Keys to Effective Financial Reporting

Robert Reid, Deputy Fiscal Assistant Secretary for Accounting Policy, Department of the Treasury, spoke on the current state of the Consolidated Financial Statements of the U.S. Government. He stated that the Consolidated Financial Report (CFR) is not an example of excellence but more of a case study of how to get to excellence. There are many problems to be solved. 

The fact that the consolidated report is completed so far after the end of year in itself raises questions about its usefulness. The proposed solutions have been to speed up the reporting process. Completing the report in the March-February time frame is not good enough. These are the types of things the Government is struggling with to improve the report.  The CFR is too long and detailed which makes it difficult to read and to find the needed information users seek.

The emphasis in the Federal Government is still on budgeting and there are discrepancies in accrual accounting and what is in the budget. Some examples given were: costs for some long-term liabilities were not reflected, such as military and social security benefits. The deficit as a percentage of GDP is actually smaller. The statements provide a measure or yardstick – an analysis of future deficits against GDP, etc. 

There has been improvement for agency financial statements.  Many agencies have met accelerated deadlines for financial statements, including 18 agencies completed the performance and accountability reports by the end of December. For fiscal year 2003, there were 20 clean opinions of 32 agencies’ financial statements.   Mr. Reid’s parting concern was in getting people interested in using the report and he encouraged everyone to read it. The report gives a good snapshot of where the U.S. Government stands on a fiscal basis. 

Donald Hammond, Treasury Fiscal Assistant Secretary, opened his presentation by stating that Treasury does many things well, but reporting is not one of them. There is a trend toward clean opinions but that is just the beginning. There are existing systems issues and conversion problems.  His real focus was on efforts to improve the usefulness and ability to “tell a story,” which he submits is lacking at this time. 

How does the Federal Government make the report useful?  He qualified the goal of “timely reporting,” by adding “useful and effective.” He then described the reporting process as a journey and noted that financial reporting is not something the Government historically thought it had to do. He pointed out what needs to be done--a mindset change, changes in housekeeping rules, and figuring out what it is the Government now wants to do. The Federal Government needs common data from a single source and from one set of books that use the same general ledger.  Financial systems now have limited comparability due to different things being reported in different ways.  There are wasted opportunities to inform.  The Government also needs better knowledge about what users want and to bring them into questioning the numbers themselves.  Finally, the Government needs to implement these changes based on the feedback received from users. 

Without a mindset change, the Government can not have effective financial reporting. Numbers reported by agencies are not reconciled to the consolidated statements.  An example is the delinquent debt footnotes in agency financial statements do not reconcile with the government-wide debt collection report. These items questioned the reliability of agency financial statements. 

To achieve comparability, the Government needs to establish benchmarks.  This would standardize data using the same cut-off date, ratios definitions, and formats. This lack of consistency brings the usefulness of the report into question. 

Finally, the Government needs to know who uses the report and what information they need to make these reports more effective. The Federal Government is struggling to determine who are the users of financial reporting.  Different people see different things in the reports.   Currently, the result is the Government has timely, accurate reports, but marginally useful financial statements. 

Finally, the Federal Government needs to incorporate feedback from the users to make the statements more useful on a continuing basis.  Financial information should be “pulled” from not pushed.  Two recommendations for gaining feedback were through the use of surveys, or the use of tools.  Other suggestions were to use the Management Discussion & Analysis (MDA) section to tell the story better. It is one place agencies have control.  Currently, the MDA sections are very dull and could be improved immensely. Another recommendation was to take advantage of quarterly reporting. 

Mike Starr, U.S. Managing Partner, Strategic Services, Grant Thornton, spoke on the private sector perspective on improving transparency and quality in financial reporting. Mr. Starr chairs the Special Committee on Enhanced Business Reporting for the American Institute of Certified Public Accountants (AICPA). The Committee has 17 members. The objective of the committee’s work is simple--improve the quality and transparency of business reporting as part of the process to rebuild investor confidence and protect capital markets.    Mr. Starr pointed out that the issues that both Treasury officials discussed on reporting are the same in the private sector. The time lags for reporting are generally 90 days for annual and 45 days for quarterly reporting.  In the private sector, non-financial measures such as corporate strategy, market growth, product innovation, employee turnover, customer loyalty, and brand loyalty are just a few of the types of non-financial indicators of business performance that are key to corporate decision making.  

Enhanced Business Reporting was described as management providing investors the same information that they would want if the roles were reversed.  A rich history of study and debate exists on this topic, but no meaningful change has been implemented. Better reporting is needed to rebuild trust in capital markets.  The Starr Committee has established an Advisory Council of prominent business and civic leaders.  These leaders are responsible for reaching out to users, preparers and other participants in the capital markets to form an Enhanced Business Reporting Consortium, which in turn, will drive the change management process. The Advisory Council is led by Ned Regan, President of Baruch College, and former New York State Comptroller. The consortium will develop voluntary, globally recognized principles and guidelines for enhanced business reporting applicable to both the public and private sectors, including definitions and methodologies for industry-specific key performance measures. 

