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Guiding Principles
I mwewas of Consolidation in

Accounting International

Symposiim Fiscal Reporting
NOVEMBER 7, 2024
Guohua Huang

Snr. Economist
Fiscal Affairs Departments

Let’s imagine...

... You are the chief financial officer
operating :

= without financial information on all the
branches of the company/only aggregated
information

= with information limited to only the current
cash position of the headquarters

= without information on the balance sheet
of the whole of the company

= without information on the progress of big
construction projects

= with financial information that becomes
available only 6 months after the end of a
reporting period

= without sufficient details in the accounts to
distinguish different types of revenue,
expense, assets and liabilities
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.. this is often the reality of a Minister of Finance or
parliament - having to make decisions based on
insufficient information

Presentation will therefore focus on:

*Accrual reforms and the benefits of consolidated accounts

+ General government and public sector consolidation boundary
* Practical Compilation and Consolidation Process

+ Leverage Accounting Reforms to Improve Fiscal Reporting

INTERNATIONAL MONETARY FUND

Accrual reforms
of consolidated
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Accrual accounting - benefits for fiscal analysis

»  Korea has implemented accrual accounting over the past 10 years — reforms continue
to be implemented and should keep in mind some guiding principles

* Accrual accounting is a means, not an end in itself — costs must be justified by the
benefits reforms bring in 3 broad areas

+ Better decision-making by managers in the public sector
+ Greater transparency about the collection and use of public resources
* Improved accountability for the use of the resource

* Many of the benefits originate from the broader coverage of stocks, flows, and
institutions — the reforms should

* Enable the compilation of individual and consolidated data for all institutions
under public control

+ Cover a full range of assets, liabilities, and related flows
* Facilitate compilation of more reliable and comparable data

Accrual accounting - benefits for fiscal statistics

* Using accrual accounting in the public sector can benefit the compilation of fiscal
statistics — particularly government finance statistics (GFS)

«  More relevant and useful fiscal statistics by replacing cash only information
+ More reliable fiscal statistics become available

+  More efficient compilation methods - relying on administrative data rather than
surveys, models or other statistical technigues

+ Facilitate more elaborate analysis — wider scope of data enables new analytical
approaches to public financial management, fiscal risk analysis and sustainability
reporting

- Fiscal Risk Toolkit https://www.imf.org/en/Topics/fiscal-policies/Fiscal-Risks/Fiscal-Risks-Toolkit/Fiscal-
Risks-Toolkit-FRAT
Fiscal Transparency Evaluation hitps://www.imf.org/en/Topics/fiscal-policies/Fiscal-Risks/Fiscal-Risks-
Toolkit/Fiscal-Risks-Toolkit-FRAT

Public Investment Management Assessment
https://infrastructuregovern.imf.org/content/PIMA/Home/PimaTool/What-is-PIMA. html
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General governmen
sector consolidal or

To understand GFS consolidation practices -
understand the objective of Government Finance
Statistics (GFS)

* GFSis part of an integrated system of macroeconomic statistics

+  System of National Accountsis the core system - covering the domestic/national
economy

+ Specialized parts of macroeconomic statistics are
Government Finance Statistics (GFS)
External Sector Statistics (Balance of Payments and International Investment
Position)
Monetary and Financial Statistics

« GFS is designed to support fiscal analysis and policymaking
+  GFS depict the financial impact of government on the remainder of the economy
« Consolidation eliminates the internal interference in the information

«  GFS provides data that are comprehensive, standardized, transparent,
consistent, and comparable

| 6 |




The 5th KIPF Public Sector Accrual Accounting International Symposium

Nature of consolidation

* Consolidation involves presenting information for a group of institutional units
(or reporting entities) as if they constitute a single unit

* Consolidation facilitates an evaluation of the impact of the group on the remainder of
the economy in a two-stage process

+  Aggregate all stocks and flows — (line-by-line aggregation creates a double count)

+ Eliminate in principle all stocks and flows that represent relationships among the
units or entities consolidated (eliminate double-count)

GFS include intrasectoral and intersectoral consolidation
« Example, all ministries and all local governments

Nature of consolidation is similar in financial accounting and GFS but boundaries differ:
 Financial accounts limit consolidation to all controlled entities of the reporting entity

« GFS determines universe of public sector by cantrol while also consolidating sub-
sectors

Macroeconomic data for an economy need to be
organized systematically

+ The economy needs to be organized/grouped to allow reporting and analysis
+  Systematic and comparable

* For macroeconomic statistics we need to:
+ Delineate the domestic economy from the rest of the world

+ |dentify the various types of institutional units that operates in the domestic
economy

+  Group the economy into sectors and subsectors

« Foraccounting the concept of reporting unit is used
« No sub-sector classifications
* Potential to use segment reporting to align with sector classifications in GFS
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Types of institutional units

Institutional Units

Households Legal/social entities
Corporations

and Quasi- NPI's Government units
corporations

« Cannot always infer status of an institutional unit from its name - must examine its
objectives and functions — example Infrastructure Corporation/Roads Company

+ In practice some individual reporting entities in financial reporting context may not qualify to
be an institutional unit in statistics — example Contingency Reserve Fund

Delineating general government and public
corporations

* Public Sector consist of all resident institutional units controlled directly, or indirectly, by
resident government units, that is all units of general government sectorand resident public
corporations

* Market or nonmarket production determine whether they are part of the general government
sectoror public corporations sector

« A market produceris an institutional unit that provides all or most of its output at prices that
are economically significant

* A nonmarket producer provides all or most of its output to others for free or at prices that are
not economically significant

+ Economically significant prices are prices that

Have significant effect on the amounts that producers are willing to supply and on the
amounts that purchasers wish to buy

Sales usually coversthe majority of the producer’s costs and consumers are free to choose
However, public control of prices complicates determination of economically significant prices

While no prescriptive numerical relationship exist - at least expect to cover the majority of
production costs over a sustained period of time
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Some special public sector units to be classified

+ Artificial subsidiaries — passive holders of assets and liabilities
« Not considered a separate institutional unit

* Quasi-corporations — not incorporated or otherwise legally constituted but
function as if they are a corporation

« |f sufficient information is available to treat them as if they were a separate
institutional unit — classify as a corporation in the data

+ Market establishments could exist in government units

« [fthey satisfy the criteria of a separate institutional unit, classify them as a quasi-
corporation

« Otherwise, remain in general government

Institutional units are then classified into five
mutually exclusive institutional sectors

General Nonfinancial Financial Households NPISHs
government corporations corporations

sector

Central govt Public Public

State govts corporations corporations

Local govts Private Private Private Private
*

S5Fs corporations corporations

Subsectors could be identified and could be further presented as either budgetary or
extra-budgetary units

Public corporations are all the market producers under control of a government unit or
another public corporations — contral is not determined by ownership but rather a range of
indicators of control
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Indicators of control to determine if a corporation is
controlled by a government unit or another public
corporation

+ Eight indicators of control should be considered
+ Ownership of the majority of the voting rights
«  Control of the board or other governing body
+ (Control of the appointment and removal of key personnel
+ Control of key committees of the entity
+ Golden shares and options
+ Regulation and control
« Control by a dominant public sector customer or group of public sector customers
+ Control attached to borrowing from the government

+ Single indicator could be sufficient, otherwise several separate indicators may
collectively indicate control

Only general government and public sector data are internationally comparable

INTERNATIONAL MONETARY FUND
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Collection of source data

Source data that will allow consolidation of accounts could be collected in various manners

An integrated financial management systems (IFMS)with a multi-dimensicnal standardized chart of accounts (SCoA)
greatly facilitated compilation and consclidation

*  Such a SCoAshould have certain attributes
Have standardized categories of assets, liabilities, revenue and expense
Should consider budgetary, accounting and statistical reperting needs
Couldidentify counterpart transactions in two manners
Inthe structure of the accounts, example “grantsitransfers to local govemments”
+ By identifying the counterpart in the accounting systemusing the administrative classifications

Standardized reports to be submitted by the compilers —using source data systems, reports are being compiledby
reporting entities from their source data — should identify counterpart information in detail

Financial statements are submitted as source data and then bridgedto GFS during compilation process (useful only if t
the financial statements contain all the standardized items of detail)

¢« Oftena hybrid approach using a combination of these processes are needed

Using data from the accounting system of governmenteffectively usually significantly improve the quality of GFS

Adjustments to source data hefore consolidation

+ Adjustments for differences in accounting policies
+ Adjustments for differences in the reporting date or basis of reporting

+ Adjustments for methodological differences

Some adjustments are needed before the consolidation process starts; other
adjustments are incorporated after aggregation was done

Check consistency of data throughout the compilation process




Xib2| KIPF

YT A BMHEXY

Analyze major relationships and identify major items to
be consolidated
“Consolidation is an imperfect science” (GFSM 1986)

Grants/transfers (current and capital)

Interest

* Loans

+ Debt securities

+ Otheraccounts receivable/payable
+ Taxes

+ Equity

* Purchases/sales of goods and services

Consolidation tips and tricks

«  Focus on significant amounts (materiality) that will impact fiscal analysis

* Some rules of thumb are commonly used in consolidation
+ Consolidation is a symmetric process — balancing items do not change
+  Can therefore use consolidated or unconsolidated data if only interested in core balancing

items to measure “overall impact of government”
+ Consolidation only impacts the magnitude of aggregates
+  Convincing evidence from one institution could be imputed to the counterpart

+ Forfinancial assets and liabilities creditor information is usually accurate

+ Discrepancies between units can originate for various reasons—
+ first option is to try to resolve these discrepancies
+ second option is to decide which parties’information seem to be most reliable

+  Generally higher level of government information is more reliable than lower levels of government
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Some choices in accounting reforms could
support improved fiscal reporting

+ Learn from diverse country experiences

« Quarterly and annual financial statements for the whole of government being
compiled/ (audited) but are not available in a timely manner

Even where they are timely, these are not used in surveillance/analysis
« Some critical mistakes made in accounting policies selected and presentation

_ Financial Statements
MDAs Budget Execution Report MDAs LocalGov PublicCorp Whole of gov.

*  MDAs # MDAs

* local government '
consolidated with
corporations

= Public Corporations
coverage
incomplete

¢ Asymmetric
consolidation

INTERNATIONAL MONETARY FUND an
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Vigilantly participate in new developments in
accounting and statistics

+ Efforts to harmonize accounting reforms and statistical guidelines continue at an
international level

= 1993 System of National Accounts release got IMF actively involved in issues
related to accrual reporting — Government Finance Statistics Manual 2001 followed

» Update of the 1993 SNA led to the Task Force on Harmonization of Public Sector
Accounting (TFHPSA) established in October 2003

"} International Public Collaboration culminated in 2008 SNA and
" Sector Accounting Government GFSM 2014

Finance
§ Slandards i .
: Stalistics « Unnecessary differences were

eliminated

« Annex 6 to GFSM 2014 added -
Comparison of IPSASs and statistical
guidelines — also IPSASB dashboard

I. « Collaboration continue
+ Government Finance Statistics
No need fo chaose between the systems. Advisory Group
They are complementary. :
Accounting rec:;rﬁs are an important source for « |MF observance status in IPSASB
statistics

Update of GFSM 2014 has been launched

» Target completion date is December 2027

* Update objectives
* Harmonize with the other statistical manuals (SNA and BPM)
«  Meet user needs by providing additional guidance and clarity

* Update Progress
« GFS Advisory committee has been re-established

+ Timeline and process for the update has been agreed https://iwww.imf.org/-
/media/Files/Data/Statistics/GF SM/proposed-process-and-timeline-for-updating-the-
dafsm-2014.ashx

¢ List of research issues for the update has been agreed https://www.imf.org/-
/media/Files/Data/Statistics/GF SM/proposed-list-of-research-projects-for-updating-
the-gfsm-2014.ashx

+  Global consultation on the research program was conducted

M
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Overview of Proposed Timeline

Research Phase stars @

in 2024Q2. Final list of

! "
projects confirmed by~ | Drafting Phase starts
2024Q3 with low resource | in 2025Q1 with
research projects . agreement of new
advanced by 2025Q1. 1 manual structure

]

©

Final draft of new
manual available
for dissemination
by end 2027

- -

Drafting of discussion notes, concluding with
set recommendations

s S i B e

Drafting and review of

annotated outlines

Drafting and review of
chapters and annexes

(E——

Proposed New Research Projects (draft*)

GFS compilation issues

2.1 Boundary between government
and nonfinancial public corparations
2.3. Indigenous governments

2.5 Treatment of zakat

2.6 Defining and subclassifying
extrabudgetary units

2.7 Government or public nonlife
insurance schemes

2.14 Treatment of public private
partnerships (PPPs)

2.17 Boundary between capital and
current transfers

2.21 Social Security Schemes

2.22 Government assumption of

pensian obligations

2.23 Employee benefits - defined
benefit schemes

Debt and financial topics
2.2 Boundary between government
and financial public corporations

2.4 Transactions with sovereign
wealth funds(SWFs)

2.8 Debt valuation issues

2.9 Debt assumption and debt
payments on behalf of others
2.10 Valuation and recognition of
loans

2.11 Recording of provisions and
contingent liabilities

2.12 Stock positions and related flows

with the IMF and other regional /
international organizations
2.13 Equity for public corporations

215 Treatment of capital injections by

govemment inta corporations
2.16 Treatment of privatization

Environmental topics

2.18 Recording and valuation of
Infrastructure assets

2.19 Accounting for natural resources
and thelr exploitation in GFS

2.20 Climate-sustaining and climate-
damaging subsidies and other
transfers

2.26 Presentation of GFS flows related
to natural resources

* Indicative list based on current draft version of the research program which is subject to consultation

Analysis & Communication

2.24 A framework for the presentation
of GFS metadata

2.25 Communicating GFS to users

2.27 Relationship between GFS and
IPSAS

2.28 Tax expenditures, tax deferrals,
and other similar incentives

2.29 Retained eamings of public
corporations and their impatct on fiscal
-analysis

2.30 Methodological guidance on
compilation and analyzing SOE data
2.31 GFS within fiscal analysis and
policymaking

2.32 Balance sheet analysis

15 |




H53 KIPF 2470l 3 ZAHDAY

Jhan




The 5th KIPF Public Sector Accrual Accounting International Symposium
Consolidated Financial Information of Public Sector Entities in Korea

H53| KIPF 2AzE0| || ZHAEXA
si=o| ZEHE SANEYR

Presentation 1
FHZLE 1

Consolidated Government Accounts in Korea
Sung-Jin Park Professor, Yonsei University(Former Executive Director, GAFSC, KIPF)
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K- KOREA INSTITUTE OF e, jge & ldeas
I} pusiic FINANCE &) Broantioas Falice
Government Accounting and Finance Statistics Center

Consolidated Government Accounts in
Korea

Sung-Jin Park
sjipark2@yonsei.ac.kr

Yonsei University

“Consolidated” Financial Information of Korean
Public Sector Entities
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I Accrual Accounting in Korean Public Sector

B Implementation of Accrual Accounting in the public sector of Korea

Ministry of
= Introduced accrual accounting since FY09 National Economy and
« 2-year trial period (FY09-10) Accounting Finance (MoEF)
« Submitted CFS to National Assembly since FY11 Act S
« Trial period (FY03-06) Mli;‘;itr'i'\éfaf:ge
» Implemented full accrual accounting since FY07 Local Safety (Mois)
» Submitted F/S to local councils with CPA review Finance Act | ‘Y
opinions attached LASC
= Introduced IFRS (FY11 for public corporations, Ministry of
x and FY13 for quasi-governmental institutions) Act on the Economy and
Public « Submitted F/S to the MOEF with CPA audit Management | | ginance (moer)
Institutions ) of Public
opinions attached e
« MOEF submitted CFS to National Assembly GAFSC

K‘)‘ KOREA INSTITUTE
]l OF PUBLIC FINANGE

I Consolidation of Central Government Financial Statements

B National Accounting Act, Article 13 (Process of Settlement of Accounts)

(3)

The Minister of Strategy and Finance shall prepare a report of settlement of accounts
for the State (hereinafter referred to as "the State’s report of settlement of accounts™)
by integrating each central government office's reports of settlement of accounts

for each fiscal year and present it to the President for approval after it is deliberated

by the State Council.
Inspect by
B BAI
} Nat’l Assembly

! MOEF
/(& KIPF GAFSC)

J

Eliminating intra- Eliminatin

i g intra-governmental
governmental transactions J L transactions betw I
L between accounts and funds a ons b

Central Gov. Agencies

F/S
by accounts
and funds

5/20 5/31

K‘)‘ KOREA INSTITUTE
]l OF PUBLIC FINANGE

12/31 2/29 4/10

| 20 |




The 5th KIPF Public Sector Accrual Accounting International Symposium

I Reporting Standards of Government Accounts in Korea

General Account,

Geneal Account, I
Special Accounts

Special Accounts

‘ | -_ _
I Central Local Public

: government governments Corporations
I - .

X [

:

'

I and Funds . .

1 National _ Non-Financial Financial

Accounting ) Public Public
Corporations Corporations

Sta n'darcy

Public Institutions Public Institutions
\ (non-profit org.) {non-profit org.)

fo KOREA INSTITUTE
ll DF PUBLIC FINANCE

I “Consolidated” Debt/Liability Information in Korea

Public Sector Debts and Liabilities in Korea
(% of GDP) F/s

105% 1

-
95% - Long-Term Provisions

pap———— s
75%

65% =
A Mon-Financial Public Corporations
45% F

3546 ur /

—
-

25%
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

- @ = Aggregate F/S - net of provision === Aggregate F/S

s Statutory National Debt (D7)
e Public Sector Debt (D3}

General Government Debt (D2}

Source: gpenfiscaldata.go.kr & wwwlofin365.g0.kr & eduinfo.go ke

Aggregate (not consolidated) Liabilities from Financial Statements of Central Gov/Local Gov/Local Education
D1": Statutory Debt (per National Finance Act) of National Budget and Funds (including Local External Debt)
D2: General Government Debt per GFSM 2001 (excluding Public Corporation)

D3: Public Sector Debt per PSDS (excluding Financial Public Corporation)

* ¢ 4 o

DF PUBLIC FINANCE

+ Mo Consolidated (Financial/Non-Financial) Asset Information Lﬂ KOREA INSTITUTE
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IExampIe) Public Sector Balance Sheets of FY 2019

(1) Central Gov - Statement of Financial
Position(FY19)

Liabilities
1,744 trillion KRW
Assets

2,299 trillion KRW

MNet Assets
555 trillion KRW

-

(2) Aggregated (Central/Local/Edu)
Statement of Financial Position(FY19)

Liabilities
1,801 trillion KRW
Assets

3,719 trillion KRW
MNet Assets
1,918 trillion KRW

3)

)

GFS General Gov Balance Sheet (FY19)
Liabilities
769
ASESE;:_:B C | *
; entral
{ ) - 12
» il teeab = 812 trillion KRW
- 12 (Elimi)

= 3,836 trillio

MNet Assets
3,024 trillion KRW

SNA General Gov Balance Sheet (FY19)

e (LEREL

Assets
3,622 (Non-Financial)

+ 1,814 (Financial}
= 5,436 trillion KRW

Liabilities (Financial)
1,062 trillion KRW

Net Assets
4,374 trillion KRW

Gov-Controfled Public Corp. mdud&il]‘ ML

From Micro to Macro Accounting

22
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I Four Modes of Government Accounting

B Heald & Hodges (2018) “Accounting for Government Guarantees” ABR, 48(7)

# Financial Reporting (by accountants)

@ Entity-oriented and detailed systematic records of transactions

@ Provide information for the purpose of accountability and decision-making
# Statistical Accounting (by statisticians)

@ Use financial reporting data as input and estimate additional macroeconomic data to compile
national accounts

& Transactions treated symmetrically to balance across national accounts: Double-entry by two
sectors = “quadruple-entry” principle l

% Government Budgeting (by public servants)

@ Basis of legislative authorization of public spending (ex anfe control)
@ Institution-specific, low cross-country comparability
@ UK's “Clear Line of Sight (Alignment) Project” — Reconcile Budget, Estimates, and Resource Accounts

# Fiscal Sustainability Projections (by economists)

@ Medium-term (5-yr) to Long-term (45 — 50 yrs) economic forecasts to calculate fiscal gaps

@ Different from financial reporting, recognize future liabilities “incurred in the future” and future

revenues = KOREA INSTITUTE
Lm? oF PllfS.I( FINANGE

Consolidation — Linking Financial Reporting to Statistical Accounting
L

B Rationale for the Consolidation of Fiscal Information

# Concept of Economic Entity

@ Legal and/or Reporting Entity - for information users and for accountability
@ Multiple public sector units “controlled” by a government should be viewed as a single economic entity

¢ Comprehensive View of Public Finance

@ Individual or group financial statements of government units may provide fragmented information
on the resource owned and the performance achieved

@ Public resource accounted (i.e., excluded from entity boundary) or double-counted would impede
fiscal transparency and accountability

@ Given the high fungibility of financial resource, consolidated financial information can assist
policymakers' decision making better

# Facilitation of Financial Control and Oversight

@ Preparation of CFS can enhance financial oversight by centralizing financial data and simplifying
audit process

@ By providing a complete picture of the stock and the flow of public resources, encompassing
multiple levels of government, inefficiencies and the areas of concern can be more easily identified

L’T KOREA INSTITUTE
]l DF PUBLIC FINANGE
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I Whole-of-Government Accounts (WGA)

B A set of financial statements that incorporates ALL public sector organizations
@ Linking Micro-Accounting to Macro-Accounting

@ Micro-Accounting focuses on detailed recording of transactions and the presentation through
financial statements

@ Macro-Accounting aggregates financial data across various government units to produce a holistic
view of the pubic sector's economic activities

@ WGA consolidates individual government unit's financial statements to deliver a full account of
government finances

@ By including all government units and leaving no hidden accounts and reducing the need for stock-
flow adjustment, WGA supports the objectives of fiscal responsibility laws

@ Enhance transparency and accountability, and ultimately, public trust on government finances

@ Challenges in Consolidation (and WGA)

@ Complexity of Data Collection and Integration
= Especially when diverse range of government units are using varying accounting standards and systems
@ Harmonization of Accounting Policies and Practices
= Variations in accounting standards of Central government, Local governments, Public institutions, and other Public
corporations
@ Capacity and Technical Expertise
= Requires a high level of technical expertise in public sector accounting
= Competition with private sector employers for the talents with skills and knowledge rgg&l:e_d for consolidation
i}

KOREA INSTITUTE
OF PUBLIC FINANGE

IAdoption and Implementation of WGA: “Why” and “How"”

* United Kingdom

« New Zealand

« Australia
« Canada
« Sweden

Selected References
Public Money & Management (2009). Vol.29(3), Special Issue: Whole of government accounting — International trends

Abacus (2011). Vol.47(4), Special Issue: Public Sector Consolidated Financial Statements
ACCA (2014) Whole government accounts: Who is using them?
ACCA (2015) Consolidated government accounts: How are they used?

Public Money & Management (forthcoming). Special Issue: Whole of government accounting - the jury continues its
deliberations

K-T KOREA INSTITUTE
]l DF PUBLIC FINANGE
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Consolidated Government Accounts across
Countries

| United Kingdom (UK) 1

¢ Resource Accounting and Budgeting: Accrual accounting considering cost of capital charge

@ “A Code for Fiscal Stability” — Principles of fiscal management (transparency, stability, responsibility,
fairness, efficiency)
= Wide-spread concern about the change in net worth of UK government (due to the sale of state assets,
i.e., privatization)
= Gain statutory force through Finance Act of 1998
= HM Treasury (1997) Financial Statement and Budget Report, Golden Rule — “Public debt s a proportion
of national income will be held over the economic cycle at a stable and prudent level”
= Golden Rule — “Over economic cycle, government will borrow only to finance public investment and
not to fund current expenditure” (p.10} = RAB improves the quality of data for public sector assets
= 1997 Pre-Budget Report — “RAB will underpin the golden rule by making a clear structural distinction
between current and capital spending”
= 1997 Pre-Budget Report : whole of government accounts "might provide more robust underpinning for
a wide range of fiscal policy decisions”
= HM Treasury 1998 Scoping Study to explore the feasibility of consolidation (after 1997 General Election)
@ Government Resources and Accounts Act (2000)
= Require Treasury to prepare “Whole of Government Accounts” for entities with public nature or funded
by public money (Consolidation criterion)
= Three Goals from implementing WGA

= (1) Macro-economic {(National Accounts Level): Contribution to setting Fiscal Policies
+  (2) Micro-economic (Entity Level): Improving public accountability and transparency
+ (3) Improve accounting information system: Standard harmonization and FMIS like OSCAR

K"T]‘ KOREA INSTITUTE
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I United Kingdom (UK): WGA-National Accounts Reconciliation
2008-10  2010-11 201112 201213 201314 201415 3015-16  2016-17 2017-18  2018-18  2019-20  2020-1

Public Sectar Met Debt, £bn azs 1,005 1106 1299 1458 1554 1003 1,727 1779 1774 1.806 1,635
ADD: Liabilities Mot Recognized In Mational Accounts:

Met Public Sector Pension Liability 1135 561 1,006 1172 1.303 1493 1.425 1835 1.365 1.894 2150 2,306

Provisions 102 108 113 131 155 178 206 222 22 3 275 £

FFl Contracts 25 a7 a1 32 33 33 EHS EE] 33 3z Ell a7
Adjust Assets Measured Differently in Mational Accounts:

Asset Purchase Facility Fund -44 -46 -ag -50 -1z7 -200 -194 -181 -1557

Unamortized Fremia on Gilts 13 15 23 31 =3 a5 38 51 54 56 52 62

UK Asset Resolution Met Impact on MNet Debt -59 -4 -&3 -a3 -74 53 -an -24 -10 -2 -1 ]
ADD: Assets and Liabilities Excluded from PSMD:

Property, Plant, and Equipment =710 745 747 -B12 1,076 1,120 1168 ~1208 1,268 1,212 -1,270

Investment Property -13 13 -1z -14 -15 -16 -18 -20 -23 24 -17

Intangible Assets =34 =35 =35 -32 =22 -33 =35 =36 =37 40 -41

Tangible and Intangible Fixed Assets -7ed

Trade and Other Receivables -4 =35 -35 37 =35 =37 4% -2 =41 -45 43

Prepayments and Accrued Incame 77 81 77 -0 78 -87 -8 -102 108 -88 78

Inventories -12 -1 -12 -12 -1 =10 e -10 -10 -1n -15

Investments 11 17 17 27 23 72 -0 51 52 52 a2 -41

Trade and Other Payables 51 50 4B a7 A5 51 51 53 51 56 44

Accruals and Deferred Income 57 41 EE] a4 54 55 -] 62 &1 6 a1
DEDUCT: Liabilities Mot Yet Recognized in WGA

Metwork Rail -34

Housing Associations -55 -60 -7 -70 o o o
Orther Adjustments

Other Adj s Including Eliminati -27 -16 -15 43 -39 -25 -15 -22 12 -16 1.662
Inadequate Data to Match Classification Structure

Payables and Receivables -8

Met Taxation and Dutities Due -5 -3 -3
WIGA MNet Liabilities, £bn 1228 1,186 1,347 1628 1,840 1875 1.986 2421 2,565 2456 2834 326
Memorandum liem
Public Sector MNet Debt as % of GP 53% 2% G863 T 0% 82%: B2% 85% 847 &1% BO%: BE
WGA MNet Liabilities as % of GDP T8 73% B0 T 101% 8% 102% 119% 121% 112% 125% 155%
Source: UK Whole-of- A L each year ag i by Eradley. Heald, and Hodges (2023
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I New Zealand (N2)

¢ Accrual Accounting and Budgeting: Accrual accounting considering cost of capital charge

& After 1984 Fiscal and Currency Crisis
= High national debt (40% of GDP in 1984), 20% devaluation, etc. 2 Comprehensive economic and PFM reform

= Public Finance Act of 1989 required all government departments, offices of Parliament and Crown agencies

to convert to accrual accounting by 1991 and produce financial reports based on GAAP (including Stmt of
Standard Acc’t Practice 8- Consolidated Financial Statements)

= First country to implement consolidated accrual-based government accounts (Crown Financial Statements for
FY 1991)

= Financial Reporting Act of 1993 — sector-neutral accounting standards

= Fiscal Responsibility Act of 1994 reinforced the sector neutrality & required pre-election and pre-budget
reports

@ 2003 Budget — “Whole of Government Approaches” for economic development and public sector reform

= Extend the reporting entity of consolidated financial statements to align with GFS (based on “Control”
criterion for consolidation)

= Decisions to extendi the reporting entity to WGA is a technical (rather than political or policy-driven) decision

@ 2011 Financial Reporting Amendment Act of 2011
= Accounting Standards Review Board is replaced by External Reporting Board (XRB)

= Sector-neutral standard concept is replaced with Two-Tier Strategy (NZ IFRS for For-Profit entities; modified
IPSAS for Public Benefit Entities) in 2012

, < ; 2 i L’m KOREA INSTITUTE
= Consolidation (WGA) remains as a technical issue JA oF pusuic Finance
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] L
-

Australia (AU)

4 Accrual Accounting and Budgeting: Accrual accounting considering cost of capital charge
@ Federal structure of Government (with autonomeous states and territories)

= Federal. State or Territory governments adopt WGA at different times and in varying forms

= New South Wales issued the first accrual-based government reports in 1989

= Federal government (Commonwealth government) adopted accrual accounting in 1997 - Gradual
adoption of accrual accounting across governments at different levels followed

= AASB 127 Whole of Government and General Government Sector Financial Reporting issued in 2007
requires dual reporting in GFS (General Government Sector) and GAAP (Whole of Government) : No
nation-wide consolidation but government-specific

A li bal: sheet by sector — including General Government Sector Financial Report
as al 30 June 2023

_________ Ganeral Fublic non-fnancial Fublic financial Siminationsia)
MNeww )} Govemsent | coooeslions = comorstions
2023 7023 2 ) 2023 zaz2 2023 022
F= 3m $m sm 3m 3m tm $m
Assets
Financisl asseis
Cash ard deposits 89,713 202 1278 1,363 26 (85714)  (98.123)
Adunnces paid A 74,858 28 2 8171 5318 (o728 (8486}
e i st stk = £9.261 5237 545 =0 135 (a34) (300
I“:;;:;::' s and s 221,180 214,487 L] 1.598 seT. 7z 613083 (280.628) (271,685}
Eaully invesiments sc ) azasa viemie | mm zse #2098 _{38247)
Total Anancial aszets Y emise  snarra Hga7 81 [387.003) _{407.416)
HNon-financial assets{t)
o 15474 13718 3033 21m a1 264 X 3
Buildings 50 48218 26,085 4273 4178 328 508 5 (81
5o Bag27 81255 : o : x i 3
50 0040 te47 sasi0 52341 136 160
s0 1038 11,108 3781 3787 73 24 ] 51
Inveskment proparty 50 29 208 124 158 5 = 5 H
tnvartonen SE 12708 11880 21 2a8 85 1
Harfage and cultural assats 50 12818 zew ; d : -
Tan assots : 1327 1280 5 5 [1232) (1265
[T p— sF | ez 5,284 en 775 a7 58 (58 (50}
: Total ran-financis! sssets I _Zicese _eu e G - A—T 7132 ___[T,248 __ [i2ar)
Source: CFS of Australia Total ansets 56 THO,268 704,123 BOE0D 73,639 607,843 622,068 (380,340) (408,897
Commaonwealth (a) Compnzes the slimination of inter-sector balances

(1) Right-of-use assets are included in the following fine ilems: Land, Bulldings and Other plant, equinment and infrastructure:
Cenain comparatives have been resialed Refer to Note 1.8 for further details.

| Canada (CA) l * l

% Incremental, gradual adoption of Accrual Accounting (but no Accrual Budgeting)

@ Adoption of full accrual accounting by the government of Canada was announced during 1995 budget process

= Responding to the recommendations of 1997 Independent Review Panel on Modernization of
Comptrollership in the Government of Canada, accrual accounting adoption was incorporated in
Financial Information Strategy (FIS)

= Treasury Board Secretariat issued a Financial Information Strategy Accounting Manual in 2001

= Office of the Auditor General of Canada pressured for the adoption of accrual accounting

= 2002/3 federal government-wide financial statements are made in a full accrual basis

= Provincial and Territorial governments have implemented full accrual accounting in the mid-2000

= 2011/12 first official government-wide consolidated financial statements

@ Currently, Government of Canada and Crown Corporations prepare separate consolidated financial statements

K‘]‘ KOREA INSTITUTE
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I .
I Sweden (SE) N e

¢ Local-initiated, gradual adoption of Accrual Accounting (no Accrual Budgeting)

@ Local government accrual accounting models were developed in 1970s through collaboration with

academic researchers
@ After 1990-1994 Swedish financial crisis
= Financial Management Reform in 1990s intended to improve transparency and financial control
= Top-Down Budgeting (Central Government expenditure ceiling)
= Mid-Term Budgeting ("Budget Margin” — Flexibility in expenditure ceiling over 3-year)
= Linking Performance and Budgeting
= Central government adopted accrual accounting in 1993
= Consolidated Whole-of-Central Government Annual Reports have been produced since 1993/4
= [nstrumental role played by the Swedish National Financial Management Authority (ESV)
m Resemblance to Korean PFM Reform in 2000s

Mid-Term
Expenditure
Framework

Top-Down
Budgeting

Program Budget

Double-Entry
Accrual Based
Government
Accounting

Digital Budgeting
and Accounting
System (DBAS)

Performance
Management

L"]‘ KOREA INSTITUTE 1%
ll OF PUBLIC FINANCE

W4 Summary of Cross-Country Comparison
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I Key Features in WGA Reporting

Feature United Kingdom (UK) New Zealand Australia Canada Sweden
Initiation of 1998 reforms; formally 1989 reforms, 1990s reforms, Gradual since 1995; 1993 accrual accounting;
WGA introduced in 2010 formalized in 1992 formalized by 2007 formalized in 2002 1993/4 WCGA
Consolidation g oggﬁﬁrﬁéﬁsloﬁén c (%fgle gg\éir?;fx; Separate for federal, Separate for federal, Central and local
Scope corporations entities) states, and local provincial, and local  government accounts
Primary Fiscal transparency, Accountability and fiscal Enhanced reporting, Transparency and Supplementary to
Motivation accountability, management transparency.in external accountability  accrual accounting
macroeconomic policy budgeting
Legal Government Resources  Public Finance Act Charter of Budget Financial Information f\iimaannc;l;lasl E:br:'c Se?:]t:r:t
Framework and Accounts Act 2000 1989 Honesty Act 1998 Strategy (1997) i
Accounting  GAAP-based, aligned IPSAS-based Agzi’;g:;eé%gd PSA Handbook, IPSAS-inspired for
Standards with IFRS and IPSAS . adapted GAAP public sector
standards
Audit Annual by National Annual by Auditor Annual audit at each  Annual by Office of  Annual audit by central
Requirements Audit Office General jurisdiction level Auditor General

government

K"T]‘ KOREA INSTITUTE
]l OF PUBLIC FINANGE

I Usefulness and Challenges of WGA Reporting

Aspect United Kingdom (UK) New Zealand Australia Canada Sweden
Usefulness in Limited tIJSﬁ'In dlerilsmn- Used in fiscal policy & Limited for decision- Primarily compliance, II.Imrled to i
Policy njak|ng, mainly asset management making, folcused on limited in policy supplementary role in
parliamentary review planning compliance budget process
Complexity, lack of High cost, some lurisdictional Fragmented, varied . ”
Challenges in timeliness, audit qualifica concerns about practical boundaries limit standards across WhA i ypderunh;ed
5 : 2 JChE : for decision-making
tions impacts uniform application provinces
: Low among policymakers Actively used by : A : Low, mainly for Limited engagement,
s'::ﬂ:mfdzs , some use by public  government and credit lezr;r?nizlrisctog]p::glcits accountability; policy focus remains on cash
accounts committee agencies Y y use limited -based budget
Inwg_ratlon Limited, budget remains Integrated with capital WEA separate from Budget-focused,  Remains separate, cash
with cash-based lannin GudgEsptendaal{GES, accrual WGA separate -basis dominates
Budget P 9 GAAP reporting p
. ibl t lex; . ible t E . —
Public T?cﬁt:llijzzdb:ngzmg e:' Transparent and  Low public engagemen, re’f;?;::'ﬁl n';‘;_;ii;u Accessible, but limited
Accessibility P Faniired 9 accessible few use WGA reparts

el utility to nan-experts

K"T]‘ KOREA INSTITUTE
]l OF PUBLIC FINANGE




X535 KIPF SrA4%0] s ZRAZAIY

S ngiyabonga
If *’eri;nf%jﬁim. tesekkur ederimy =

g Killos .-_.,.-,Ea WS g daﬂk]ﬁ [P sy 8 =
L e l an y[] uraclas_m. .
A S5 A 3 gt =MOCChaKKeSM =
ﬁ [IZ kst geaasag o sy gu I-all]h malth agal £

()
-l
w
8]
= g
3\
3

uknyakunkhugﬂkraai.-.:_a arigalo == dakujgm =

) tﬂ“ma[(HSIh fae 2 Bumadigay w b 55 MEPCH

~MEIC

eux'up

Kipf 2247

| 30 |



The 5th KIPF Public Sector Accrual Accounting International Symposium
Consolidated Financial Information of Public Sector Entities in Korea

HIMZO| 57 RHAILX|Y
SEE SEEYE

-

H53| KIP
stzo|

!

Presentation 2
FHLE 2

Consolidation of Financial Statistics
in Korean Local Governments

Jeong Kyu Park
General Manager, Finance Statistics Department, Local Finance Association

= (= =
et XWERO| IHHSH St
HPST SERRLYENE SARER 23







The 5th KIPF Public Sector Accrual Accounting International Symposium

5% KIPF Intemmational Symposium

Consolidation of Financial Statistics in
Korean Local Governments

07 Nov. 2024

Park, Jeong Kyu
Local Finance Association
Finance Statistics Department

Contents

 Local Public Sector Units in Korea
 Local Public Sector Financial Statistics
« Coverage of Statistics

« Consolidation Process
- '01 GFS & PSDS
- "Consolidated Regional Finance Statistics”
- "Consolidated Debt”
« Key Improvement of Consolidation Process

* Future Challenges

| 33 |



M52 KIPF 289l oA IAYZXY

Local Public Sector Units in Korea

e Local Governments

- Upper Tier, 15+2

= Special (Metropolitan) City (Seoul)

= Metropolitan Cities (6)

= Provinces (“Do"s, 8),

= Special Self-Governing City (Sejong, one tier)

= Special Self-Governing Province (Jeju, one tier)
- Lower Tier, 226

= “Si” (within Province, 75)

» “Gun” (within Metropolitan City or Province, 82)

* “Gu” (within Seoul or Metropolitan City 69)

Local Public Sector Units in Korea

* Local Public Enterprises (hereinafter
referred to as “LPE")

- Local Government-Invested Public Corp. (72)

» LPE that provides specific services of local
governments (e.g. urban public transit, urban
development, etc.) and receives fees from service
users.

- Local Public Agency (88)

= LPE that acts on behalf of the local government
and receives commissions from local governments.
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Local Public Sector Units in Korea

« Local Government-Invested or Funded
Institutions (hereinafter referred to as “LGIFI”)

- Local Government-Invested Institutions (94)
= Corporations in which local governments has a
stake of more than 10%
- Local Government-Funded Institutions (743)
» Local government-funded foundations

» Local Medical Centers, Regional Credit Guarantee
Foundations, Local Government-funded Research
Institutes, etc.

Localr Public Sector Financial Statistics

« A Part of Government Financial Statistics
- '01 GFS (FY2012~)
- PSDS (FY2013~)

* Purpose of financial analysis at the local
government level
- "Consolidated Regional Finance Statistics”
(hereinafter referred to as “CRFS")
= “Local Finance Act” Article 59, FY 2015~
* Including Local Education Finance Sector
- "Consolidated Debt”
» “Local Finance Act” Article 44-2, FY2015~
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Coverage of Statistics
* Units
Local
Statistics Leealll Y pE LGIE) | ECMeatian
Gowv. Finance
Sector (**)
‘01 GFS Vv V(*)
PSDS Vv Vv
“Consolidated Debt “© V Vv Vv

(*) Local Government-Invested Public Corporations classified as market NPIs are excluded.
(**) Metropolitan & Provincial Offices of Education (17) and its Funded Institutions

Coverage of Statistics

 |Information

Financial Cash Contingent

ST Position OPerAtiNg plow liabilities
‘01 GFS Y v v
PSDS v
CRFS v V(*)
“Consolidated Debt” \Y V

(*) Cash Basis
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" Consolidation Process : ‘01 GFS & PSDS

* (Step1) Unit Level

- Local Governments (FY+1 June)

= Each local government prepares statistics with “e-
hojo+ (local government financial management
Information system)”

— Automated data entry (e.g. financial position)
— Manual data entry with Excel form (e.g. contingent
liabilities, internal transactions)

= Lower tier local governments submit statistics data
to upper tier local government via “e-hojo+".

" Consolidation Process : ‘01 GFS & PSDS

- Local Public Enterprises (FY+1 June, July)

= Each enterprise prepare statistics with Excel form

— Financial statements, ‘01 GFS & PSDS statements, Internal
transactions, ...

— Manual data entry

= Each enterprise submit statistics data (completed
Excel form) to to MOIS (Ministry of the Interior
and Safety) via e-documemts or “Cleaneye
(integrated electronic disclosure system for LPE &
LGIFI)”

= Submitted statistics data via “Cleaneye” are
automatically transferred to “e-hojo+".
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" Consolidation Process : ‘01 GFS & PSDS

* (Step2) Upper Tier Local Gov. Level (FY+1
June)

- Consolidation

= Upper tier local gov. + Low tier local gov. data
submitted via “e-hojo+"
— (e.g.) Seoul = Seoul Metropolitan City + 25 “Gu”s in Seoul
= Matching internal transactions
— Inter local gov. transactions within upper tier gov.
- Submission via “e-hojo+"
= Upper tier local gov. -> MOIS

" Consolidation Process : ‘01 GFS & PSDS

* (Step3) Local Public Sector Level (FY+1
July~September)

- Data collection

* Local governments : submitted data by each upper
level local government via “e-hojo+"

= LPEs : submitted data by each LPE via e-documents
or “Cleaneye”

- Consolidation

= Collected statistics data are consolidated by
subsectors and by 17 upper level local
governments (e.g. Seoul, Busan, ...) with excel
template.
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Con;olidation Process : ‘01 GFS & PSDS

» Matching internal transactions
— Transactions between local government and LPE

— Inter local government transactions within other upper
tier government

- Submission via e-documents
= MOIS -> MOSF (Ministry of Economy and Finance)

Con;olidation Process : CRFS

* (Step1) Unit Level (FY+1 March, April)

- Local Governments
= Preparing statistics with “e-hojo+"
— Automated data entry (financial position)
— Manual data entry with Excel form (internal transaction)

- LPE, LGIFI and Local Education Finance Sector

» Preparing statistics with Excel form
— Financial position, Internal transaction
— Manual data entry
= Submitting statistics data (completed Excel form)
to (controlling) local government via e-documents
or “Cleaneye”
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" Consolidation Process : CRFS

* (Step2) Local Government Level (FY+1 May)

- Data collection

= Statistics data in “Cleaneye” are automatically
transferred to “e-hojo+".

= Statistics data submitted via e-documents are
uploaded in “e-hojo+".
- Consolidation
= Each local government consolidate with “e-hojo+"

= Internal transaction

— Transactions between local government, LPE, LGIFI and
local education finance sector

" Consolidation Process : CRFS

- Disclosure

= CFRS Report is disclosed as a supplementary
document to the settlement of accounts.

= Subsector or categories in the report
— Total (=A+B-QC)
— General local government (A=a+b-c)
» Local government (a)
» Local public institutions (b)= LPE & LGIFI
» Internal transaction A (c) : between (a) and (b)
— Local education finance (B) : upper level local gov. only
— Internal transaction B (C) : between (A) and (B)

- Submission via “e-hojo+"
» Lower tier local gov. -> upper tier local gov.
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Con;olidation Process : CRFS

* (Step3) Upper Tier Local Government Level
(FY+1 June)

- Consolidation with “e-hojo+"
= Upper tier local gov. + Low tier local gov. CRFS
data submitted via "e-hojo+"

— (e.g.) Seoul = Seoul Metropolitan City (+LPE+LGIFl+local
education) + 25 “Gu”s (+LPE+LGIFI) in Seoul

= Internal transaction

— Inter local government (including LPE, LGIFI and local
education sector) transactions within upper tier
government

- Submission via “e-hojo+"
= Upper tier local gov. -> MOIS

Con;olidation Process : CRFS

* (Step4) Local Public Sector Level (FY+1 July)

- Consolidation

= Collected statistics data are consolidated by
Subsectors and by 17 upper level local
governments (e.g. Seoul, Busan, ...) with “e-hojo+"

= Internal transaction

— Inter local government (including its LPE, LGIFI and local
education sector) transactions within other upper tier
government
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Consolidation Process : Consolidated Debt

 Local Government Level (FY+1 November,
December)

- Data collection & consolidation
* Financial position & internal transactions : using
CRFS report data

= Contingent liabilities : manual data entry to “e-
hojo+" with Excel form

= LPE & LGIFI submit contingent liability data to
local government via e-documents

Consolidation Process : Consolidated Debt

- Disclosure

» Each local government prepare and disclosure
“Annual Plan for the Management of Financial
Soundness”, which include follows;

— Amount (FY, FY-1) and change of “Consolidated Debt”
and contingent liabilities

— Estimated amount (FY+1) of “Consolidated Debt” and
contingent liabilities

— Outlook on changes in “Consolidated Debt” and
contingent liabilities

- Submission via “e-hojo+"

= Lower tier local gov. -> Upper tier Local gov ->
MOIS
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Key Improvement of Consolidation Process

« Financial Data Integration
- ~FY2022

= Financial position and interal tranasaction data of
each statistics in “e-hojo (old version of e-hojo+)”
was not integrated.

- FY2023~

» Financial position and internal transactions data of
CSFR are shared with other statistics.
— CSFR’s unit coverage is wider than other statistics.

— Preparing and disclosing of CSFR starts earlier than other
statistics.

Key Improvement of Consolidation Process

« Manual data entry with Excel form
- ~FY2022

= Internal transactions and other additional data was
only manually entered into “e-hojo” except CSFR.

= Old “e-hojo” had no function of LPE’s ‘01 GFS &
PSDS data uploading.

- FY2023~

» Internal transactions and other additional data can
be uploaded into “e-hojo+" with Excel form.

= LPE's ‘01 GFS & PSDS data can be uploaded and
aggregated in “e-hojo+"
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" Future Challenges

« Integration of unit coverage (LGIFIS)
* Integration of statistics
- PSDS, CSFR & "Consolidated Debt”

* Preparing cash flow statements

- Cash flow statements are excluded from
Korean local gov. financial statements.

« Improving “e-hojo+" function
- ldentification of internal transaction data
- Automatic identification of error data

“Thank You"
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01! Overview IS s,

Korea Fiscal Information Service (KFIS) has managed and operated dBrain system(Korea Financial Management
Information System) since 2016 and e-Nara Doeum system(Integrated Government Subsidy Management System)

since 2017,
1'st Generation 2'nd Generation 3'rd Generation 4'th Generation
L —1 — L1 L]
Budget System FIMSYs (1) dBrain KFIS Official dBrain+
SALIMI NaFIs Launch (Next Generation)

e-Nara Doeum
[ Juyaoss  Jaowr

Qutsourced to private IT corporations supervised by Ministry Of Managed by public
Economy and Finance (e.q. Samsung SDS, LG CNS) organization (KFIS)

(1) FIMSYs : Fiscal Information Management System
{2) MaFIs : National Fiscal Information System

Public Fiscal U. 5. Department of Treasury State Financial Technology Federal Ministry of Finance,
{Bureau of Fiscal Service) Agency, France (AIFE) Germany (ZIVIT)

Federal Ministry
s 'f * of Finance
dirg.
=

Management Agencies
in Other Countries

02 | What is dBrain*

é¢ dBrain*, integrated FMIS, manages entire life cycle of national fiscal tasks and supports timely data-driven policy

decision making.
From Fiscal Task Support
National Flscal . . . a8
M To Data driven Timely Policy Decision Support
Plans
(s years mid;terrn—\ - . .
Performance | M’::t;;;i:ﬁ:a:an | -Budget Financial Linked SYStem
Evaliation —_— Formulation Linkage with 81 institutions, 144 systems
[ project | central " Nextyear's _}
Performance | I 5 revenue and
_ wanagemen: | Financial | epsdie pon Financial Analysis System

Data driven analysis service &
policy decision making support

Management
System

Accounting: Budget

Settlement Execution .
Open Fiscal Data
' Budgetary / | Realtime Disclosure of fiscal information in an
Finangal Settlement Assat: Execution of
| ofhccounts | Liability | National Fund easy-to-understand and transparent
manner

(" National Asset/ |
| Liability

Management * dBrain is 0 combinotion of ‘I, meaning digital, and Srain,
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03 | Settlement Module in dBrain* FIS tme

Information Service: >

é¢ dBrain* generates Pan-Korea's government finance statistics and conveniently closing reports using automatic

Jjournaling system.
Budgetary settlement of accounts

Revenue book/ Budgetary settlement
Expenditure boak Of accounts

. Occurrence |
. Of transactions |

v

Financial settlement of accounts

Cash payments
| And receipts

: s Preparation
Automatic —» Bookkeeping —» Closing of o OftrESI ba;anr:e
journalizing PIng accounts
sheet
Noncash | - e
Transactions ¢ S’;‘;’;:;::;"ﬂ?}  Cost Internal Entry
| Sattlement BF aceaniits calculation transactions adjustment
¥ Sources: KFIS is setting the global standard for digital national fiscal management, KFIS 5

04 | History of National Accounting in Korea

FIS toniomse ©

66 Korea introduced an accrual accounting system in 2011 due to the limitations of understanding the government's
financial position or financial operation results using only budget accounting information.

+ (ash based budget Accounting  * Announcement of policy to « Draft for the National
(Single-entry Bookkeeping) introduce accrual accounting system  Accounting Act
1960 ~ 1998 2003
+ Enactment of the National
Accounting Act
« Establishment of dBrain
system (3rd FMIS)
@ 2010 2009
* Introduction of accrual + Establishment of Government + Establishment of National Accounting Standards
accounting system Accounting & Finance Statistics Center  pilot application of accrual accounting system to
(Double-entry Bookkeeping) central govemnment
@ 2016 2022
= National finandial statements were = Establishment of + Establishment of
submitted to the National Assembly Korea Fiscal Information Service (KFIS)  dBrain® system (4th FMIS)
for the first time (FY 2011)




M52 KIPF 289l oA IAYZXY

05 | Governance of National Accounting

66 The govemance system promoting Korea's accrual accounting system is composed of the Ministry of Economy &
Finance, Korea Institute of Public Finance, and Korea Fiscal Information Service.

Ministry of Economy
& Finance

{Accounting and
Settlement Department)

» General management of
accounting settlement

+ Oversee the reorganization of
national settlement system

Korea Institute

of Public Finance

{Government Accounting
and Finance Statistics Center)

+ Research and surveys on the
national accounting standards
applied in Korea and abroad

» Assistance provided to the
central govemment agencies and
the state in preparing financial
settlernent reports

Korea Fiscol 7
Information Service

Fis

Korea Fiscal
Information Service
(Fiscal System Operation Department)

« Support national policy making
by incorporating all the
innovative achievements of the
national public finance institution
(i.e. accrual system)

+ Operate and manage dBrain~
system(dth FMIS)

National Accounting
System Deliberation Committee

National Accounting
System Improvement Task Force

06 | National Accounting Institutions & its Chang

66 The institutions supporting Korea’s accrual accounting system consists of the National Accounting Act, Enhancement
Decree of National Accounting Act, and Regulations of Central Government Accounting Standards.

National Accounting Act

Enhancement Decree of National
Accounting Act

Enforcement Rule of Central
Government Accounting
Standards
(MOEF Decree)

Regulations of Central
Government Accounting
Standards

Practical Processing Guidelines

+ Provides structure and composition of Govemment Financial Report

+ Provides basic principles related to central government accounting including
composition and preparation of Government Financial Report

+ Provide preparation of Financial Statements(Staternent of Financial Position,
Statement of Financial Operations, Statement of Changes in Net Assets, Notes to
Finandal Statements)

+ Provides definition and valuation for assets and liabilities
+ Complement the Enforcement Rule of Central Government Accounting Standards,
which are in the form of legislation by providing explanations and cases of

accounting treatments applicable at the practical level through 22 regulations in the
form of standards

+ Provide chart of accounts explanation and settlement preparation guidelines

¥ Saurces: Enforcement Rule of Central Government Accounting Standards , MOEF & KiPF
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06 | National Accounting Institutions & its Changes

3
FIS tematensuvie

66 The followings are the major changes in national accounting institutions of Korea from 2009 to 2025 onward.

2009 2010
National Accoun Enforcement Central Government Accounti
+ Launch of the N tonal %cco nting System ng
DeLlluberanDn CO:‘II:’I!![B! L Standards Revision
+ Instractions for preparing the apening st + Standards for 1 luation of general

of financal position

« Fund accounting guidelines

+ Rules of Cenlral Govemment Accounting
Stanelards(Amended)

+ Accounting guedelines for recevables and payables

2015

+ Speciiication of other social infrastructure 4 « New dai

National Accounting System
Deliberatlun Committee

public

tangible assets and social infrastructure
. Prepamtlun of national property
nagement and operation reports, et
ines for accounting for cantingent
ae.sets and liabilities

2014
Central Government Acmuntmg

= Changes in anﬁn:ated ooods

understand and utilize

2011
National Accounting Act Revision

« Establishment of new duties for Chief
Financial Officer

« Entrustment of work related to national
accounting standards

« Conduct training for accounting officials

# Sources; Korean Low Information Center & MOEF's press releases

07 | National Settlement Procedure

66 Korea's national settlement procedure s carried ouf in seven stages.

Line ministries

reparts

Line Ministries

oo, JETEHD

Reguest for settlement
inspection

submit settlement

Submission of national
settlement report

Ministry of

Economy and
Finance
Stage .
+ Transfer of
correction reque;ts
Stage 7.

Repart on the results of
Processing corection re

Stage 3.

Motification of settlement
inspection results

Board of Audit

and Inspection

Stage d. May 31

National

Stage 5.

Review and resolution of
settlernent of accounts

Standing
Committee

Review

Budget and
Settlement

Committee
Comprehensive
Review

quests

Resolution of
the plenary

session

i Sources: Mornthly Public Finonce Information, June 2018, Vol 30, KIS




M52 KIPF 289l oA IAYZXY

08 | Composition of National Settlement Reports ...

66 Korea's settlement reports consist of a settlement outline, revenues-expenditures settlement, financial statements,
and performance report.

Settlement of

Settlei'nent 0 Bavaniies ke Financial m Performance
Outline Expenditures Statements Report

r & N " () a

Chapter 1 Chapter 1

+ General settlement of Financial Statements
accounts 1. The statement of

g A3

Cape i e

+ Revenue and expenditure financial operation
settlement

3.The statement of
changes in net assets
Chapter 3 . Chapter 2
» Revenue and expenditure « Notes ta the financial
settlement(Funds) statements
Chapter 3
+ Required supplementary
information
Chapter 4
* Appendices

{Line Ministries)

# Snurces: Manthly Public Finance information, fune 2018, Val 30, KFIS

09 | National Financial

66 Since Implementing the pilot financial settlement in 2009, the main results of the integrated financial
settlement in earnest since 2011 are as follows.

Financial settlement pilot operation; calculation of financial status and financial operation of 5 corporate special accounts

2009 ~ 2010 and 63 funds
National financial settlement: calculation of financial operation statement and finandial position statement of general
2011 account {49 central government agencies), 31 special accounts and 64 funds
+ The value of all government assets was calculated, and the value of sodial infrastructure such as roads, airports, and ports
was recegnized for the first time.

+ In addition to traditional national liabilities such as government bonds and borrowings, all liabilities such as provisions
and accruals are recagnized on an accrual basis (pension provisions recognized for the first time)

+ New incorporation of state-owned assets and settlement of public property; new incorporation of leased items and
reflection of depreciation costs

; + Changes in the recognition method of pension provisions: lower discount rate due to low interest rates trend, increase

2012 ~ 2013 in life expectancy due to reflection of latest demographic statistics, change in calculation method, etc,

+ Change in pension provision recognition method adopting Projected Benefits Obligation (PBOY, a private and
international public accounting standard

+ Increase in issuance of government bonds due to active fiscal management to revitalize the economy and increase in
2014 pension provisions, which are the expected future expenditures (estimates) for civil servant and military pensions

- Achieving the Korean economic growth rate at the same level as the global economic growth rate (3.3%)

+ Amang pension provision liabilities, civil service pension provision liabilities decreased due to the results of pension
2015 reform

(freezing of pension amount for pensioners, extension of pension receipt period, reduction of survivars' pension
payment rate, efc)

% Sources; MOEF's press releases
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09 | National Finz

66 Since Implementing the pilot financial settlement in 2009, the main results of the integrated financial
settlement in earnest since 2011 are as follows.

+ Assets include an increase in current and investment assets due to an increase in reserve funds, and
an increase in general tangible assets due to the acquisition of buildings, etc

+ The increase in liabilities is due to an increase in the balance of government bonds issued to preserve
the fiscal deficit and an increase in pension provisions.

2017 « Liabilities increases due to increase in government bond issuance balance and pension provisions.
+ Assets are liquid and investment assets from the National Pension Fund, etc, and general tangible
assets increase through the acquisition of equipment.
+ The increase in liabilities is due to the increase in government bond issuance balance and pension
provision liabilities.
“ land in the National Pension Fund, etc.
+ Liabilities increase in other accrual liabilities.

+ Assets include an increase in current and investment assets such as national pension management
profits, and an increase in general tangible assets such as land and buildings through the expansion
of SOC facilities and reevaluation of prices of previously owned government land.

* Debt increases, including pension provision liabilities and government and public bonds for active
fiscal management, such as four supplementary budgets to overcome the coronavirus crisis.

% Sources; MOEF's press releases

» As for assets, there is an increase in general tangible assets such as liquid and investment assets and

66 Since Implementing the pilot financial settlement in 2009, the main results of the integrated financial
settlement in earnest since 2011 are as follows.

+ National assets increased more than liabilities, resulting in the |argest increase in net assets since the
2021 introduction of financial settlement (2011},
- Current and investment assets are due to increased operating profits from national pension reserves and

expansion of policy loans for small business owners to overcome the coronavirus crisis.

- The increase in tangible and intangible assets is due to the acquisition of assets such as land, buildings, and
software, as well as social infrastructure such as roads and railways and their evaluation,

+ Among assets, current and investment assets decreased due to the worsening investment environment, while
investment expand, and genera ible assets increased.
2022 SOC i d, and general tangibl increased
+ The increase in liabilities is due to the increase in government bond issuance balance to overcome the
coronavirus crisis and provide financial resources to stabilize people's livelihoods and increase in pension
provisions.

2023 + As for assets, the National Pension Fund's operating rate of return is at an all-time high, resulting in an
increase in liquid and investment assets held by the fund.

The Liabilities is due to an increase in govemment bond issuance to compensate for the fiscal deficit and an
increase in pension provision liabilities for civil servant and military pensions.

% Sources; MOEF's press releases
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09 | National Financial Settlement Results (4/5) G it s

66 The graph above (A) shows the scope of financial settlement by year, and the graph below (B) shows the
number of government organizations using dBrain* and linkage organizations by year.

Financial Settlement Scope (A)

a0

160)

140

120

100

(4]

a Gmllalaﬂu:munt

o AN EEEEREEEDR 5 (umber of centra g
B number of Special Account

2000 200 2012 M3 014 2005 2006 2007 2018 2009 020 A1 22 2023 24 I Number of Funds

Status of dBrain* Usage or Linkage Or

B Number of Organizations
Using the dBrain*

W Number of Organizations
Connecting with the dBrain*

19 2010 2011 2012

09 | National Financial Settlement Results (5/5) G ot o

66 The left graph (C) shows changes in assets, liabilities, and net assets on the financial statement of the Korea
central government. The graph on the right (D) displays the results of the Korea central government's financial

operation.
Trends in Assets, Liabilities, and Net Assets (C) Trends of Financial Operation Results (D
35000 funt:llhon KRWL g H00.0 (Uit :tellion KRWE. 1500
g TORG 1000
30000 o 5000 .
i Bt
25000 ARG s 1t
5000 600
20000
4000 3000 00
15000
00,0 260
_— £ 2000
] 200 .
5000 1000 e 200
. - 400
2011 2012 2013 2014 2015 2016 2017 2018 2049 2020 2021 2022 2033 2011 2012 2073 2074 2015 2016 2017 2018 2019 2020 2021 2022 2023
B pssets I Net Financial Operating Cost
B2 Liabilities 1 Non-exchange Profits, etc
5 Net Assets "% Financial Operation Results

2% Sources: Recanstructed by the authar based on MOEF's press releases
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10 | Information System Changes (1/4) e N

Since 2007, institutional and policy changes in financial settlement have been reflected in the information system,
and continuous efforts have been made to provide user support, user training, and various manuals to work easier
for public officials.

2022

Accrual and double-antry Charts of accounts system First suzmission of financial Application of the Government The 2021 fiscal yaar settlement is
Ibookkeeping system in operation to the National Assembiy Organization Recrganization Act conducted using dBrain,

Institutional & Policies Changes

| dBraindBrain® Financial Settlement Operation Support & System Maintenance ——
private IT corporations KFIS
Improvement of financial settlement system functions of dBrain - dBrain *

» dBrain Custorner Service Center counselors and 24-hour chatbot (MyDi) operation

‘ - 1st fine support and remote suppoart by counselors, 2nd fine support by dBrain® 1
¢m)  Financial Settlement  operators ) _ R—— — ﬁg
“_ User Support - Additional use of settlement interns during the period -
Fund Chief guidance and encouragement of users) Line Ministry Chief
Financial OFf » Customer service request of financial settiernent system Financial Officer
+ Since 2011, users training is conducted for avil servants related to financial
Ei ial Settlement statements on how to prepare and submit financial statements using dBrain.
nan e - Method: Hands-on computer-based training
User Training - Perind: every year December 'Y
- Instructors: dBrain® system operators ”
ﬁ&} =t * Settlement m&mﬁémmwmdmﬁam:lwm fally
Special Account Chief N training Pa
Finandial Officer Financial Settlement WWEWC&S&S dﬁﬁuﬁm&fm%wm Chief Financial
methaods, in noted Board 8l on
Misnuals o et rsuts aneo 2016 T

+ Settlement FAQ: Published as FAQ among user consultation DBs and CSR
history contents since 2017

10 I Information System Changes (2/4) e

66 The categories of changes to the dBrain « dBrain* system for financial settlement from 2017 to 2023 can be
classified as the following seven types.

Types of dBrain - dBrain* Financial Settlement System Function Improvements (2017 ~ 2023)

v v v v

Financial Settlement Financial Settlement Financial Settlement Financial Settlement
Verification Functions Consistency Check Reports Linkage Functions
Functions (Addition & Modification)

v v v

Financial Settlement Financial Settlement Functional Changes
Functional Changes Functional Changes due to for User
due to Improved Procedures  Government Organizational Convenience Improvement

Reorganization
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10 | Information System Changes (3/4) FiG e g

66 The following graph shows statistics by year on the types of changes to the dBrain - dBrain* system for
financial settlement from 2017 to 2023.

dBrain - dBrain * Financial Settlement System Functional Changes Statistics by year

a0

Organizational Reorganization
& 5. Functional Changes due to Improved

Procedures
. 4. Linkage Functions
™ 3. Reports{Addition & Modification)
W 2. Consistency Check Functions

W 1. Verification Functions

50
) B 7. Functional Changes for User Convenience
40 Improvement
I I B &. Functional Changes due to Government
017

2018 2019 2020 2021 03

# Spurces: Recanstructed by the outhor based on Karee Fiscol tnformation Service Internol doto

10 | Information System Changes (4/4) FiG i o

¢¢ The following graph shows the result of 7 change types in the dBrain - dBrain* system for financial settlement
from 2017 to 2023.

dBrain - dBrain * financial Settlement System Functional Improvement Statistics by Type

(1)
I - — — I

1, Verification 2. Consistency 4, Linkage 5 Functional 6 Functional 7. Functional
Functions  Check Functions Repor‘tsmddition Functions  Changes due to Changes due to Changes for User
& Modification) Improved Government Convenience

Procedures Organizational  Improvement
Reorganization
H2017 m2018 ®2019 w2020 w2021 ®W2022 m2023

% Sources; Reconstructed by the outhor bosed on Kereo Fiscal information Service internal dota
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11 | Information Disclosure

F‘S Kerea Fiscal bl
Information Service

66 The results of financial settlement are disclosed in the Korea Integrated Fiscal Balance(publication), the Open
Fiscal Data, and for international comparisons, on the statistics portals of the IMF and OECD.

Korea Integrated Fiscal Balance Open fiscal Data(information Disclosure for the public)
- Publication of financial position statement, financial operation statement - Disclosure of 2001 GFS, PSDS data

L S
%’ﬂ SE—f—=
International Monetary Fund(IMF) Organization for Economic Cooperation and Development(OECD)

- Disclosure in accordance with the Government Financial Statistics {GFS) format - Disclosure of Public sector debt statistics{PSDS)

L=
=
. g
12 | Achievement e e o
T Information Service *2 SR 8
Abundant financial information helps to establish a mid- to ) From the beginning, the dBrain"dBrain* was designed and
long-term fiscal expenditure plan and to determine fiscal built to allow normal users to apply an accrual and double-
soundness in recognizing potential liabilities such as provision entry booking system without any accounting knowledge. (ie.
for pensians. automnatic journalizing function)
@ It can manage national assets comprehensively and o To ensure that accounting officials can smoothly perform
systematically by accounting for national property, goods, financial settlement using the dBrain-dBrain®, multi-
bonds, infrastructure assets, and assets under construction etc. dimensional efforts has been made such as providing user
. o ] o support during the intensive settlement period, conducting
@ !t can improve the reliability of national financial figures accounting settlement training and providing various manuals.

announced by the government including debt figures.
0 The dBrain*dBrain*(Locally Developed Software) and its

@ The scope of national finandial statistics was expanded to the operating organization{kFIS) can effectively accommodate
standard of general government including public institutions, institution and policy changes and user requirements for the
and additional financial statistics helps to improve establishment of the accrual accounting system
international comparability and internal and external reliability
of national financial figures. € The dBraindBrain* plays a crucial role to generate financial

settlernent reports and disclose financial settlement

0 It enables performance-based financial management through information in multi-lateral ways to date.

the calculation of cost information for each program.

Areas for Improvement

S
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13 | Future Plan FS st > GTIT

Information Service lt,

Project Overview

o Angled towards the
National Settlement Report Reform Project ’ -
people’s perspective

Project Period
May 2024 ~ December 2025 National Settlement Report Reform :
Project Scope » Establishment of COA system in accordance with the revised national settlement system |8
» Reorganization and simplification of financial position statement, financial operation |
| Modification of auttomatic journal entry statement, and net asset change statement
for cash flow transaction + Introduction of cash flow statement - H

Automation of cash inflow and outflow L . :
clntalis and ageyreqation Integrated single annotation system

Automation of recondliation accounts

1| Apply new COA and estabiish COA history Establishment of dBrain* Settlement System in line with the Reform
management
IR r e Aranad it e * Improvement of fiscal task processing systems such as execution modules in line with
_ iviad aweistiorigsien the revised COA system
: ; . + Database redesign and data conversion according to the Improvernent of fiscal task

Inspection of externally linked financial i
settlement system ¥ processing systems

m operation and maintenance + Changes of the settiement report and interface according to the revised settlement

{p“EJt operation and provisional settlement system
o tas]

Q&A

The Future of FMIS with Korean Experience - dBrain *
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Thank You

The Future of FMIS with Korean Experience - dBrain *
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Integrated consolidation and compiling process

govemment sector, and their subssctors throngh
the sector classification

The devdopment of a CoA harmemized with
the accounting and statistical framewerks

Ensunng the use of the same accounting
policics

Generating the consolidated Gnancial statemént
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secior, and theirsubsectors
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