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Introduction
Purpose
Audit Scotland promotes high-quality financial reporting in Scottish public
bodies. Audit Scotland’s Professional Support carries out reviews of the annual
accounts of public bodies to identify and share examples of good practice
reporting and highlight areas where enhancements can be made.
1.

This Good Practice Note shares the findings from a review of the information
on related parties disclosed within the 2020/21 financial statements of a sample
of 36 Scottish public bodies across all sectors. It is intended to act as a catalyst
for public bodies to assess and enhance their own disclosures going forward.
2.

Context
The disclosure of information on related parties was chosen for a good
practice review because of the potential impact of the relationships in
understanding the financial statements, along with indications that the quality of
the disclosures was variable.
3.

Related party relationships are a normal feature of commerce and business.
However, related parties can affect a public body’s financial position or
performance where they enter transactions that unrelated parties would not, for
example, a body that provides services to a related party at cost. Knowledge of
a body’s transactions, outstanding balances and relationships with related
parties may affect assessments of its operations by users of the financial
statements.
4.

The good practice review was carried out by a team in Professional Support
with knowledge of the relevant financial reporting framework. However, the
team does not have a detailed understanding of each body’s particular
circumstances or the specific underlying transactions.
5.

Disclosure requirements
The Code of Practice on Local Authority Accounting in the UK (accounting
code) and the Government Financial Reporting Manual (FReM) require all
public bodies to follow IAS 24 Related Parties Disclosures without any
adaptation. IAS 24 requires a public body to disclose in its financial statements
information necessary to draw attention to the possibility that its financial
position and performance may have been affected by the existence of related
parties and by transactions and outstanding balances with such parties.
6.

A related party is a person or entity that is related to the public body. A fuller
definition is set out at paragraph 9 of IAS 24 and is reproduced at Appendix 1 of
this Good Practice Note.
7.
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If a body has had related party transactions, IAS 24 requires disclosure of
information about those transactions necessary for users to understand the
potential effect of the relationship on the financial statements.
8.

The aim of the disclosure is to bring to the attention of users any
relationships that might prevent a public body from pursuing its separate
interests or that might allow the body to prevent another entity from pursuing its
interests independently. Having brought these relationships to the attention of
users, transactions are disclosed so that the users can assess where these
relationships might have had an effect or could do so in the future.
9.

10. Where

the related party is another public body, paragraph 26 of IAS 24
requires disclosure of:
•

the name of the government that controls or significantly influences both
bodies and the nature of the relationship

•

the nature and amount of each individually significant transaction

•

an indication of the extent for other transactions that are collectively
significant.

11. Where

the related party is a person or an entity that is not another public
body, paragraph 18 of IAS 24 requires disclosure of:
•

the nature of the related party relationship

•

the amount of the transactions

•

the amount of outstanding balances, including commitments, and
−

their terms and conditions, including whether they are secured, and
the nature of the consideration to be provided in settlement

−

details of any guarantees given or received

•

provisions for doubtful debts related to the amount of outstanding
balances

•

the expense recognised during the period in respect of bad or doubtful
debts due from related parties.

12. Paragraph

18A requires disclosure of the amounts incurred by the public
body for the provision of key management personnel services provided by a
separate management entity.

Contact points
13. The

contact points in Professional Support for this Good Practice Note are:

•

Paul O’Brien, Senior Manager – pobrien@audit-scotland.gov.uk

•

Neil Cameron, Manager – ncameron@audit-scotland.gov.uk.
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Key Messages
1

Public bodies should have arrangements in place to identify every person or
entity that meets the accounting definition of a related party:
• Bodies should assess whether there is control or significant influence in the
relationship.

2

Bodies should disclose sufficient information on related party transactions so
users can understand the potential effect of the relationship on the financial
statements:
• Transactions should be disclosed even if no price is charged.
• Disclosure should be made of outstanding balances.
• The nature of the related party relationship should be disclosed.

3

Information should be clear and not obscured by immaterial detail that causes
clutter:
• Information should be comprehensive and concise, relevant and material.
• Cross-referencing and signposting should be used effectively to avoid
repetition.
• Plain language should be used where possible, and any unavoidable
technical terms explained.

4

Information should be disclosed at an appropriate level of aggregation:
• Disclosures for related parties other than public bodies should be made in
specified categories.
• Items of a similar nature may be disclosed in aggregate.
• Transactions that are individually significant with another public body
should be disclosed separately from transactions that are collectively
significant.
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1. Related party relationships
Public bodies should have arrangements in place to identify every
person or entity that meets the accounting definition of related party
Bodies should assess whether there is control or significant
influence in the relationship
14. Transactions

do not in themselves create a related party relationship. There
has to be some element of control or influence by one party over another, or by
a third party over the two parties. A related party may be an:
•

individual who is a member of the key management personnel of the
public body or of the body’s parent body, for example a director or an
elected or board member

•

entity controlled or significantly influenced by the public body, for
example its subsidiary or associate

•

another public body in Scotland.

15. Some

points to consider when identifying related parties are set out in the
following table:
Point

Explanation

Definition works both ways

The definition of related party should be read from both
viewpoints, i.e. the public body should consider itself both as
a controller/influencer and as the controlled/influenced.

Control/influence in practice

There should be control or significant influence in practice,
and not just a statutory right for this to be the case.

Economic dependence

Relationships where there is economic dependence are not
necessarily related parties. For example, where a voluntary
organisation is wholly reliant on the public body for its
funding, the body is required to have the ability to control or
influence the organisation’s financial and operating decisions
in order for it to be a related party.
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Point

Explanation

Common key management
personnel

Where a public body shares key management personnel with
another entity, it is necessary to consider whether it is likely
that the person would be able to affect the policies of both
entities in their mutual dealings. For example:
• A body shares its chief executive with another
organisation.
• An elected or board member is the managing director of a
company that receives grant funding from the public body.
It is less likely to be the case where a member or officer is
appointed to the board of another organisation for the
purpose of representing the body’s views rather than to be a
party to the financial and operating decisions of the
organisation.

Joint venturers

Joint venturers are not related parties simply because they
share joint control of a joint venture.

Scottish public bodies

Related parties include:
• a government that has control or joint control of, or
significant influence over, the public body
• other bodies that the same government has control or joint
control of, or significant influence over.
Where the public body falls within the Scottish Government
consolidated accounting boundary, other bodies within the
boundary (e.g. agencies and health boards) are related
parties.
It is also reasonable to conclude that the Scottish
Government has, at least, significant influence over other
public bodies in Scotland (e.g. local authorities and NDPBs),
through legislation and grant funding. All public bodies in
Scotland are therefore expected to be related parties, with the
exception of Audit Scotland due to its independence from
government.

UK public bodies outside
Scotland

Departments and agencies of a government that does not
control, jointly control or significantly influence the public body
are not related parties. It is reasonable to conclude that the
UK government is not a related party of Scottish bodies.
Whole of Government Accounts (WGA) are prepared as a
statutory requirement for the purposes of the UK Parliament.
WGA would not otherwise be required under accounting
standards, and there is no one parent body that controls all
the others. Audit Scotland does not therefore consider public
bodies to be related parties simply on the basis of their
inclusion within the scope of WGA.
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16. Examples

of related parties that Scottish public bodies would be expected to
have are as follows:
•

Entities (e.g. companies, joint boards, charities, arm’s-length external
organisations) that fall within a body’s group financial statements (even
if a body is not included in practice on materiality grounds).

•

Management (officers and members) disclosed in the Remuneration
Report and close members of that person’s family.

•

Entities controlled by the body’s management (officers and members)
disclosed in the Remuneration Report and close members of that
person’s family.

•

The Scottish Government and most other public bodies in Scotland.

17. All

36 bodies in the sample disclosed a note on related parties. Exhibit 1
shows the number of public bodies in the sample that disclosed each type of
related party.
Exhibit 1

Number of bodies disclosing each type
35
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Other entities
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Other UK
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18. Five

bodies disclosed entities as related parties, but the information was not
sufficient to determine the type of relationship.
19. Two

councils disclosed Audit Scotland as a related party (included within
’Other Scottish public bodies’ in Exhibit 1). As explained previously, due to Audit
Scotland’s independence from government, it should not be considered a
related party.
A few bodies included the UK Government or other public bodies outside
Scotland as related parties. From the information disclosed it was not possible
to determine why these were considered to be related party relationships. For
example, HM Revenue and Customs was included but would not represent a
related party simply on the basis the body pays taxes.
20.
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2. Information on transactions
and balances
Bodies should disclose sufficient information on related party
transactions so users can understand the potential effect of the
relationship on the financial statements
Transactions should be disclosed even if no price is charged
21. Transactions

are transfers of resources, services or obligations between the
public body and a related party, regardless of whether a price is charged.
Paragraph 21 of IAS 24 lists examples, including the following which would be
expected to apply to public bodies:
•

purchases or sales of goods

•

purchases, sales or transfers of property and other assets

•

rendering or receiving of services

•

leases

•

secondment of staff

•

loans and grants

•

provision of guarantees

•

commitments if a particular event occurs in the future

•

settlement of liabilities on behalf of the entity or by the entity on behalf
of that related party.

22. If

a public body has had a related party transaction during the year, IAS 24
requires information to be disclosed about the transactions and any outstanding
balances. Of the bodies sampled, the most common transactions related to
loans and grants, and the rendering or receiving of services.
23. Exhibit

2 provides an example of such a disclosure:
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Exhibit 2

24. Few

other transactions were disclosed in the related parties note, though it is
possible information was disclosed elsewhere. As discussed at chapter 3, a
cross-reference to such information should be included in the related parties
note so it can stand on its own and give the full picture.
25. IAS

24 requires the disclosure of information on transactions necessary for
users to understand the potential effect of the relationship on the financial
statements. Disclosures in the sample tended to focus on the amounts involved
with brief factual descriptions of their nature. The review team did not identify
any examples where the potential effect of the relationship on the financial
statements was fully explained.

Disclosure should be made of outstanding balances
26. Paragraph

18 of IAS 24 requires information to be disclosed on outstanding
balances with related parties (other than public bodies). The types of
information required, and the number of bodies in the sample disclosing each
type, are summarised in Exhibit 3:
Exhibit 3
Information required

Number of
bodies

The amount, including commitments

24

The terms and conditions, including whether they are secured, and the
nature of the consideration to be provided in settlement

8

Details of any guarantees given or received

0

Provisions for doubtful debts related to the amount of outstanding balances

0

Expense recognised in respect of bad or doubtful debts due from related
parties

0

Amounts incurred by the body for the provision of key management
personnel services provided by another body.

6
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27. The

eight bodies that disclosed information on the terms and conditions
stated that the transactions took place in line with normal terms and conditions
or at arm’s-length.

The nature of the related party relationship should be disclosed
28. If

a public body has had transactions during the year with a related party, IAS
24 requires the nature of the related party relationship to be disclosed.
Relationships between a parent and its subsidiaries require to be disclosed
irrespective of whether there have been transactions between them.
29. Most

bodies disclosed information on the nature of the relationship when the
related party was an entity. Around two thirds of the bodies in the sample
disclosed information on the nature of the relationship with the Scottish
Government and other entities, including those within the body’s group. Exhibit
4 provides examples:
Exhibit 4

30. One

of the more common entities disclosed as a related party by the bodies
in the sample were integration joint boards (IJBs), with all 20 councils and
health boards disclosing them. However, fewer than half of these bodies
provided an explanation that would have assisted the user to understand the
nature of the transactions.
31. Exhibit

Exhibit 5

5 provides an example of one of the better explanations:
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32. Disclosures

were generally less clear when explaining the relationships that
existed when making disclosures regarding individuals. Only a third of bodies
explained the nature of the relationship that led to the individual being disclosed
as a related party. As discussed earlier, simply because a member or officer is
appointed to the board of another organisation does not necessarily result in a
related party relationship. Exhibit 6 provides examples of explanations of the
relationship which resulted in the individual being considered as a related party.
Exhibit 6
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3. Clarity and cutting clutter
Important information should not be obscured by immaterial detail
that causes clutter.
Information should be comprehensive, concise, relevant and
material
Comprehensive and concise
33. The

information disclosed on related parties should be comprehensive, but it
should also be concise. There does not have to be a tension between these two
requirements.
34. Comprehensiveness

reflects the breadth of information that is included rather
than the depth. The note does not need to cover all possible matters in detail to
be considered comprehensive. It should provide sufficient information
necessary for an understanding of the related party transactions.
35. Conciseness

is achieved through the efficient communication of the required
information. There is a risk of confusing conciseness with excessive brevity in
the level and type of information provided with the result that users are unable
to understand the potential effect of the relationship.
36. Exhibit

7 illustrates a disclosure that was concise but still provided a breadth
of information:
Exhibit 7

Relevance
37. A public

body should take care to ensure that all the information included in
the related parties note is relevant to its circumstances.
38. ‘Boiler-plate’ wording

is a term that is often used to describe generic
disclosures which could apply to any body that gives no additional useful
information to users of the accounts; it should be avoided. While standard
wording from another source (for example the guidance notes to the accounting
code or the FReM) can be of assistance, a body should take care to tailor the
wording to its specific circumstances.
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Materiality
39. Only

information that is material to users should be disclosed in the note.
Materiality is an aspect of relevance that is specific to each body based on the
nature or magnitude of the effect of the information, judged in the particular
circumstances. Immaterial information should be excluded as it can cause
clutter which obscures the key messages and impairs understandability.
40. Due

to the nature of the information disclosed on related parties, and the
purpose it serves, qualitative factors will often have a greater influence on the
determination of materiality than when making materiality judgments in respect
of other items in the financial statements. Some bodies set a quantitative
threshold for the disclosure of related party transactions which reflects that they
are material by their nature. Exhibit 8 provides an example of where a body set
out the materiality level used:
Exhibit 8

41. Both

the accounting code and the FReM require materiality assessments to
be judged “in the surrounding circumstances”. This means that materiality
should be considered from the point of view of both parties to the transaction.
For example, a grant of £3,000 by a local authority to a company whose
managing director is an elected member may be below the materiality level set
by the local authority. However, if it is fundamentally important to the financial
health of the company, it should be considered to be material for the purposes
of the public body’s disclosure.
42. Most

bodies did not disclose any materiality threshold set for related party
transactions. The review team set a threshold of £10,000 for the purposes of
the review, and examined the 17 transactions lower than that amount disclosed
by eight bodies within the sample. No explanations were found as to whether
the reason the transactions were being disclosed was because they were
considered material to the related party or because they were above the
materiality threshold set by the public body. A specific explanation would have
helped users understand why the transaction had been disclosed.
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Cross-referencing should be used effectively, and repetition
avoided
Cross-referencing
43. Cross-referencing

is a way to include information in a particular disclosure
that is physically located elsewhere in the annual accounts. The appropriate use
of cross-referencing helps to avoid unnecessary duplication, which should
generally be avoided. Cross-referencing must be clear and specific.
44. Where

information on related parties is adequately addressed in one part of
the annual accounts, it can be included in the related parties note by adding a
cross-reference. 13 bodies in the sample made some use of cross-referencing,
but it was generally quite limited.
45. As

a specific example, IAS 24 requires disclosure in a note of the employee
benefits of key management personnel. This information is generally located in
the Remuneration Report. The information does not have to be duplicated but,
in order to meet the requirement of IAS 24, there should be a cross reference
from the related parties note to the Remuneration Report. However, only nine
bodies sampled included such a cross-reference. Exhibit 9 provides an
examples:
Exhibit 9

Signposting
46. Signposting

is a similar concept to cross-referencing in that it involves
drawing attention to information located elsewhere, but there are important
differences:
Technique

Explanation

Cross referencing

Refers to information that is:
• necessary to meet a particular reporting requirement
• located in another part of the annual accounts.

Signposting

Refers to complimentary information which is:
• Potentially helpful to users but not necessary to meet any reporting
requirements
• located either within the annual accounts or separately (e.g. on a
website).
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47. The

related parties note must meet the requirements of IAS 24 without users
having to refer to signposted information. However, signposting may be used if
there is, for example, detailed information on relationships or transactions that
goes beyond what is required but which may nevertheless be helpful to users.
Where separate from the annual accounts, it is good practice to include a
hyperlink to the information.
48. For

example, seven of the 36 bodies sampled made use of signposting to
draw attention to the members’ register of interests. However, four of these
simply included a general link to the homepage of the body's website. More
effective signposting was employed by the other three bodies which provided a
hyperlink directly to the register itself. Exhibit 10 provides a simple example:
Example 10

Plain language should be used where possible, and any
unavoidable technical terms explained
49. The

language used to support and explain the information disclosed in the
related parties note is fundamental to users' understanding. As with all narrative
based notes, it should be written in plain language.
50. The

excessive use of technical language (i.e. jargon) should be avoided
where possible. Where the use of technical terms is necessary, they should be
clearly defined and used consistently. Exhibit 11 provides examples of bodies
defining some important terms:
Exhibit 11
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4. Aggregation of information
Information should be disclosed at an appropriate level of
aggregation
Disclosures for related parties other than public bodies should
be made in specified categories
51. Paragraph

19 of IAS 24 requires the disclosures for related parties (other
than public bodies) to be made separately for each of the following categories:
•

the parent

•

entities with joint control of, or significant influence over, the body

•

subsidiaries

•

associates

•

joint ventures in which the body is a joint venturer

•

key management personnel of the body or its parent

•

other related parties.

52. Only

a third of the bodies in the sample disclosed information in the specified
categories.
53. Some

bodies helpfully included the specified categories under appropriate
sub-headings as illustrated in Exhibit 12:
Exhibit 12
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Items of a similar nature may be disclosed in aggregate
54. Items

of a similar nature may be disclosed in aggregate except when
separate disclosure is necessary for an understanding of the effects of related
party transactions on the financial statements of the body.
55. Exhibit

13 provides an example of a body that aggregated items of a similar
nature but separately disclosed a particular transaction (although the inclusion
of amounts may have enhanced the disclosure):
Exhibit 13

Transactions that are individually significant with another
public body should be disclosed separately from transactions
that are collectively significant
56. Where

the related party is another public body, paragraph 26(b) of IAS 24
requires transactions which are individually significant to be disclosed
separately from those which significant collectively.
57. Bodies

in the sample did not appear generally to differentiate between
transactions that were individually or collectively significant.
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Appendix 1 Definition of related parties
IAS 24 (paragraph 9) defines a related party in the following terms:
(a) A person or a close member of that person’s family is related to a reporting
entity if that person:
(i) has control or joint control of the reporting entity
(ii) has significant influence over the reporting entity
or (iii) is a member of the key management personnel of the reporting
entity or of a parent of the reporting entity.
(b) An entity is related to a reporting entity if any of the following conditions
applies:
(i) The entity and the reporting entity are members of the same group
(which means that each parent, subsidiary and fellow subsidiary is
related to the others).
(ii) One entity is an associate or joint venture of the other entity (or an
associate or joint venture of a member of a group of which the other
entity is a member).
(iii) Both entities are joint ventures of the same third party.
(iv) One entity is a joint venture of a third entity and the other entity is an
associate of the third entity.
(v) The entity is a post-employment benefit plan for the benefit of
employees of either the reporting entity or an entity related to the
reporting entity. If the reporting entity is itself such a plan, the sponsoring
employers are also related to the reporting entity.
(vi) The entity is controlled or jointly controlled by a person identified in
(a).
(vii) A person identified in (a)(i) has significant influence over the entity or
is a member of the key management personnel of the entity (or of a
parent of the entity).
(viii) The entity, or any member of a group of which it is a part, provides
key management personnel services to the reporting entity or to the
parent of the reporting entity.
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Appendix 2 Disclosure summary
Summary of disclosures for each type of related party
Related party type:

Individual

Entity

Public body

Disclosure element:
Relationship

Nature

Scottish Government
– nature
Other public bodies –
N/A

Transactions

Amount

For each individually
significant transaction
- nature and amount

Outstanding balances

Amount, terms and conditions, and details of
any guarantees

For other
transactions that are
collectively – an
indication of their
extent

Doubtful debts
related to outstanding
balances

Provision at year end, and increases in
provision and amounts written off during the
year

Key management
personnel services
provided by a
separate
management entity

N/A

Amount incurred

Note

Individual means a member of the key management personnel of the public body or of the
body’s parent body, for example a director or an elected or board member.
Entity means a separate entity controlled or significantly influenced by the public body, for
example its subsidiary or associate.
Public body means another public body in Scotland.
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