Plain English Guide to
Understanding the Financials
Appendix 1

Annual Financial Report

{2013–2014}

How to read the
Annual Financial Report
The Plain English Guide has been prepared
to assist readers understand and analyse the
Financial Report as particular terms required
by the Accounting Standards may not be
familiar to all readers, and some of the
generally recognised terms used in private
sector company reports are rephrased to be
more appropriate to a Council’s report.
As part of its commitment to accountability,
the Council has developed this Plain
English Guide to assist readers with their
understanding of Council’s financial
information. A glossary has been included to
further assist readers in understanding the
Financial Report.
The Financial Report is a key report prepared
by Frankston City Council. It shows how
Council performed financially during the
financial year and the position as at 30 June
2014.

In addition, the Department of Transport,
Planning and Local Infrastructure model
accounts are used to assist with standardised
financial reporting for Local Government
organisations in Victoria.
Council’s Financial Report contains three sets
of statements:
• Financial Statements,
• Standard Statements
• Performance Statement
The Financial Statements, Standard
Statements and Performance Statement
are audited by the Auditor-General of
Victoria and are reviewed by Council’s Audit
and Risk Management Committee, which
recommends adoption by Council in principle.

The reports are then forwarded to the
Auditor-General’s Office for provision of
independent opinions on the Financial Report
and Standard Statements as well as the
The Financial Statements are prepared by
Council staff to meet the requirements of the Performance Statement.
Local Government Act 1989 and Australian
Once approval has been obtained from
Accounting Standards and Interpretations.
the Auditor-General’s Office, the Financial
Reports are made available to the public.
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Financial Statements
Council’s Financial Report has two main
sections, namely; the Financial Statements
and the Notes.
There are four Financial Statements and
notes that accompany the Statements.
The four reports are as follows:
•
•
•
•

Comprehensive Income Statement
Balance Sheet
Statement of Changes in Equity
Statement of Cash Flows

The notes to the Statements disclose
Council’s accounting policies and provide
greater detail on the values contained in the
Statements.
Each report has a purpose and provides the
reader with information in relation to an
aspect of Council’s financial operation.
When the Statements are read in conjunction
with each other, it assists in the overall
understanding of Council’s financial position.

Comprehensive Income
Statement
The Comprehensive Income Statement
measures Council’s performance over the
year and shows if a profit or a loss has been
made in delivering Council services.
The statement lists:
• The sources of Council’s revenue under
various income headings

include the cost associated with capital
purchases or the building of assets. While
capital purchase costs are not included
in the Expenses there is an item for
‘Depreciation’. This value is the value of
the assets “used up” during the year.
The statement is prepared on an ‘accrual’
basis. This means that all income and
expenses for the financial year are
recognised even though the income may
not have yet been received (e.g. interest
on investments) or that expenditure has
not yet been paid (invoices received, but
not yet paid for materials and services that
have already been used).
The key figure in this statement is the
surplus for the reporting period which is
the best measure of Council’s financial
performance. This figure is determined
by deducting total expenses from total
income. The figure indicates whether
Council operated at a surplus or a deficit (a
figure inside brackets reflects a deficit).
Other comprehensive income comprises
items of income and expense (including
reclassification adjustments) that are
not recognised in surplus or deficit as
required or permitted by other Australian
Accounting Standards. Comprehensive
income also includes changes in
revaluation reserve

• The expenses incurred in running the
Council during the year. These expenses
relate only to the ‘Operations’ and do not
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Balance Sheet
The Balance Sheet is a one page summary,
presenting a snapshot of the financial position
of the Council as at 30 June. It shows what
Council controls as assets and what it owes as
liabilities. The “bottom line” of this Statement
is the net assets. This is the net value of
Council, which has been built up over many
years.
The assets and liabilities are separated into
Current and Non-current.
Current assets are realisable or convertible to
cash within the next 12 months, while current
liabilities are those which Council must pay or
settle within the next 12 months.

• Non-Current Assets Held for Resale
contains land and buildings which are in the
market of under contract for sale
• Other Assets are prepayments of next
year’s expenses and monies owed to Council,
other than from trading, that are not yet
received
• Property, Infrastructure, Plant and
Equipment is the largest component of
Council’s worth and represents the value of all
the land, buildings, roads, vehicles, equipment
etc, which has been built up by Council over
many years
Current and Non-Current Liabilities
• Trade and Other Payables are suppliers to
whom the Council owes money as at 30 June.

The components of the Balance
Sheet are:

• Trust Funds and Deposits represents
monies held in Trust by Council.

Current and Non-Current Assets

• Provisions include long service and annual
leave entitlements owing to employees at the
end of the financial year.

• Cash and Cash Equivalents includes
cash and investments, i.e. cash held in the
bank and in petty cash and cash investments
maturing within three months
• Financial Assets includes the value of
Council’s longer-term financial investments
(maturity greater than 3 months), such as
bank bills, term deposits and floating rate
notes, as well as the value of shares Council
holds
• Trade and Other Receivables are monies
owed to Council for rates, parking, fines, GST
refunds, home support, and other services
provided
by Council
• Inventories include the stock held for sale
or consumption in Council services
• Intangible assets represent non-current
assets held by Council that are not tangible
(such as computer software and licences)

• Interest-bearing loans and borrowings
represent loans and borrowings that Council
holds with financial institutions
Net Assets
This term is used to describe the difference
between the value of total assets and the
value of total liabilities. It represents the net
worth of Council as at 30 June. The net value
of the Council is also synonymous with total
equity.
Total Equity
Total equity always equals the net assets. It is
made up of the following components:
• Accumulated Surplus is the profit or
loss results of all financial years totalled and
carried forward.
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• Asset Revaluation Reserve is the
difference between the previously recorded
value of Property and Infrastructure assets
and their current valuations. In other words,
it is the value of assets in excess of what we
paid for the assets.
• Other Reserves are allocations of the
accumulated surplus to specific projects
or obligations such as unspent funds from
developer contributions and the sale of open
space lands.

Statement of Changes
in Equity
The Statement of Changes in Equity
summarises the increase (or decrease)
in Council’s net worth for the year ended
30 June 2014. Council’s net worth can only
change as a result of:
•• A surplus or deficit as recorded in
the Comprehensive Income.
•• An increase / decrease in the value of noncurrent assets resulting from a revaluation
of those assets. The value of all noncurrent assets are reviewed each year to
ensure that they reflect their true value in
the Balance Sheet.
•• Transfer of monies to or from
Council’s reserves.

Statement of Cash Flows
The Cash Flow Statement shows all the cash
received and paid during the financial year.
Figures without brackets are inflows (receipts
and figures inside brackets are outflows
payments). This statement shows how much
cash Council had at the beginning of the
financial year, the inflows and outflows
during the financial year and the cash
balance at the end of the financial year.

It differs from the Income Statement in that:
• It excludes non-cash expenses, such as
depreciation
• It excludes the accruals taken into account
by the Income Statement
• It includes payments or receipts in relation
to capital items
• It includes any ‘financing’ activities, such
as any additional cash that Council may
hold as a result of
holding increased Trust Deposits
Council’s cash arises from, and is used, in
three main areas:
Operating Activities
•• Receipts represents all cash received
into the Council’s bank account from
ratepayers and others who owed money
to the Council. Receipts also include the
interest earnings from the Council’s cash
investments.
•• Payments represents all cash paid by
the Council from its bank account to
employees, creditors and other persons. It
does not include the costs associated with
the creation of assets.
Investing Activities
• Relates to payments for assets such as
building improvements, footpaths and
road renewals and other long
term revenue producing asset and the
cash received from the sale of these
assets. It also shows the movement
in investments.
Financing Activities
• This is where the receipt and repayment of
borrowed funds are recorded, as well as
any movement in trust funds and deposits
held by Council.
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Standard and
Performance Statements
Standard Statements

Performance Statements

The Standard Statements section provides
three of the four statements mentioned
above Comprehensive Income Statement,
Balance Sheet and Statement of Cash Flows)
together with a further statement being the
Capital Works Statement.
The Standard Statements compare actual
performance to Council’s financial plan,
expressed through its annual budget.
These statements are prepared on an
accounting basis consistent with those used
for the Financial Statements.
All major variances to budget are explained
in the accompanying notes.
The Statement of Capital Works sets
out the expenditure on creating or
buying Property, Infrastructure, Plant
and Equipment assets by each category
of asset.
It also shows how much has been spent on
renewing, upgrading, expanding or creating
new assets of this type.

The Performance Statement is largely
non-financial in nature and is intended
to demonstrate accountability to the
community for achieving the Council
Plan. The Performance Statement reports
Council’s progress against a set of “Key
Strategic Activities” (KSAs) adopted in the
Annual Budget. KSAs are activities Council
identified in the Budget as significantly
contributing to achieving the Council Plan
during the financial year. Each KSA is aligned
to one of the three long term community
outcomes in the Council Plan. Each KSA also
has associated performance measures and
targets to assist in monitoring performance.
The Performance Statement reports on
the results achieved for each KSA against
the targets adopted in the Budget. This
statement is independently audited before
being presented in the Financial Report.
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Other
Information
Statements by Principal
Accounting Officer, CEO and
Councillors
The Certification of the Principal Accounting
Officer is made by the person responsible for
the financial management of Council that,
in her/his opinion, the Financial Statements
have met all the statutory and professional
reporting requirements.
The Certification of Councillors is made by
two Councillors on behalf of Council that, in
their opinion, the Financial Statements are
fair and not misleading.

Auditor-General’s Report
The Independent Auditor-General’s Report
provides the reader with an external and
independent opinion on the Financial Report
and Standard Statements.
It confirms that the Financial Report has
been prepared in accordance with relevant
legislation and professional standards
and that it represents a fair picture of the
financial affairs of Council.

Notes
The Notes are a very important and
informative section of the report. The
Australian Accounting Standards are not
prescriptive on a lot of issues.
Therefore, to enable the reader to
understand the basis on which the values
shown in the statements are established, it
is necessary to provide details of Council’s
accounting policies. These are described in
note 1.
Apart from the accounting policies,
the notes also give details behind many
of the summary figures contained in the
statements.
The note numbers are shown beside the
relevant items in the Comprehensive Income
Statement, Balance Sheet, Statement of
Changes in Equity and the Statement of
Cash Flows.
Where Council wishes to disclose other
information, which cannot be incorporated
into the statements, it is shown in the notes.
Other notes include:
•• The cost of the various functions of
Council.
•• The breakdown of expenses, revenues,
reserves and other assets.
•• Transactions with persons related to
Council.
•• Comparisons of budget to actual results.
•• Financial performance indicators.
The notes should be read at the same time
as, and together with, the other parts of the
Financial Statements to get a clear picture of
the accounts.
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