that is necessary for an
understanding of the council.
76. Conciseness is achieved through the efficient communication of the required
information. There is a risk of confusing conciseness with excessive brevity in the
level and type of information provided.

The Management
Commentary
should be
comprehensive
but concise

77. A comparison of the length of each council’s 2018/19 Management Commentary
shows a significant variation. The number of pages is summarised in Exhibit 26.

Exhibit 26
No of pages
30
25

20
15
10
5

Aberdeen City
Aberdeenshire
Angus
Argyll and Bute
City of Edinburgh
Clackmannanshire
Comhairle nan Eilean Siar
Dumfries and Galloway
Dundee City
East Ayrshire
East Dunbartonshire
East Lothian
East Renfrewshire
Falkirk
Fife
Glasgow City
Highland
Inverclyde
Midlothian
Moray
North Ayrshire
North Lanarkshire
Orkney Islands
Perth and Kinross
Renfrewshire
Scottish Borders
Shetland Islands
South Ayrshire
South Lanarkshire
Stirling
West Dunbartonshire
West Lothian

0

The average
length of the
Management
Commentary
was 14 pages.
The longest was
28 pages and
the shortest 6

78. The variation in length was not always explained by the relative size of the council; the smaller councils
often had the longest Management Commentary, and the larger councils the shortest.
79. For additional context, Exhibit 27 shows the length of each Management Commentary as a percentage
of the overall length of the annual accounts:

26 |

Exhibit 27

Percentage of pages
25.0%
20.0%
15.0%
10.0%
5.0%

Aberdeen City
Aberdeenshire
Angus
Argyll and Bute
City of Edinburgh
Clackmannanshire
Comhairle nan Eilean Siar
Dumfries and Galloway
Dundee City
East Ayrshire
East Dunbartonshire
East Lothian
East Renfrewshire
Falkirk
Fife
Glasgow City
Highland
Inverclyde
Midlothian
Moray
North Ayrshire
North Lanarkshire
Orkney Islands
Perth and Kinross
Renfrewshire
Scottish Borders
Shetland Islands
South Ayrshire
South Lanarkshire
Stirling
West Dunbartonshire
West Lothian

0.0%

The proportion
ranged from 4%
to 21%

80. Professional Support suggests that councils should generally aim for their Management Commentary to
be between ten to fifteen pages in length. If more than fifteen pages, councils should consider whether
there is clutter leading to the main messages being lost. If less than ten pages, councils should consider
whether it is overly brief and so does not include all the necessary information.

Relevance of disclosures
81. Councils should take care to ensure that all the information included in the
Management Commentary is relevant to its circumstances.
82. Boiler-plate wording refers to generic disclosure which could apply to any body
that gives no additional useful information to users of the accounts; it should be
avoided. While taking standard wording from another source can be of
assistance, a council should take care to tailor the wording to its specific
circumstances.

Relevance is
fundamental to
useful information

Immaterial detail
83. Only information that is material to users should be included in the Management
Commentary. Materiality is an aspect of relevance that is specific to each council
based on the nature or magnitude of the effect of the information, judged in the
particular circumstances. Due to the nature of the information contained in the
Management Commentary, and the purpose it serves, qualitative factors will often
have a greater influence on the determination of materiality than when making
materiality judgments in respect of items in the financial statements.

Materiality is a
council-specific
aspect of
relevance

84. Both financial and non-financial information could be material. Determining materiality requires the council
to apply judgement based on their assessment of the relative importance of the matter to the council’s
development, performance, position or future plans.
85. Immaterial information should be excluded as it can cause clutter which obscures the key messages and
impairs understandability.

Repetition
86. The duplication of information should generally be avoided as it usually leads to unnecessary volumes of
disclosure detracting from the understandability and usefulness of the annual accounts as a whole. In
some cases, it may be necessary to repeat certain pieces of information, however this should be limited
to circumstances when this would tell the council’s story more effectively.
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87. The appropriate use of cross-referencing (explained in section 1) should help to avoid unnecessary
duplication. Where an item is adequately addressed in one part of the annual accounts, it can be included
elsewhere by cross-reference.

Use of signposting
88. Signposting is a means by which attention can be drawn to complementary
information that provides more detail on a matter disclosed in the Management
Commentary. The Management Commentary may be considered as the top layer
of information for stakeholders. As some users may require a greater level of detail,
the Management Commentary can be used to signpost to other complementary
information.
89. Signposting is different to cross-referencing. The Management Commentary must
meet the requirements of the statutory guidance without users having to refer to
signposted information. Signposts should make clear that the complementary
information does not form part of the Management Commentary.

Signposting to
complementary
information can
reduce the
length while
providing
access to detail

90. Signposted information may be located either within (e.g. an appendix) or separately from (e.g. a link to a
website) the annual accounts. Where separate from the annual accounts, it is helpful to include a
hyperlink.
91. Exhibit 28 provides an example of signposting by including hyperlinks to more detailed information on
performance:

Exhibit 28

92. An important exception to the normal rules on signposting is set out in Finance Circular 7/2016 which
contains a requirement to include direct users to the Annual Strategy and Annual Report and which
provides additional information on capital investment, treasury management, prudential indicators and the
loans fund.
93. As no description or analysis is explicitly required, the inclusion of a reference to the strategy and report is
sufficient to meet the requirement. However, the inclusion of narrative can explain and highlight some key
points. Exhibit 29 provides an illustration of helpful narrative:

Exhibit 29
This council
helpfully provided a
hyperlink to the
report
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Summary of issues identified and points to consider
Issues identified in our review of whether the Management
Commentary contained clutter:
Some councils included lengthy descriptions of a wide range of
matters rather than succinctly focussing on key aspects
Some councils went into excessive detail on certain items
Many councils appeared to be using boiler-plate wording
A few councils did not include a reference to the Annual
Strategy and Annual Report on treasury management
Some councils directed users to other documents but did not
provide a hyperlink or the link did not work

Points to consider when reducing clutter:
Aim for the Management Commentary to be between
ten to fifteen pages in length
Include the necessary breadth of information in a
concise way
Ensure information is relevant to the council
Use judgement to assess the relative importance of
relevant information
Consider the appropriate use of signposting to allow
the user to access complementary information
Avoid excessive detail about a large number of
matters
Consider the presentation of the Management
Commentary as a whole

Section 6 Clarity | 29

Section 6
Clarity
The language used should be precise and explain complex accounting and reporting
issues clearly; jargon should be avoided.
Plain language
94. The language used to support and explain the information in the Management Commentary is
fundamental to users' understanding. The Management Commentary should be written in plain
language.
95. Where the subject matter is of a technical nature, it is particularly important that the language used is as
clear as possible. Exhibit 30 provides an example of explaining the recognition of a provision for equal
pay in the CIES and the statutory mitigation of the impact on the General Fund:

Exhibit 30
The Management
Commentary
should be written in
plain language

Use of jargon
96. The excessive use of technical language (i.e. jargon) should be avoided where possible. Where the use
of technical terms is necessary, they should be clearly defined and used consistently.

Summary of issues identified and points to consider
Issues identified in our review of whether the Management
Commentary was clear
Some councils used language that did not engage the reader
Jargon was prevalent in many Management Commentaries, but
some councils did not explain it

Points to consider when providing a clear Management
Commentary include
Use plain language
Avoid using jargon or explain it where it cannot be
avoided. Consider providing a glossary of key terms
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Section 7
Summarise
Items should be reported at an appropriate level of aggregation and infographics should be
supported by, and consistent with, accompanying narrative
Aggregation to appropriate level
97. Financial information in the Management Commentary should be aggregated
to an appropriate level as this helps users to see key information without
getting lost in excessive detail.

Items should be
reported at an
appropriate level

98. Professional Support suggests that the analysis of development, performance or position provided in
the Management Commentary should be aggregated at a level consistent with the segmental analysis
in the Expenditure and Funding Analysis. As a general rule, the number of segments should not exceed
ten.

Infographics
99. The method of presentation can significantly affect the understandability of information in the
Management Commentary. The most appropriate method of presentation will depend on the nature of
the information but, in addition to narrative, may include tabular, graphical or pictorial methods.
100. Exhibit 31 provides an example of infographics being used to provide an analysis of financial resources:

Exhibit 31

Infographics can
convey complex
information
more clearly
than narrative
alone

101. Exhibit 32 provides a further example of infographics being used to present key facts about a council in
a colourful and engaging manner:
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Exhibit 32

102. As a rule, infographics should not be of such a length as to span a number of pages. Where necessary,
larger tables can be split into a number of smaller separate tables.

Accompanying narrative
103. In most cases tables and other infographics should be supported by accompanying narrative. It is
important that the narrative is consistent with the message conveyed by the infographic.
104. Exhibit 33 provides an example where narrative was used to expand on a diagram:

Exhibit 33
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Summary of issues identified and points to consider
Issues identified in our review of whether the Management
Commentary properly summarised information
Some councils did not use any infographics beyond basic tables
Some tables spanned a number of pages and were difficult to
follow
Segmentation was sometimes not consistent with the Expenditure
and Funding Analysis

Points to consider when summarising information in the
Management Commentary
Aggregate information at an appropriate level
consistent with the segmental analysis in the
Expenditure and Funding Analysis
Consider which information could be better presented
using tables or more innovative infographics
Use accompanying narrative to support the
infographics, where appropriate
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Section 8
Explain change
Significant changes from the prior period, whether matters of policy or presentation, should
be properly explained.
Explaining significant changes
105. Users of the accounts are often interested in changes from the prior year. Management Commentaries
should provide explanations for matters such as:
•

new principal risks or significant changes in likelihood, probable timing, or
possible effect

•

any changes in the method for calculating KPIs

•

changes in council’s management structure

•

significant differences in the level of performance.

106. Exhibit 34 provides an example of explaining a council restructure:

Exhibit 34

Changes in financial statements
107. The Management Commentary should also explain significant changes in key amounts in the financial
statements.
108. Exhibit 35 provides two examples of helpful explanations that provided users with additional insight:

Exhibit 35
This example
explains changes
in the Balance
Sheet from the
previous year
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This example
explains longerterm changes in
one item

Improvement in Management Commentary
109. Councils should be striving to continuously improve the quality of their
Management Commentary. The prior year Management Commentary should
be seen as a base level on which to improve rather than a standard to
replicate. Professional Support recommends that councils aim to be able to
demonstrate a marked improvement in their Management Commentary
compared with the previous year.
110. The structure and presentation of the Management Commentary should be
reviewed annually to ensure it continues to meet its objectives in an efficient
and effective manner. While consistency facilitates comparison from year to
year, that should not override innovation where this will improve the relevance
and understandability of the information presented.

A council should
aim for a marked
improvement in
its Management
Commentary

111. Each year’s Management Commentary should be written specifically for the year under consideration.
The relevance of a matter may vary relative to other matters over time. As a minimum, there should be
obvious differences to reflect new risks and challenges, and changes in priorities.

Summary of issues identified and points to consider
Issues identified in our review of whether the Management
Commentary explains change:
Most councils did not explain changes from the prior year
The review did not identify any councils which highlighted
significant improvements or changes in the presentation of the
Management Commentary

Points to consider when explaining change in the Management
Commentary:
Provide an explanation of significant changes in the
development, performance, position or future plans of
the council
Explain key changes in the financial statements
Aim to improve the content and presentation of the
Management Commentary annually
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Good practice note:
Management
Commentaries
accordance with the
guidance?
If you require
this publication in an alternative
format and/or language, please contact us to
discuss your needs: 0131 625 1500
or info@audit-scotland.gov.uk
For the latest news, reports
and updates, follow us on:

Audit Scotland, 4th Floor, 102 West Port, Edinburgh, EH3 9DN
T: 0131 625 1500
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