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With the enactment of the Additional Stimulus Package (Miscellaneous Provisions) Act 2009, amendments were made to the Statutory Bodies (Accounts and Audit) Act 1972 (SBA), whereby statutory bodies listed in the schedule shall prepare financial statements in compliance with the International Financial Reporting Standards (IFRS) issued by the International Accounting Standards Board (IASB) and submit same to the Financial Reporting Council.  

The Schedule of the SBA is divided into 2 parts as follows:
	Parts
	Types of Statutory Bodies
	No of Statutory Bodies
	Already in Schedule of Financial Reporting Act

	Part I
	Operating PBB
	27
	2

	Part II
	Not Operating PBB
	85
	13

	Total
	
	112
	15


From the table it can be depicted that out of the 112 statutory bodies 15 are already in the schedule of the Financial Reporting Act 2004 and classified as Public Interest Entities which shall comply with IFRS as per the Act.

The statutory bodies not operating under PBB excluding the 13 PIEs already in the Financial Reporting Act 2004 may be exempted from application of IFRS upon regulations by the Minister as per Section 6A(5) of the SBA.

Therefore, to cater for the needs of those bodies exempted from adopting IFRS, FRC has issued an Accounting Framework which is nearly finalised.
The amendments to the SBA will be effective as from 1st July 2009.  However, the Financial Reporting Council has carried out a review of the annual report of 15 Statutory Bodies out of which 5 are already in the Schedule of the Financial Reporting Act and the following main observations were made: 
1. Compliance with IFRS

It was observed that 9 out of the 10 statutory bodies (excluding those 5 which are already in the Financial Reporting Act) have adopted IFRS which shows a good sign that compliance with IFRS will not be an additional burden for them.
2. Issue of Annual Report and Corporate Governance Report
All the 15 statutory bodies have issued annual reports and 60% of them have issued a corporate governance report which partly complied with the National Code of Corporate Governance.  The following issues were mainly found to be missing in the Corporate Governance report:
· Integrated Sustainability Reporting that is policies and practices as regards to

Ethics

Environment

Health & Safety

Social Issues

· Directors’ responsibilities for Internal Control and description of the methods by which this responsibility is discharged and information relating to the internal audit function

· Corporate code of conduct that specifically addresses conflicts of interest particularly relating to directors and management

· Statement of remuneration philosophy

The statutory bodies have responded positively and are in favour of reporting on corporate governance. 
3. IAS 19 – Employee Benefits

	Issue
	Fully

Complied
	Partly

Complied
	Not

Complied
	Total

	IAS 19
	2
	10
	3
	15

	
	13%
	67%
	20%
	100%


All statutory bodies provide benefits to their employees and hence accounting for employee benefits as per IAS 19 is necessary. Most statutory bodies operate a defined benefit plans and 80% of the statutory bodies have reported on employee benefits.   
The figures disclosed in the financial statements are worked out by an actuary, however it was observed that 67% have partly complied with the requirements of IAS 19.
4.  IFRS 7 - Financial Instruments: Disclosures
The techniques used by entities for measuring and managing exposure to risks arising from financial instruments have evolved and new risk management concepts and approaches have gained acceptance.

The IASB believes that users of financial statements need information about an entity’s exposure to risks and how those risks are managed. Such information can influence a user’s assessment of the financial position and financial performance of an entity or of the amount, timing and uncertainty of its future cash flows. Greater transparency regarding those risks allows users to make more informed judgements about risk and return.

In this respect IFRS 7 requires every entity to provide disclosures on the nature and extent of risks.

It was observed that 40% of the statutory bodies have not complied correctly with IFRS 7 even though they have early adopted the IFRS whilst the 60% have not reported at all the requirements of IFRS 7.

The following disclosures were mainly found to be missing:

· Qualitative and quantitative disclosures about the extent of risks arising from financial instruments including maturity analysis for financial liabilities and sensitivity analysis with respect to market risks.
· Disclosures with respect to fair values
These information are for disclosure purposes and the statutory bodies concerned have taken note of the disclosures and same will be included in the next annual report.
5. IAS 24 Related Party Disclosures
A related party relationship could have an effect on the profit or loss and financial position of an entity. 

The profit or loss and financial position of an entity may be affected by a related party relationship even if related party transactions do not occur. The mere existence of the relationship may be sufficient to affect the transactions of the entity with other parties. 

For these reasons, knowledge of related party transactions, outstanding balances and relationships may affect assessments of an entity’s operations by users of financial statements, including assessments of the risks and opportunities facing the entity.
It was observed that 50% of the statutory bodies have not disclosed information on key management personnel.  
The IASB is of opinion that disclosing key management personnel compensation would improve transparency and comparability, thereby enabling users of financial statements to make a better assessment of the impact of such compensation on the entity’s financial statements.
Given the fact that the statutory bodies are in favour of quality reporting, they have agreed that the disclosures with respect to IAS 24 will provide users of accounts with better information.
6. IAS 1 – Presentation of Financial Statements
It was observed that some statutory bodies have disclosed accounting policies which have no relevance to the accounts.  Also, in some cases they have omitted relevant accounting policies which might have provided users of accounts better understanding of the annual reports.
Besides, there were some statutory bodies which have not well cross-referenced the financial statements to the related notes to the accounts which is a requirement as per IAS 1, Presentation of Financial Statements.
7. IAS 8 - Accounting Policies, Changes in Accounting Estimates and Errors
It was observed that there was lack of disclosures as per the requirements of IAS 8 with respect to initial application of an IFRS that has an effect on the current period or prior period.

Moreover, there was no information about IFRS in issue but not yet effective.  In certain cases this may cause confusion to the users of accounts whether the companies have early adopted the IFRS or not.
8. IAS 36 – Impairment of Assets

As per IAS 36 an entity shall assess at the end of each reporting period whether there is any indication that an asset may be impaired. If any such indication exists, the entity shall estimate the recoverable amount of the asset.
It was noted from the review exercise that most entities have not stated whether they have assessed for impairment.
9.  Other IFRS Issues 
· No proper disclosures with respect to inventories as per IAS 2
· Lack of disclosures on leases as per IAS 17

· Missing disclosures on provisions as per IAS 37 
Conclusion

One of the objectives of FRC is to promote quality reporting and hence to describe the reporting requirements and the legal obligations with respect to the filing of the annual report, FRC has issued a ‘guideline to statutory bodies’ which was communicated to all the statutory bodies.

Positive feedback was received by the Research Unit whereby the bodies were keen to comply with the requirements of the relevant acts.  

Based on the findings during our review exercise and the feedback received from the statutory bodies, FRC has planned to organise a 2-day workshop on IFRS which will be delivered by a local resource person in January/February 2010.  An expression of interest with respect to the participation to the workshop was forwarded to around 65 bodies and it was a pleasure to note that most are interested in attending the workshop.

FRC is of the view that the workshop will help the statutory bodies greatly in complying with IFRS and hence providing quality reporting to the users of accounts.
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