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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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Key messages
Purpose, prominence and format of the EFA
1 A clear description of the purpose of the EFA that is specific to the
council should be provided.

2 The format of the EFA should clearly demonstrate the difference between
net expenditure on each operating segment on a funding basis compared
with an accounting basis.

3 The number of operating segments reported should not be excessive.
4 The EFA should be disclosed in a prominent position within the notes.

Supporting disclosures and narrative
5 The description of adjustments between a funding basis and accounting
basis should be supported by narrative explanation.

6 The total adjustments should be consistent with the total adjustments
reported elsewhere in the annual accounts, or an explanation for the
difference should be disclosed.

7 The EFA should provide a bridge between the information in the
management commentary and the figures in the financial statements.

Other segmental reporting disclosures
8 A subjective analysis of income and expenditure should be disclosed.
9 Service income analysed by operating segment should be disclosed.
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Introduction
Purpose
1. Audit Scotland promotes good practice in 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 improvements can be made.
2. This good practice note shares the findings from a review of expenditure
and funding analysis (EFA) disclosures in the 2016/17 annual accounts of
Scotland’s 32 councils. It also applies to other local authority bodies that
are required to disclose an EFA.
3. Local authorities are encouraged to use the findings in this good practice
note to assess and enhance their own disclosures to ensure they provide
high quality information to stakeholders in their annual accounts. A
checklist that may help in this regard is provided at Appendix 1.

Local authorities
should use this
good practice
note to assess
and enhance
their own EFA
disclosures.

Context
4. Councils are required to prepare their annual accounts in accordance
with proper accounting practice as set out in section 12 of the Local
Government in Scotland Act 2003. This includes compliance with the
Code of Practice on Local Authority Accounting in the United Kingdom
issued by CIPFA/LASAAC (the accounting code).
5. The accounting code includes a requirement for an EFA to demonstrate
how the funding available to the authority has been used in providing
services, in comparison with those resources consumed or earned by
the authority in accordance with generally accepted accounting
practices.
6. The EFA disclosures were chosen for good practice review as 2016/17
was the first year of the requirement. This good practice note discusses
and highlights some of the good practice adopted by councils. The note
also includes recommendations to assist all councils achieve good
practice.
7. The audit of the 2016/17 annual accounts of each council was carried
out by appointed external auditors, and was concerned with expressing
opinions on whether the accounts were prepared in accordance with
these proper accounting practices. As there were no qualified opinions,
there is reasonable assurance 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 EFA disclosures.

Rationale for EFA
8. The EFA was introduced to help councils explain the differences
between their financial performance on a funding basis and the surplus
or deficit on the provision of services in the comprehensive income and
expenditure statement (CIES).
9. The way that councils report performance internally on a funding basis is
founded in legislation, and reflects the resources available to them to
meet their expenses. This differs from the way councils report

Unqualified
audit opinions
do not mean
there is no
scope for
improving the
quality of
disclosures
The EFA
explains the
difference
between
financial
performance on
a funding basis
and accounting
basis.
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performance within their financial statements which is in line with
international financial reporting standards (IFRS).
10. IFRS require financial performance to be reported inclusive of gains and
losses relating to the changes in value of assets and liabilities; these do
not generally impact immediately or directly on the funding available.

Characteristics of good annual accounts
11. Beyond basic compliance with proper accounting practices, there are
nine characteristics of financial reporting which Professional Support
believe make for good annual accounts. These characteristics are
summarised in Exhibit 1.

Exhibit 1

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

12. Appendix 2 provides further information on the characteristics. This good
practice note discusses and highlights the extent to which EFA
disclosures met these characteristics. The note also includes
recommendations to assist all IJBs achieve good practice.

Contact points
13. The contact points for this good practice note are Paul O’Brien, Senior
Manager (Professional Support) - 0131 625 1795 or Tim Bridle, Manager
(Professional Support) - 0131 625 1793.

The examples
used in this note
are all taken
from councils’
2016/17 annual
accounts.
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Part 1
Purpose, prominence and format of the EFA
Key messages
A clear description of the purpose of the EFA that is specific to the
council should be provided.
The format of the EFA should clearly demonstrate the difference
between net expenditure on each operating segment on a funding basis
compared with an accounting basis.
The number of operating segments reported should not be excessive.
The EFA should be disclosed in a prominent position within the notes.

Description of purpose
14. Councils are required to include a description of the purpose of the EFA
in the financial statements, and the accounting code provides
recommended wording. All but one council provided a description in
2016/17. Exhibit 2 provides an example of clear and concise wording:

Exhibit 2

15. Some councils followed the recommended wording, while others used
wording from the consultation draft of the 2016/17 accounting code
which is perhaps less clear. However, councils did not always tailor the
wording it to their own circumstances, e.g. they retained the wording
‘directorates/services/departments’ rather than replacing it with their own
relevant terminology. Although minor, this could indicate to users that
the council has not thought much about the wording.

Most councils
provided a
description for
the EFA but did
not always
make it specific.
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Tailor the description of the EFA so that it is specific to the council.

Format of the EFA
16. The accounting code requires the EFA to include three columns and sets
out what each column should present:
•

Column I shows the net expenditure chargeable to the general fund
analysed by service segment.

•

Column II shows adjustments that add expenditure or income not
chargeable to council tax or rents and remove transactions which are
only chargeable under statutory provisions.

•

Column III shows the amounts for each line in column I after the
adjustments in Column II, which equal the net expenditure in the
equivalent lines in the CIES (with a single aggregated line for other
income and expenditure).

17. Most councils followed the three column format. Exhibit 3 provides an
example.

Exhibit 3

Segmental analysis
18. Councils are required to analyse their service segments in the EFA on
the basis of the organisational structure under which they operate (e.g.
departments, directorates and portfolios). Reportable operating
segments should be based on a council’s internal management reporting
used to assess service performance when considering the allocation of
financial resources.

Councils
generally used a
three column
format for the
EFA.
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19. The number of reported operating segments in 2016/17 varied widely
between councils as shown in Exhibit 4.

Exhibit 4
Number of operating segments reported in 2016/17

The number of
reported
segments
ranged from 5 to
19.

Source: Audit Scotland

20. The highest number of operating segments was 19, and ten councils
reported more than ten segments. These councils should consider
whether this is excessive, particularly in light of the amendment to the
2018/19 accounting code which indicates that ten is a practical limit.
21. Councils have some discretion over how many operating segments they
report. Where income and expenditure is less than 10% of the total,
segments can be amalgamated.

Report segments at an appropriate level of aggregation.

Elimination of recharges
22. The EFA is required to meet the segmental reporting requirements of
IFRS 8 Operating Segments. This may involve net expenditure including
internal recharges which are part of a service manager’s ‘controllable
budget’.
23. Seven councils included a separate line at the bottom of columns I and
III in the 2016/17 EFA to eliminate the internal recharges included in the
segment lines. This matched the treatment of internal recharges in the
CIES. This approach is considered to require a sub-total to be provided
showing total income and expenditure before the elimination line as this
more clearly demonstrates compliance with IFRS 8. However, councils
did not include a sub-total in 2016/17.

The EFA may
include internal
recharges.
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24. An alternative to the above, would be to use column 2 to remove the
internal recharges from each segment. This is explicitly allowed by the
2018/19 accounting code.

Where internal recharges are eliminated, include a subtotal in the EFA for
segmental income and expenditure.

Movement in reserves analysis
25. The accounting code also requires the movement (including opening
and closing balances) on the general fund to be disclosed at the foot of
the EFA. All but one council made the disclosure in 2016/17. Exhibit 5
provides an example of the disclosure.

Exhibit 5

26. The accounting code also requires the balances to be analysed between
the general fund and housing revenue account (HRA) where the council
has one. It gives councils the option to either disclose the analysis at
the foot of the EFA or to make a cross-reference to the same balances in
the movement in reserves statement (MIRS).
27. Of the 26 councils with an HRA, 16 disclosed the required analysis. Four
disclosed the analysis at the foot of the EFA, while twelve cross-referred.
The advantage of using a cross-reference is it makes the disclosure
shorter. Exhibit 6 provides an example of both approaches:

Exhibit 6
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Position of the EFA
28. The accounting code requires councils to give the EFA due prominence
in the financial statements in accordance with the needs of users. 22
councils interpreted this requirement in 2016/17 as necessitating the
EFA being presented as a separate financial statement.
29. However, clarification has been added to the 2017/18 accounting code
that the EFA should be a note.

Include the EFA in a prominent position within the notes.

Cross-reference to further analysis
30. Part 2 of this good practice note discusses disclosures that support the
EFA. This includes a note which analyses the adjustments in column 2.
Where the EFA is included in the accounts as a financial statement it is
helpful to users if a reference to that note is included at column 2 (see
Exhibit 3 for an illustration).
31. Of the 18 councils who included the EFA as a financial statement with a
separate note, only 11 included a note reference on the face of the EFA.
Four councils who include the EFA as a statement included details of
adjustments as a footnote.

Include a reference to the separate note providing an analysis of the
adjustments column.
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Part 2
Disclosures supporting the EFA

Key messages
The description of adjustments between a funding basis and
accounting basis should be supported by narrative explanation.
The total adjustments should be consistent with the total adjustments
reported elsewhere in the annual accounts, or an explanation for the
difference should be disclosed.
The EFA should provide a bridge between the information in the
management commentary and the figures in the financial statements

Description of adjustments
33. Councils are required to disclose a note to the EFA which describes the
material adjustments between a funding and accounting basis included
in column II of the EFA. Adjustments include those where the amounts
chargeable to the general fund and HRA under regulation for funding
purposes differ from amounts charged to the financial statements under
IFRS.
34. The accounting code allows the adjustments to be aggregated. Most
councils disclosed a note that aggregated the adjustments under the
headings of capital, pension and other (typically including items relating
to financial instruments and accrual of holiday pay).
35. A few councils included additional columns in their adjustments note for
items of local significance. It is likely that users of the accounts found
that information to be of interest as it makes the disclosure more councilspecific.
36. Exhibit 7 shows a good example of a clear and concise adjustments
note.
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Exhibit 7

Aggregate the adjustments in a way that is specific to the council and
helpful to users.

Supporting narrative
37. In order to meet the accounting code’s requirements to describe the
material adjustments, it is expected that some supporting narrative
explanation should be provided. Without an explanation of the
adjustments between a funding basis and an accounting basis, some
users will struggle to gain a proper understanding of the accounts.
Exhibit 8 shows an example of a helpful supporting narrative.

Narrative
commentary
helps users
understand the
adjustments.
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Exhibit 8

38. However, only around a half of councils included any narrative
description of adjustments made in 2016/17.

Include narrative explanation of adjustments between a funding and an
accounting basis in the note supporting the EFA.

Consistency between the EFA and the MIRs
39. The EFA and the MIRS both include totals for adjustments between a
funding basis and accounting basis. In the MIRS these are analysed
between the general fund and HRA only, while the EFA analyses them
by segment. It is expected that the total amounts should be consistent.
However, if the totals are validly different, they should be reconciled so
that users can understand why that is the case.
40. Our review found that in many cases the adjustments included in the
EFA were different to those included in the MIRs. However, councils did
not explain the difference.

Where adjustment totals included in the EFA differ from those included in
the MIRS, explain the reasons for the difference in supporting disclosures.

Linking disclosures supporting the EFA and MIRS
41. There is clear overlap between the EFA and the MIRS. Cross referring
supporting disclosures, or positioning the disclosures together, can help

In many cases it
was not clear
why adjustments
included in the
EFA were
different to those
included in the
MIRS.
No cross
references
existed between
disclosures
supporting the
EFA and MIRS
adjustments.
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the user of the accounts gain a better understanding of adjustments. It
can also eliminate the need for any duplication of narrative.
42. Our review of the 2016/17 annual accounts found that no councils cross
referred between disclosures supporting the EFA and MIRS, although in
some cases notes were positioned together.

Cross-refer disclosures supporting the EFA and the MIRS where that
eliminates the need for duplication of narrative.

Bridging management commentary and financial statements
43. The EFA should provide a link between the council’s internal reporting
and the figures shown in their financial statements. To do this effectively,
the EFA should be used to provide a bridge between the management
commentary and the CIES as shown in Exhibit 9.

Exhibit 9

Financial
review in the
management
commentary

Expenditure
and funding
analysis

Comprehensive
income and
expenditure
statement

Linkages with business review and the EFA
44. The management commentary is required to include a fair review of the
council’s business. This should be a balanced and comprehensive
analysis of the council’s development, performance and position.
45. The accounting code recommends that a council should cross-refer in
the management commentary to the outturn provided in the EFA and
include additional narrative context for the performance the EFA
presents. It also states that a council may wish to include appropriate
budgetary information to provide additional context to the EFA.
46. One reason for introducing the EFA was to better connect the figures in
the CIES with those that are reported in budget reports for internal
management purposes. The value of the EFA is enhanced when column
I in the EFA is recognisable to the user of the accounts, particularly

It may be helpful
to ensure that
the ‘bottom line’
for outturn
reporting
purposes is the
true movement
in reserves
shown in the
accounts.
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elected members. A good way to meet this objective is to ensure that
column I agrees to (or is reconciled with) the budget outturn position
reported to members.
47. It is helpful to users of the accounts if the council’s business review
included in the management commentary shows the budget outturn and
movement in reserves in a way that is consistent with the analysis in the
EFA. Any adjustments to the figures in the management commentary
should be clearly explained, together with the reasons why they are
being made.
48. Exhibit 10 includes an example of a management commentary
illustrating how the budget outturn links to the EFA.

Exhibit 10
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Ensure that column I of the EFA is reconciled from the business review in
the management commentary.
49. It may be helpful if budgetary information includes not only the outturn
but also the original budget and any variance (see the first and third
columns Exhibit 10 as an example).

Consider including the budget for each service in the management
commentary.
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Part 3
Other segmental reporting disclosures

Key messages
A subjective analysis of income and expenditure should be disclosed.
Service income analysed by operating segment should be disclosed.

Expenditure and income analysed by nature
50. Councils are required to disclose information on the nature of their
expenditure and income across subjective headings recommended by
the accounting code. Headings include employee benefits expenses, for
example, which is an area of interest to stakeholders such as the
Accounts Commission at a time when council plans include severance.
51. Our review found that almost two thirds of councils included an analysis
of expenditure and income by nature. Exhibit 7 shows an example.
However, the remaining councils did not provide this information that
users may have found helpful.

Exhibit 11

More than a third
of councils did
not include an
analysis of
expenditure and
income by
nature.
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52. Where relevant, segmental reporting disclosures are also required for
the group accounts. However, only three councils included an analysis of
the nature of expenditure and income which included their subsidiaries.

Include a note to the accounts showing an analysis of expenditure and
income by nature.

Service income by operating segment
53. The accounting code also requires a segmental analysis of a range of
items where they are included in the EFA. A number of these items are
effectively covered by the adjustments note supporting the EFA.
However, one key area not shown elsewhere relates to service income.
54. Service income is of increasing interest to stakeholders in this period of
austerity, as income maximisation often forms part council plans to close
funding gaps.
55. Our review identified that only a quarter of councils included an analysis
of service income by operating segment in 2016/17. Exhibit 12 provides
an example.

Exhibit 12

Include an analysis of service income by operating segment in the notes
56. A number of councils who had satisfied this disclosure requirement had
done so by adopting a matrix approach to their disclosure of expenditure
and income by nature. Exhibit 13 shows one such disclosure.

Service income
is of increasing
interest as
income
maximisation
often forms part
of plans to close
funding gaps.
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Exhibit 13

57. Matrix style disclosures can be transposed to show operating segments
in column I and the nature of expenditure and income in the top row
where the council has a large number of operating segments.
58. A matrix style disclosure showing the nature of expenditure and income
by operating segment provides a fuller analysis, and may be of greater
interest to stakeholders than separate disclosures showing total
expenditure by nature and service income by segment.

Consider the benefits of a full analysis of the nature of expenditure and
income by operating segment.
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Appendix 1
Improvement checklist
The following checklist is intended to assist councils improve the
quality of annual accounts in relation to the EFA.

Page
no.

Issue

7

Have you provided clear explanation of the purpose of the EFA
that is specific to the council?

9

Have you reported operating segments at an appropriate level of
aggregation?

10

Where internal recharges have been eliminated in columns I and
III of the EFA, have you provided a sub total for segmental
income and expenditure?

11

Have you included the EFA in a prominent position within the
notes?

11

Have you provided a clear reference from Column II of the EFA
to the note that provides an analysis of that column?

12-13

Have you aggregated the adjustments in the supporting note in
a way that is specific to the council and helpful to users?

13-14

Have you supplemented the analysis of the adjustments with a
helpful and clear narrative explanation?

14

Have you explained the reasons for any difference between the
total adjustments in the EFA and in the MIRS?

14

Have you considered whether cross-referring between the
disclosures supporting the EFA and the MIRS eliminates the
need for duplication of narrative?

15-16

Have you ensured that the business review in the management
commentary reconciles to column I of the EFA?

17

Have you considered including the budget for each service in
the management commentary.

18-20

Have you disclosed an analysis of expenditure and income by
nature and service income by operating segment?

20

Have you considered the benefits of a full analysis of the nature
of expenditure and income by operating segment?

Yes

No
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Appendix 2
Characteristics of good annual accounts
A single story
1 The narrative in the management commentary and annual governance
statement should be consistent with the accounting information in the
financial statements.

2 Significant points in the financial statements should be explained in the
management commentary.

How funding was used
3 The management commentary should give a clear and balanced account
of how funding was used.

4 Explanations of the local authority’s business model should be provided.
5 The salient features of the local authority’s performance and position
should be explained in a balanced way.

What worries elected members
6 The risks and uncertainties described in the management commentary
should genuinely be the principal risks and uncertainties that the elected
members are concerned about.

7 The descriptions should be sufficiently specific that users can
understand why they are important to the elected members.

8 The management commentary and annual governance statement should
describe the mitigating actions to manage the impact of the principal
risks and uncertainties and significant governance weaknesses. The
links to accounting estimates and judgements should be clear.

Consistency
9 Highlighted or adjusted figures, key performance indicators and other
measures referred to in the management commentary should be clearly
reconciled to the relevant amounts in the financial statements.

10 Any adjustments to the figures in the management commentary should
be clearly explained, together with the reasons why they are being made.

Cut the clutter
11 Important messages, policies and transactions should be highlighted and
supported with relevant context and are not obscured by immaterial
detail.

12 Cross-referencing and signposting should be used effectively, and
repetition avoided.
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Summarise
13 Items should be reported at an appropriate level of aggregation.
14 Tables should be supported by, and consistent with, the accompanying
narrative.

Explain change
15 Significant changes from the prior period, whether matters of policy or
presentation, should be properly explained.

True and fair
16 The spirit as well as the letter of proper accounting practices should be
followed.
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