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PRACTICE OF CONDUCTING AUDIT OF CONSOLIDATED
FINANCIAL REPORTING IN THE EUROPEAN UNION COUNTRIES

Abstract. Since 2011, in our country, measures have been taken to reform the accounting system and financial
reporting in the public sector, as a result of which all government agencies have adopted the accrual method in
accordance with the regulatory acts based on the IPSAS. And from 2019, it is planned to prepare annual consolidated
financial statements on the execution of the republican budget, which is submitted to the Government of the Republic
of Kazakhstan, to the central authorized state planning body and to the state audit and financial control bodies. In this
regard, it is necessary to study the best practices in the preparation of the annual consolidated financial statements on
the execution of the state budget of the EU countries. Based on the analysis, it was found that in the EU countries a
single consolidated financial report for the public sector is prepared based on the accrual method. There are
differences in the names of financial statements: in some countries these are government accounts, in others -
consolidated financial statements of the government.

Key words: audit of efficiency, state audit, state programs, Lima Declaration, audit of financial statements,
compliance audit, public funds, budget program, external control.

Introduction. Since 2011, in our country, measures have been taken to reform the accounting system
and financial reporting in the public sector, as a result of which all government agencies have adopted the
accrual method in accordance with the regulatory acts based on the IPSAS. And from 2019, it is planned
to prepare annual consolidated financial statements on the execution of the republican budget, which is
submitted to the Government of the Republic of Kazakhstan, to the central authorized state planning body
and to the state audit and financial control bodies. In this regard, it is necessary to study the best practices
in the preparation of the annual consolidated financial statements on the execution of the state budget of
the EU countries. Based on the analysis, it was found that in the EU countries a single consolidated
financial report for the public sector is prepared based on the accrual method. There are differences in the
names of financial statements: in some countries these are government accounts, in others - consolidated
financial statements of the government.

The United Kingdom of Great Britain and Northern Ireland is a unitary state with parliamentary
monarchy. Executive power is represented by the Prime Minister and Cabinet (central or British
government), the governments of the autonomies of Scotland, Wales and Northern Ireland (decentralized
government) and local governments. In the UK government there are three types of executive authorities:
departments (identical to the notion of a ministry), agencies and non-departmental (independent)
government organizations. Government finances are largely centralized: 95% of revenues are accumulated
at the central government level and distributed by Her Majesty’s Treasury (HM Treasury, hereinafter the
Treasury), which by function is the Ministry of Finance and Economy.

The accounting principles for the budget and financial statements were introduced by the Government
Resources and Accounts Act in 2000 [1]. According to Section 9 of the Act, the Treasury prepares a
consolidated report for the entire UK public sector, called the Whole of Government Accounts (hereinafter
referred to as the WGA or financial report).

The financial report consolidates a group of enterprises that are taken into account by the Treasury on
the basis of the fact that they perform functions of a public nature, and are fully or substantially financed
by public funds. Currently, this group includes central government departments, non-governmental
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government bodies, public corporations, local governments, the National Health Service and autonomous
administrations of Scotland, Wales and Northern Ireland.

In determining the form and content of accounts, the Treasury seeks to ensure that the accounts
represent a true and fair view and are consistent with generally accepted accounting practices, taking into
account the necessary adaptations. These are mainly International Financial Reporting Standards (IFRS),
adapted and interpreted by the Financial Reporting Manual (FReM). Local governments follow the CIPFA
Code of Practice for Local Government Accounting based on [FRS.

Financial performance and the public sector position in the UK is reflected in the statement of income
and expenditure, the statement of comprehensive income and expenditure, the statement of financial
position (balance sheet), the statement of changes in taxpayers ’equity and the statement of cash flows, as
well as related notes, containing additional details and analysis.

The UK experience is interesting in terms of approaches to the organization of a state audit of
consolidated financial statements.

Comptroller and Auditor General (hereinafter referred to as C & AG) and the National Audit Office
(hereinafter referred to as NAO) responsible for checking all public accounts (WGA) according to
paragraph 2 of Article 11 of the Government Resources and Accounts Act 2000 (GRAA) [2], for checking
all departmental accounts - in accordance with paragraph 1 of Article 6 of the above Act, for checking
annual reports and accounts of trading funds - in accordance with paragraph 6 of Article 4 of the
Government Trading Funds Act 1973.

At the same time, the organization and conduct of an audit of financial statements can be divided into
two approaches:

1. Audit of financial statements prepared by individual government agencies and executive
agencies conducted by NAO employees and / or professional audit firms engaged on a contractual basis
(Reference: the NAO annually checks about 500 accounts);

2. Audit of financial statements prepared by the Treasury as a whole in the public sector (WGA),
conducted only by C & AG and NAO employees (3 divisions distributed by economic sectors).

Local government bodies are subject to the Local Audit and Accountability Act 2014 and are audited
by local auditors, for which C & AG is required to prepare an Audit Practice Code containing audit
requirements.

Public corporations are audited by private sector auditors, but C & AG has the right to make such
commitments (to be appointed as an auditor under a service agreement).

Thus, many of the bodies included in the WGA are not directly verified by C & AG.

According to GRAA, the Treasury sends departmental accounts to the General Controller and the
Auditor no later than November 30 of the financial year following the year to which the accounts relate;
The general controller and the auditor sends certified accounts and reports to the Treasury no later than
January 15 of the fiscal year following the reporting one, and the Treasury must submit a report to the
House of Commons no later than January 31 of the fiscal year following the reporting.

A consolidated financial statement for the entire public sector (WGA) is sent to the Comptroller
General and Auditor by February 28 of the fiscal year following the year to which the accounts relate (that
is, 11 months after the end of the fiscal year); The Comptroller General and Auditor sends certified
accounts and reports to the Treasury by October 31 of the second financial year following the reporting
one (i.e., 19 months after the end of the fiscal year), and the Treasury must submit a report to the House of
Commons before December 31 of the second financial year. following the reporting (ie, 21 months after
the end of the fiscal year).

In fact, the financial report for 2015-2016 was audited and published 15 months after the end of the
fiscal year.

According to the GRAA, the General Controller and the Auditor examine the accounts to ensure that
they represent a true and fair opinion in accordance with the instructions of the FReM.

In the course of the 2015-2016 WGA audit, the General Controller and Auditor certified 368
accounts, reflecting more than 1.7 trillion. pounds sterling government revenue and expenses. Included in
the WGA Certificate and Report of the Comptroller General and Auditor of 5 pages contains a qualified
opinion. The basis for obtaining a qualified opinion was a disagreement related to the border consolidation
and inconsistent accounting policies applied by the Treasury in the implementation of WGA
consolidation, as well as qualifications in the base accounts (external auditors qualified their opinion on
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the 10 accounts included in the consolidated report). The most significant of these qualifications relate to
departmental accounts of the Ministry of Defense (incorrect application of the rental accounting standard)
and the Department of Education (discrepancies due to incorrect data conversion at the end of March
(temporary difference due to the fact that in educational institutions the financial year does not coincide
with the academic, which ends in August)) [3].

Spain is a unitary state consisting of 17 autonomous regions, uniting 50 provinces. Also within Spain
are two autonomous cities in Africa.

Spain is one of the few countries whose legislation defines the composition of the public sector
(administrative, business (commercial) and fundamental (non-commercial) sectors). In general, public
sector entities are state administration, autonomous bodies, public organizations, independent
administrative bodies, state universities, state-owned companies and corporations, non-financial
government corporations, and non-profit organizations. Appropriate accounting principles and standards
have been developed for each sector.

The principles of accounting and reporting in the public sector are provided for by Act No. 47/2003 of
November 26, 2003 “General Budget”, as well as by Order HAP / 1724/2015 of July 31, 2015 “Approval
of the Rules for Preparing General State Accounts” [4].

According to Article 130.1 of the Act, the “General State Account” (Cuenta General del Estado) is
formed by consolidating the annual accounts of entities belonging to the public sector, and includes a
consolidated balance sheet, a consolidated economic statement of income and loss, a report on changes in
consolidated capital, consolidated cash flow statement, consolidated budget performance report and
summary report.

In accordance with Section 131.1 of the Law, the General State Account of each year is formed by the
Comptroller General of the State Administration and submitted to the Government for forwarding it to the
Court of Accounts (SAI of Spain) until October 31 of the year following the reporting.

External review and verification of general public accounts is entrusted to the Court of Accounts
(Tribunal de Cuentas, hereinafter referred to TCU) in accordance with article 136 of the Spanish
Constitution [5], providing for the following: The Court of Accounts is the supreme body that controls
accounts, as well government and public sector management. State and public sector accounts are
submitted to the Court of Accounts and are subject to verification, as a result of which an annual report is
sent to the General Cortes..

Act 7/1988 of 5 April on the operation of the Court of Accounts (LFTCu) provides for the exercise of
its audit and jurisdictional functions. According to Section 31 of the Act, the exercise of the audit function
is carried out by reviewing and checking the general public account, as well as examining and checking
the total and partial accounts of all bodies and institutions in the public sector and those who attract or
receive assistance (for example, grants, loans or guarantees) from the same sector.

In general, according to the results of the review of the practice of forming the consolidated financial
statements of the public sector and its audit in Spain, we can note the advanced level of accounting and
reporting on the accrual basis, as well as the universality of approaches to conducting an audit. In this
regard, the Procedural Guidelines for regular audit can be taken into account when developing a national
methodology.

Sweden is a constitutional monarchy with a parliamentary form of government. The state
administration of Sweden is organized at two levels: national and local, divided, in turn, into 21 lin
(analogue of the region) and 290 municipalities (communes). The bodies represented at the national level
(Central Government) consist of ten ministries and hundreds of relatively independent central institutions.

Due to substantial decentralization, national and local governments have different legislation in the
field of accounting, reporting and auditing.

The presentation of the Annual Report for the state (Arsredovisning for staten or Annual Report for
the State) is provided for by Budget Law No. 2011: 203, which entered into force on April 1, 2011
(hereinafter referred to as the Budget Law) [6]. According to the Budget Law, accounting and reporting in
the state should be carried out in accordance with generally accepted accounting principles. Accounts
should give a true and fair view of the activities, financial results, status and management of state assets.

In accordance with sections 5 and 6 of part 10 of the Budget Law, the Annual Report for the State is
submitted to the Riksdag (Parliament) no later than April 15 of the year following the financial year and
must contain:
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1. The subsequent decision of the Riksdag on the financial economy of the government (excessive
goal), cost-cutting and other general fiscal policy objectives;

2. The results of budget revenues and allocations, as well as the needs of the government in loans;

3. Report on the use of permits obtained by the government for the adoption of economic obligations
and lending in excess of the fiscal year;

4. Profit and loss account, balance sheet, financial report and notes;

5. Report on the development of central government debt;

6. Information on expected losses and significant risks in government loans and guarantees issued;

7. Summary of the measures taken by the government in response to the comments of the SAI,

8. The profit and loss statement and balance relating to EU funds, as well as the financial allocation
report and income statement relating to deposits and payments in the EU;

9. The Government’s statement that:

- accounts were prepared in accordance with generally accepted accounting principles and give a true
and fair presentation;

- there are rules and systems that are aimed at creating internal control of the government and control
over EU funds.

The annual report of Sweden does not fully comply with the principles of IPSAS. In particular, in the
balance sheet there is no division of assets and liabilities into current and long-term; there is no separate
report on changes in net assets / equity, there is no segment reporting, there is no disclosure of information
on related parties. In the Annual Report for the state, fully and partially owned companies are consolidated
in accordance with the equity method (as a result of which national pension funds are excluded from
consolidation), while according to IPSAS all controlled objects should be fully consolidated in accordance
with the acquisition method. The annual report of Sweden contains both financial and budget reports.

Consider how the above features of the consolidated financial statements have affected the
approaches to conducting a financial audit.

The Swedish National Audit Office (Riksrevisionen, hereinafter SNAO) is an independent body
headed by three independent General Auditors with equal powers, who are appointed by the Riksdag. The
function of SNAO is to verify the activities carried out by the state through annual (financial) audits and
performance audits. The annual audit is carried out by 4 departments of one of the seven divisions of
SNAO.

The scope and focus of the audit are regulated by the Law on the Audit of State Activities (2002:
1022) [7] and the Law containing instructions for SNAO (2002: 1023) [8]. In accordance with section 3 of
Law 2002: 1022, SNAO considers annual reports:

1. States;

2. Government departments and administrative bodies under the government, with the exception of
pension funds;

3. The administrations of the Riksdag, Parliamentary Ombudsmen, Riksbank, and the Riksabank
Jubilee Foundation

4. Administration of the palace and the Royal administration.

When auditing financial statements, SNAO follows international standards of supreme state audit
bodies (ISSAI), according to which the basis of audit decisions is risk and materiality assessment. An
audit involves obtaining audit evidence about the amounts and other information in consolidated accounts
using various measures. The choice of actions is based on the auditor's assessment, including the risks of
material misstatement in the consolidated financial statements, whether due to irregularities or errors. In
assessing risk, the auditor takes into account those parts of internal control that are relevant to how the
government prepares consolidated accounts. An audit also includes evaluating the appropriateness of the
accounting principles used and the reasonableness of government estimates on the accounts, as well as
evaluating the overall presentation of the financial statements.

Another feature of the Swedish methodology is the format of audit reports. In general, they
correspond to the ISSAI and are divided into four categories: standard, with reservation, negative and
rejection of opinion. There are five different variations of applications, the first three of which relate to the
annual report:

- the annual report was prepared in accordance with the current rules;
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- annual reports provide a true and fair view of financial components;

- the profit and loss statement is consistent with the annual report and supports the true and fair
presentation in the annual report as a whole;

- the agency has used appropriations and revenues in accordance with the purpose and the relevant
provisions adopted by the Riksdag;

- there was no evidence that management did not comply with internal control and management
rules.

This approach to the audit report is explained by SNAO auditors because five separate statements
instead of one means more precise statements.

Conclusion. Thus, an analysis of the practice of state reporting and auditing in Sweden showed
similarities with Kazakhstan in terms of the formation of an annual report at the central government level,
with the inclusion of information on budget execution and debt dynamics in the report. However, when
compared with generally accepted principles (IPSAS), the annual report of the Swedish government lacks
some components of the financial statements (in particular, it does not report on changes in net assets).

The analysis of the practice of forming the consolidated financial statements of the public sector in
the European Union suggests the following conclusions:

- the practice of accounting in the studied countries is different, but the basic principles are the
principle of accrual, continuity of activity, priority of content over form, reliability, and elements of
financial reporting.

- the transition to the compilation of consolidated financial statements of the public sector is carried
out in stages, over a number of years, with the evolution of recognition and assessment of elements of
financial statements and the gradual expansion of the boundaries of consolidation.

- in the EU countries, two types of reporting are formed - budget and financial, the goals and
principles of which are clearly delineated. Budget reports are prepared on a cash basis and reflect budget
execution, and financial statements on an accrual basis, reflecting the financial position and financial
results of the country.

- in all reviewed countries, a single consolidated financial report for the public sector is prepared on
the basis of the accrual method. There are differences in the names of financial statements: in some
countries these are government accounts, in others - consolidated financial statements of the government.

- in the countries we have reviewed, there is a practice of recording certain types of assets and
liabilities (in particular, pension liabilities) in the consolidated financial statements of the government,
which are currently not taken into account in Kazakhstan (the current accounting rules in public
institutions govern pension expenditures, while there is no provision for the accrual of liabilities for
pension payments).

- the forms, terms and methods of presenting consolidated financial statements are governed by
national legislation, and the requirements for the procedure for preparing such statements and the list of
organizations included in the consolidation differ from country to country.

JI1.3. BeiicenoBa 1, B.A. Annb6exkoBa 2, A.E. [Haxapmaa3
123 J1.H. I'ymuneB ateingarsl Eypasus yiTTeik yHEBepeuTeTi, Acrana K., Kazakcran PecnyOnukacst

EYPOIIAJIBIK OJAK EJIAEPIHAE INOFBIPJTAHABIPBIJIFAH
KAPXDBLJIBIK ECENTIVIIKKE AYJAUT XKYPI'I3Y TOXKIPUBECI

Annorauus. 2011 >xpuiman Oacram Oi3[iH enJie MEMIICKETTIK CEKTOpJAarbl OyXraiTepiiik e€cel XOHE KapiKbUIBIK
ecenTimiK KyHeciH pedopmanay OOWBbIHIIA Iapajap OTKI3UIAl, HOTHXKECIHAE MeMJICKeTTiK Mekemenep Koramabik
CEKTOP/BIH KapKbUIBIK €CENTUIriHIH XaJbIKapajiblK CTaHIapTTapblHa HETi3leNTeH HOPMAaTHBTIK-KYKBIKTBIK aKTilepre
colikec ecenrtey oficiHe kemuTi. Ax 2019 xpuinan Oactanm MEMICKETTIK ayAUT JKOHE KapXKbUIBIK OakblLlay OpraHgapblHa
JKOHE MEMJICKETTIK jKOCIapiiay >KOHIHIETl OpTallblK yoKineTTi opranfa, KP YkiMeTiHE YCBHIHBUIATBIH PECITyOIMKaIBIK
OIO/DKETTIH aTKapbUIybl TYpaibl >KbUIABIK LIOFBIPIAHABIPBUIFAH KapKBUIBIK ECENTUIKTI KypacTelpy keszaenreH. Ocsbl
opaiina, Eypomansik Onax (EO) ennepiniH MEMIIEKETTIK OFODKETIHIH aTKapBUTYBl TYPAJIbl KbUIABIK IIOFBIPIIAHBIPBUTFaH
KapXKbUIBIK €CENTUIIKTI acay JXeHiHAeri 03bIK TXIpuOeHi 3epaeney KaxeTTiliri TybsiHpaiabl. Tanpay Herisinge, EO
eNJepiHie KOFaMIbIK CEKTOp OObIHIIA OIpbIHFAM MIOFBIPJIAHIBIPHUIFAH KAPKBUIBIK CCENTUIIK ecenTey 9ICiHIH Heri3iHae
’KacalaThIHABIFBI aHBIKTAIABL. KapKbUIBIK €CeNTiliK aTayJapblHaa alblpMalbuIbIKTap 6ap: Oip engepae OyJ1 MEMIIEKETTIiK
nIoTTap, 6ackanapbiHia — Y KIMETTIH LIOFbIPIaHABIPhUIFAH Kap KbUIBIK €CEIITLIIrI.

Tyiiin ce3jep: THUIMAUTIKTI TeKcepy, MEMJICKETTIK ayauT, MEMJICKETTIK Oarmapinamanap, Jluma Jexiapaiuscel,
KapKbUIbIK €CENTLNIK ayAUTi, COMKECTIK ay1UTi, MEMJIEKETTIK KapaXkaT, OI0JKETTiK Oarnapiama, ChIPTKbl OaKblay.
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123 N .
"> EBpasuiickuit Harmonaneuerit yausepcuret nmenn JI.H. I'ymunesa, r. Acrana, Pecry6nmka Kazaxcran

IMPAKTHUKA ITPOBEJIEHUSA AYJIUTA KOHCOJUIUPOBAHHOM
®UHAHCOBOM OTYETHOCTHU B CTPAHAX EBPOIIEMCKOI'O COIO3A

Annoranus. C 2011 roma B Hame#d crtpaHe ObUIM TNPOBEACHBI MEPOINPHUATHS TO PEPOPMUPOBAHUIO CHUCTEMBI
OyXranTepcKkoro y4era ¥ (PMHAHCOBOIT OTYETHOCTH B FOCYJaPCTBEHHOM CEKTOPE, B PE3yJIbTATe YEro BCE rOCYIapCTBEHHBIC
YUpeXKICHUs TEepellld Ha METOJ HAa4MCIICHHS B COOTBETCTBHHM C HOPMATHBHO-TIPABOBBIMH aKTaMH, OCHOBAaHHBIMH Ha
MC®OOC. A ¢ 2019 rona npeaycMOTPEHO COCTaBICHHE T'OAOBOW KOHCOJNMAMPOBAHHON (PMHAHCOBOH OTYETHOCTH 00
WCIIONTHEHUH PECIyOINKaHCKOro Oro[pKeTa, KoTopas npencrasisiercss B [IpaBurensctBo PK, B HeHTpalbHBIA yIIOTHOMO-
YEHHBIH OpraH 0 roCcyJapcTBEHHOMY IIAHUPOBAHMIO M B OPraHbl TOCYIapCTBEHHOIO ayAuTa U (PUHAHCOBOTO KOHTpPOJsL. B
9TOM CBS3M BO3HUKAET HEOOXOMUMOCTh H3YYEHHE MEepEeOBOrO OIBITA COCTABICHHWE TOJOBOH KOHCOIUAWPOBAHHOM
(uHaHCOBOI OTYETHOCTHM 00 MCHONHEHUH TOCYJAapCTBEHHOro Olojxera cTpaH eBpomeiickoro corwsa (EC). Ha ocnose
aHanm3a OBUIO yCTaHOBIEHO, 4To B crpaHax EC cocraBisieTcss eIUHBIN KOHCONMAMPOBAaHHBIH (DUHAHCOBBIA OTYET MO
OOIIIECTBEHHOMY CEKTOpY Ha OCHOBE METOJa HaducieHHs. VIMEIoTes pasnuyus B Ha3BaHUSIX (DMHAHCOBOII OTYETHOCTH: B
OITHHX CTpaHaxX 3TO rOCYJIapCTBEHHBIE CUETa, B APYTUX — KOHCONMAUPOBaHHAS (PUHAHCOBAst OTIETHOCTH MIPABUTEIBCTBA.

KiroueBble cioBa: aynur 3(QQeKTHBHOCTH, TOCYJapCTBEHHBIN ayauT, rOCYAapCTBEHHbIE MporpaMMsl, JIumckas
JeKyapanusi, ayIuT GUHAHCOBOM OTYETHOCTH, ayJHT COOTBETCTBHS, TOCYJAPCTBEHHBIE CPENCTBA, OI0KETHAS MPOrpaMMa,
BHEUTHUH KOHTPOJIb.
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