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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 

1. Audit Scotland promotes high quality financial reporting in Scottish public bodies. 
Audit Scotlandôs 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. 

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

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 councilôs 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. 

Statutory requirements 

7. 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: 

¶ A fair review of the councilôs 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 councilôs business at the end of the year, consistent with its size and complexity. 

¶ 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 
councilôs business. 

¶ A description of the councilôs strategy and business model. 

¶ References to, and additional explanations of, amounts included in the councilôs financial statements. 

8. 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. 

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 
councilsô 2018/19 
annual accounts 
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9. 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. 

Characteristics of a high quality Management Commentary 

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 

 

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 
councilsô 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 OôBrien, Senior Manager ï pobrien@audit-scotland.gov.uk  

¶ Neil Cameron, Manager ï ncameron@audit-scotland.gov.uk. 

  

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

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

mailto:pobrien@audit-scotland.gov.uk
mailto: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 éé.  

éé. 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 

 

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 councilôs 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. 

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: 

The Management 
Commentary 
structure should 
allow a cohesive 
and clear 
narrative 

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

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 

 

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: 

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

 

http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwidu_2S0u3fAhUBWhoKHdD2BlIQjRx6BAgBEAU&url=http://manninglive.com/2018/09/11/avoid-downed-power-lines-after-storm/&psig=AOvVaw0SrRsut5b4IkuXIoMZoqPV&ust=1547567965443227
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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 bodyôs strategy, objectives and business model and the salient 
features of its performance and position. 

Strategy, objectives and business model 

29. A councilôs 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 councilôs development, 
performance, position and future plans 

Objectives The councilôs 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  

 

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

Exhibit 10 

 

Insight into priorities 

33. The Management Commentary is required to provide insight into a councilôs 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 councilôs view of the strengths in its area 
along with the specific challenges it faces: 

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

Supporting narrative 
provides further detail 
on the councilôs 
strategy and plans 


