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Report of Chief Executive Officer

The idea behind the setting up of an Institution like FRC, is to promote corporate confidence, by ensuring transparency in reporting and auditing.

Hans Hoogervost, Chairman of the International Accounting Standards Board (IASB) in a speech in November 2012, stated that “high-quality financial information is the lifeblood of market-based economies.”  Mauritius being a market based economy largely benefits from the adoption of International Financial Reporting Standards which brings transparency in reporting.  

In addition, the exercise of professional work of the auditors will further add to the credibility of the reporting. 

Adopting the IFRS is not sufficient, adhering to the principles of good governance and ensuring that the audit work is being done with the most professional manner must be given equal importance. 

The Financial Reporting Council is an effective mechanism for encouraging and enforcing compliance with International Standards.  In order to ensure sustainable economic development, it is important to have a sound regulatory framework. The main objectives of FRC are:

· To promote quality financial and non-financial reporting

· To promote quality in the provision of audit services.

To meet the above objectives, FRC adopts the following strategies:

· performs annual reports of Public Interest Entities, to verify compliance with the requirements of International Financial Reporting Standards (IFRS).  FRC also monitors compliance with the National Code of Corporate Governance and tries to find the link between governance and reporting.  It is essential to relate what is stated in the corporate governance report, that is, the strategies and future orientations of the entity with the performance of the entity.  The figures should be able to speak for themselves.  For instance if the entity is having liquidity problem, which can be evidenced by a Net Current Liability and a Negative Cash Flow , the entity shall be able to narrate how it is going to manage its liquidity and the credit risk strategies adopted, and what other  strategies it is going to adopt to reverse the situation.

· Reviews the practices of auditors as an ongoing activity, to ensure compliance with licensing rules and ensures that audit works are being performed in adherence with the requirements of International Auditing Standards 

Achievements during the year 

(a) Annual Report Reviews

For the year 2012, FRC had carried out 146 annual report reviews, comprising 120 first time /in-depth review and 26 follow-up reviews.  

FRC provided constructive criticisms and continuously encourage the PIEs to improve in corporate reporting.  An improvement in the level of financial reporting had been noted in the year 2012.  It is interesting to note that out of 146 reviews, 110 PIEs have reported on the Code of Corporate Governance.  The 36 PIEs which have not submitted a Corporate Governance Reports, were mainly private companies. The two main reasons for not submitting a corporate governance report were: 

(i)
the PIE is a private company and it is allowed, under S218 of the Companies Act, not to submit an annual report.  These PIEs confused annual report with corporate governance report. 

(ii)
the PIE is a subsidiary and the holding company is taking care of all governance issues.  This would be the case, especially when the subsidiary is engaged in a different activity from the holding company as distinct social, economic and environmental issues would have to be considered by the subsidiary.

FRC has reiterated the requirement for all PIEs to submit a Corporate Governance report not only to comply  with Financial Reporting Act, but to satisfy the Stakeholders’ rights to obtain the following main information:

· Who manages the entity?

· How is it managed?

· What is the risk appetite of the entity and how are the risks managed?

· How is the environment protected? And

· What are the health and safety issues of the employees?

Audit Practice Reviews

FRC started the audit practice reviews in the late quarter of 2008.  During the early stage of the reviews, FRC had noted a lack of understanding and application of the requirements of International Auditing Standards (ISAs) on the part of the auditors.  Auditors were given some breathing space to establish a quality culture in the audit practices and FRC had recommended that all audits should be performed in compliance with international norms.

For the year 2012, FRC has performed 19 new audit practice reviews and 23 follow-up reviews (17 on-site and 6 off-site) 

The findings of the follow-up reviews revealed an improvement in the understanding of requirements of ISAs that would definitely lead to the path of quality in the provision of audit services.

Way Forward

The outcomes of the reviews carried out for the last three years will be determining factors as to the way forward. 

FRC will continue to work with the PIEs and the auditors aiming at achieving the following:

· Maintaining the trust in financial and non-financial Reporting:  With the amendments brought in the Financial Reporting Act, FRC would have to ensure that all PIEs comply with the requirements of International Reporting Standards and Code of Corporate Governance.  FRC will also assure that PIEs report in an integrated manner, by trying to link the non-financial information with the financial information.

· Ensure quality audit : FRC would continue with its review exercise, to make sure that the auditors possess the required skills and competence to deliver quality audit services.  Quality audit can be achieved in the following ways:

· the auditor ought to be knowledgeable of the requirements of International Auditing Standards 

· the auditors shall be competent and perform audit with professional skepticism; and 

· the auditor adheres to the fundamental ethical principles, namely, integrity, objectivity, professional competence and due care, confidentiality and professional behavior. 

It is worth noting that the achievement at the FRC for the year 2012, FRC involves the contribution of the employees and thank to the support of  the Council’s members and , members of the Panels ,and, gratefully expect their continuous support.

Selvida Naiken (Mrs)

15 March 2013

CHAPTER 1

Corporate Governance Report

1.1
Objectives of the Financial Reporting Council

The Financial Reporting Council (FRC) was established in January 2005, under the Financial Reporting Act (FR Act) 2004.  The objectives of the Council as stipulated in section 4 of the Act are:

(a)
To promote the provision of high quality reporting of financial and non-financial information by public interest entities (PIEs)

(b)
To promote the highest standards among licensed auditors

(c)
To enhance the credibility of financial reporting and

(d)
To improve the quality of accountancy and audit services.
The strategies adopted by the FRC to meet the above objectives are in line with the functions highlighted in paragraph 1.3 below.

1.2
Redefinition of PIE

Prior to amendments brought to the  FR Act  in December 2012, a PIE was defined as follows: 
-
means any public company, or private company, incorporated or registered under the Companies Act 2001, which had an annual revenue exceeding 200 million rupees at the end of its preceding accounting period; and

-
includes the entities specified in the First Schedule; but

-
does not include the holder of a Category 1 Global Business Licence under the Financial Services Act 2007.

In December 2012, the definition of a PIE has been changed under the Economic and Financial Measures (Miscellaneous Provisions) Act 2012. The new definition of PIEs is as follows: 

I. Entities listed on the Stock Exchange of Mauritius
II. Financial institutions, other than cash dealers, regulated by the Bank of Mauritius 

III. Financial institutions regulated by the Financial Services Commission, from the 

following categories – 

(a)
insurance companies, other than companies conducting external insurance business, licensed under the Insurance Act; 

(b)
collective investment schemes and closed-end funds, registered as reporting issuers under the Securities Act; 

(c)
CIS managers and custodians licensed under the Securities Act; 

(d)
 persons licensed under section 14 of the Financial Services Act to carry out leasing, credit finance, factoring and distributions of financial products to the extent that the services supplied are by retail. 

IV. Any company or group of companies having, during 2 consecutive preceding years, at least 2 of the following – 

(a) an annual revenue exceeding 200 million rupees; 

(b) total assets value exceeding 500 million rupees; 

(c) a number of employees exceeding 50.

This definition excludes companies operating under a Global Business Licence, Category 1.
1.3
Functions of FRC

Section 5 of the FR Act, highlights some of the main functions of FRC which are as follows: 

 (b)
to monitor the practice of auditors with a view to maintaining high standards of professional conduct;
(c)
to monitor and enforce compliance with International Financial Reporting Standards issued by International Accounting Standards Board and International Standards for Auditing;
(d)
to provide advisory, consultancy and informational services on any matter related to its functions;
(e)
to license auditors and maintain a register of licensed  auditors;
(f)
to monitor compliance with the reporting requirements specified in the Code of Corporate Governance;
(g) 
to conduct practice reviews of licensed auditors; and 

(h)
to advise the Minister generally on any matter relating to financial and non-financial reporting, accounting and auditing.

1.4
Composition of the Council

The FRC is governed by a Council constituted of the following as per section 7 of the FR Act 2004,

Chairperson:  Mr. D.B. Seetulsingh, appointed on 20 January 2005;

Members:


Mr. Y. Googoolye, First Deputy Governor of the Bank of Mauritius, appointed on 01 August 2006;

Mrs. D.P. Chinien, Registrar of Companies, appointed on 20 January 2005;
Miss C. Ah-Hen, Chief Executive, Financial Services Commission, appointed on 02 August 2011
Mr. M.J. Lamport, Senior Lecturer, Faculty of Law and Management, University of Mauritius, appointed on 20 January 2005;

Mr. T. Leung, Senior Manager of Ernst & Young, appointed on 20 January 2008;

Mr G. Leung Shing, Chairman of Mauritius Institute of Directors, appointed on 28 October 2010 till October 2012;
Mr P. Ng Tseung, Chairperson of MIPA, appointed on 06 December 2011;

Mr A. Kodabux, representative of MIPA, appointed on 06 December 2011;

Mr D. Armoogum, Chairperson of Mauritius Institute of Directors, appointed on 30 October 2012

Attendance of members for meetings held from January to December 2012 is as shown below: 

	Council Members
	No. of Meetings Attended

	Mr D.B. Seetulsingh
	5/5

	Mr Y. Googoolye
	2/5

	Mrs D.P. Chinien
	5/5

	Miss C. Ah-Hen
	5/5

	Mr M.J. Lamport
	2/5

	Mr Thierry Leung
	2/5

	Mr G Leung Shing
	4/4

	Mr P. Ng Tseung
	3/5

	Mr A. Kodabux
	5/5

	Mr D. Armoogum
	1/1


  1.5  Staff Matters 

Staff Commitee

The Council is responsible for all staff matters including recruitment, promotion and the welfare of human resources. This responsibility has been delegated to a Staff Committee.  Five meetings were conducted during the year 2012, with the following attendance:

	Staff Committee Members
	No. of Meetings Attended

	Mr D.B. Seetulsingh 

(Chairperson)
	5/5

	Mr Y. Googoolye
	3/5

	Mrs D.P. Chinien
	3/5

	Mr M.J. Lamport
	2/5


1.5.1
Staff training and development 

FRC ensures that the employees obtain sufficient and relevant training to enable them to perform their duties in a most effective and efficient way.  The staff of the FRC is encouraged to undertake self-development, as it is imperative that they keep themselves updated with the developments in financial reporting, auditing and principles of corporate governance.  
FRC subscribed with  e-IFRS for all the technical staff which allows them to make on-line research on requirements and applications of IFRS.   In-house training on the application of new IFRS and Auditing Standards was also developed for the benefit of the employees.   
The employees were also given the opportunity to attend the annual workshop on audit inspection organised by IFIAR (please refer to paragraph 1.10). 
1.5.2
Performance Appraisal 

Performance appraisal was done on annual basis. The appraisal system is a mechanism to assess the behaviour and technical capacity of the employees.  It is done in a transparent manner, through a face to face interview.  The employees have to state the following in the performance appraisal form ;

(i)  output for the preceding year;

(ii) outcome achieved

(iii) their appreciation on the working environment

(iv) the support they obtained from management

(v) Any further training they required to improve their performance

(vi) Any further development to meet the objectives of FRC

(vii) How far they can contribute towards research and the issue of any research paper.
The Chief Executive Officer assesses each employee at a face to face interview and specifies clearly areas where the officers require improvement and also areas of strengths. 
1.6
Responsibilities of the Chief Executive Officer

The Council entrusts the duties of ensuring the proper functioning of the organisation and its operations to the Chief Executive Officer.  In that respect, the Chief Executive Officer has to undertake the following: 

· Preparation of the programme based budgeting (PBB), which is a three-year rolling budget.  The PBB is a model recommended by the Ministry of Finance and Economic Development.  The annual budget is based on defined programmes with clear performance indicators for each programme;
· Preparation of the annual work plans with respect to annual report reviews of Public Interest Entities and audit practice reviews.

· Monitoring the reviews done and the issuing  of observations letters, highlighting the areas of non-compliances, with the objective of promoting quality in financial reporting and auditing.
· Recommending to the Council policy decisions to be taken based on findings of reviews carried out.

· Ensuring the smooth operation and functioning of FRC
1.7
Panel of Experts

FRC has set up two panels, namely  Audit Practice Review Panel (APRP) and  Financial Reporting Monitoring Panel (FRMP).  Members of both panels work in close collaboration with the employees of FRC, by providing expert advice on accounting and auditing issues during the review exercise.
In the year 2012, the FRC has established the Enforcement Panel (EP) and the Review Committee. Based on the findings of reviews, both FRMP and the APRP would refer cases to the EP,  whenever appropriate actions/sanctions would be required.
1.8
Internal Control/ Audit Committee 

FRC submits its budget estimates to the Ministry of Finance and Economic Development and subsequently a grant is provided to the FRC.  The Ministry of Finance and Economic Development monitors the disbursement of grants and requests a quarterly report on the  utilisation of funds.
Given the small size of the organization and a budget of around MUR 19 million annually, the internal control procedure is built into the operating system.  At the moment, the FRC does not find the need to have a separate audit committee.  The Chief Executive Officer oversees all the day-to-day activities of the Council
The Council considers management letter of auditors, and addresses any queries contained therein.  
1.9
Code of Ethics

The FRC has an established Code of Ethics for its employees, the members of the Council and members of the panels to promote ethical concerns such as objectivity, fairness, professionalism and confidentiality.  

To address the issue of confidentiality, oaths of confidentiality are taken by all members of the Council, members of the panels and the employees of FRC.

1.10
Membership of International Forum for Independent Audit Regulators (IFIAR)

FRC is a member of the International Forum for Independent Audit Regulators (IFIAR). IFIAR is a forum of independent audit regulators, with 45 member countries.  The main objective of IFIAR, is to promote quality in auditing.  IFIAR is a forum of regulators, with the main purpose to share knowledge, and ensure that all members are aligning their strategies towards the main objective, that is ensuring and monitoring audit quality.   The interaction with other members enables FRC to share experience on audit inspections and, also, assists in building capacity at the FRC.

FRC pays an annual membership fee of 10,000 euros to IFIAR.  Being a member of IFIAR adds to the reputation of FRC which is operating in line with international best practice. 
1.11
Activities of FRC

The core activities of FRC are:

· Licensing of auditors

· Approval of Firms’ names

· Performing Annual Reports Reviews of PIEs

· Performing audit practice reviews.

FRC also identifies areas which are of critical importance for the accountants and auditors to allow them to deliver quality services.  FRC works in close collaboration with MIPA, ACCA and MIoD in organising workshops and training activities on IFRS and ISA and Corporate Governance. 

FRC has been making a relentless effort to achieve its objectives.  FRC has also engaged itself in the following activities during the year 2012:
· Dissemination workshop

· Memorandum of Understanding with FSC

· Agreement with IASB Foundation

· Dissemination Workshop

In August 2012, FRC organized a dissemination workshop geared towards the licensed auditors.  Nearly four years have elapsed since FRC started its audit practice review exercise.  By the end of year 2012, FRC had already reviewed about 100 auditors, that is, 50% of the number of auditors licensed as per FRC’s register.  

It was worth noted that the workshop was a success with the high level of participation of the auditors. 
The main findings of the review were revealed to them and their attention was drawn to all the necessary ingredients needed to provide quality audit services. 
In a nutshell, to be able to provide quality audit services, the auditor has to comply with the licensing rule and have the following  in place, that is,:
· having a quality system in compliance with the requirements of International Quality Control Standards

· an audit methodology, that would demonstrate the performance audit in compliance with the requirements of International Auditing Standards. 

· MoU with the Financial Services Commission (FSC) 

The FRC and the FSC have signed a Memorandum of Understanding (MoU) on 10 April 2012 with the common pursuit to ensure effective exchange of information in relation to financial reporting, auditing and corporate governance.

The signature of the MoU establishes a common standard of cooperation with the FSC to avoid any duplication of work in terms of financial reporting, and assist the FRC in its role to promote the provision of high quality reporting of PIEs, and to promote the highest standards among licensed auditors.

This will also assist the FSC in its role to ensure sound, effective and efficient regulation of the sector.

· Agreement with IASB Foundation
In November 2012 FRC signed an agreement with the IASB Foundation for the waiver of copyright.  This waiver would allow FRC limited permission to reproduce extracts from IFRS.  These standards and guidelines are published on the website of FRC.

1.12
Remuneration of Members and Chief Executive Officer 

For the year 2012, the following remuneration including benefits was paid: 

Remuneration of Members of Council and Panels

	
	Council Members
	(Rs)

	1.
	Mr Dheerujlall B. Seetulsingh
	294,000

	2.
	Mr Yandraduth Googoolye
	87,000

	3.
	Mrs Divanandum P. Chinien
	87,000

	4.
	Mr Matthew John Lamport
	87,000

	5.
	Miss Clairette Ah-Hen
	60,000 

	6.
	Mr Thierry Leung
	60,000

	7.
	Mr Georges Leung Shing
	50,000

	8.
	Mr Patrick Ng Tseung
	65,000

	9.
	Mr Ameene Kodabux
	65,000

	10.
	Mr Devapragassen Armoogum
	10,000

	11.
	Mr Jeewonlall Seeruttun (Secretary)
	87,000

	
	Panel Members
	Rs

	1.
	Mrs Divanandum P. Chinien
	27,500

	2.
	Mr Matthew John Lamport
	27,500

	3.
	Mr Yuvraj Thacoor
	70,000

	4.
	Mr Vijay Bhuguth
	37,500

	5.
	Mr Twaleb Butonkee
	37,500

	6.
	Mr Georges Leung Shing
	27,500

	7.
	Mr John Chung Chung Wai
	37,500

	8.
	Mr Priyaved Jhugroo
	35,000

	9.
	Mrs Marie Louise Teng Hin Voon
	35,000

	10.
	Mr Moussa Taujoo
	70,000

	11.
	Mr Aleem Ramankhan
	37,500

	12.
	Mrs Sumita Devi Mooroogen
	40,000


Remuneration, including other benefits to Chief Executive Officer amounted to Rs 1,648,733.09
1.13
 Profile of Members of Council, Panels and Chief Executive Officer 

The Council 

Mr D.B. Seetulsingh S.C, Chairperson

Mr Seetulsingh holds a degree in Philosophy, Politics and Economics from the University of Oxford and is a barrister-at-law of the Middle Temple.  He is a Senior Counsel, a former Solicitor General of Mauritius and a former Judge of the Supreme Court. He has chaired several regulatory bodies and institutions with quasi-jurisdictional functions in the past, such as the Tax Appeal Tribunal, the Stock Exchange Commission, the Cane Millers’ and Planters’ Arbitration and Control Board, the Termination of Contracts of Service Board.  He has been a member of the Board of Directors of Air Mauritius, a member of Bank of Mauritius Committee overseeing Offshore Banks and Chairperson of the Staff Committee of the University of Mauritius.  He heads the National Human Rights Commission at present.

Mr Yandraduth Googoolye

Mr Yandraduth Googoolye has been First Deputy Governor of the Bank of Mauritius since July 2006.  He started his career as Accountant at the Bank of Mauritius in 1985. He became Assistant Inspector of Banks (later restyled as Assistant Director - Banking Supervision) in 1987. He took charge of Banking Supervision in 1991 before becoming Director of the Operations Department in 1997. As Director-Accounting, Budgeting and Payments System since 2002, he has been the project coordinator for the establishment of a Real Time Gross Settlement System for the banking system in Mauritius and also responsible for the automation of the Clearing House.  Mr Googoolye is currently a member of the Monetary Policy Committee.

Mrs Divanandum Chinien
Mrs Divanandum Chinien holds a B.A. (Hons) in Law from U.K. She is a barrister-at-law from the Middle Temple, London, UK. She was appointed Registrar of Companies in 1989. Since June 2009, she has also been the Director of Insolvency Services under the Insolvency Act 2009. 

Miss Clairette Ah-Hen
Miss Clairette Ah-Hen is the Chief Executive of the Financial Services Commission (FSC).  She has a wide and in-depth experience in financial reporting and corporate capital structures. Before joining the FSC, she was responsible for monitoring of compliance with financial reporting standards across the Sub-Saharan Africa for a large international accounting firm. She was the first Chief Executive Officer of the Mauritius Financial Reporting Council in 2005, and held the post of Senior Advisor for Corporate Affairs to the Ministry of Economic Development from 2003 to 2004. Prior to 2005, she was an Associate Professor and Dean of the Faculty of Law and Management of the University of Mauritius. Miss Clairette Ah-Hen has also chaired several Committees at national level on Accounting and Auditing Standards and worked in collaboration with the World Bank.

She holds an MPhil and a BA (Hons) in Accounting and Finance. She is a fellow member of the Institute of Chartered Accountants in England and Wales (ICAEW), and of the Chartered Institute of Management Accountants, UK (CIMA).
In her capacity of Chief Executive of the FSC, Clairette Ah-Hen currently occupies the  post of Vice-Chairperson of the Committee for Insurance, Securities and Non-Bank Financial Authorities (CISNA) for the Southern African Development Community (SADC). 

Mr Matthew John Lamport

Mr Matthew Lamport holds a Masters in Finance from the University of Mauritius.  He has been a full time academic at the Department of Finance and Accounting at the University of Mauritius for the past six years and is currently Senior Lecturer.  He is a member of the Association of Chartered Certified Accountants (ACCA).  Mr Lamport specialises in teaching financial reporting and financial management to undergraduate and postgraduate students at the University of Mauritius.  His research interests include quality of financial reporting, usefulness of annual reports to users, relevance of accounting metrics in explaining movements in stock prices, dividend policy, corporate social responsibility and capital structure.

Mr Thierry Leung

Mr Thierry Leung, Fellow of the Institute of Chartered Accountants, Senior Manager at Ernst & Young, is currently in charge of the Professional Practice Group. His main areas of responsibility are audit quality, learning and development, technology based audit tools, and knowledge and application of International Financial Reporting Standards, the Companies Act 2001, the Listing Rules and International Standards on Auditing.  

Mr Georges Leung Shing

Mr Georges Leung Shing holds a BSc in Economics and is an Associate of the Chartered Institute of Taxation and a  Fellow of the Institute of Chartered Accountants in England and Wales. He started his career in Mauritius at The Mauritius Chamber of Agriculture where he was the Senior Economist and joined Lonrho Mauritius Ltd (LML) as Finance Director in 1981. He was promoted to Chairman in 1996 and continued as Managing Director after LML was taken over by Illovo Sugar Ltd in 1997 and Illovo Sugar Mauritius Ltd by Omnicane Holdings Ltd in 2001, and retired as Consultant on 31 March 2008. He was the Chairman of the Mauritius Accounting and Auditing Standards Committee from 1988 to 1997 and is a Director of the Sugar Insurance Fund since 1992.
Mr Devapragassen Armoogum
Mr Armoogum, born in 1050, is a Fellow of the Association of Chartered Certified Accountants (FCCA), a Fellow of the Chartered Institute of Logistics and Transport and a Fellow of the Mauritius Institute of Directors.  He was a Partner with KPMG where he headed the Advisory Practice.  Prior to this, he has served in various positions in both the public and private sectors.  He has been an Accountant with the Ministry of Finance, Financial Controller and General Manager of the National Transport Corporation, Senior Consultant/Manager with Peat Marwick Mitchell & Co, Managing Director of the Mauritius Housing Co Ltd, and Chairman of the State Trading Co Ltd.  He has also lectured and published articles on Corporate Governance and Ethics.  He was a founder and Chairman of the Institute of Internal Auditors (Mauritius) and is presently the Chairman of the Mauritius Institute of Directors. 

Chief Executive Officer

Mrs Selvida Naiken

Mrs Selvida Naiken is a Fellow of the Association of Chartered Certified Accountants of England.  She holds an MBA from the University of Mauritius, with specialisation in marketing.  She also has a diploma in Social Work, a Certificate in Quality Assurance from the Institute of Quality Assurance, England and a Certificate in Fundamentals of Corporate Governance from the United Nations Institute of Training and Research (UNITAR).  She was appointed Chief Executive Officer of the Financial Reporting Council in May 2008 after having been Officer-in-Charge from July 2007 to April 2008.  Mrs Naiken reckons about 27 years in the public service and has worked in various fields before joining the Management Audit Bureau, Ministry of Finance.  She has been a director on the Boards of various Statutory Bodies and Chairperson of the Port-Louis Fund ,a subsidiary company of State Investment Corporation.  
She was appointed member of the Council of the University of Mauritius in January 2012 and is also the Chairperson of the Audit Committee.
Members of the Financial Reporting Monitoring Panel

Mr Yuvraj Thacoor - Chairperson
Mr Yuvraj Thacoor is a Fellow of the Institute of Chartered Accountants in England and Wales and is a member of the British Institute of Management. 

Mr Vijay Bhuguth

Mr Vijay Bhuguth is a Fellow of the Association of Chartered Certified Accountants.  He holds a post graduate diploma in International Tax Planning examined by the Royal Society of Fellows in Miami – USA.    

Mr Twaleb Butonkee

Mr Twaleb Butonkee is an Associate Member of the Institute of Chartered Accountants in England and Wales and a Fellow of the Chartered Association of Certified Accountants.

Mr Georges Leung Shing, member of Council
Mrs P. Chinien, member of Council

Mr M. Lamport, member of Council
Members of Audit Practice Review Panel

Mr Moussa Taujoo - Chairperson

Mr Moussa Taujoo is a Fellow of the Association of Chartered Certified Accountants and a member of the Audit Committee of the University of Mauritius.  He is a former Director of the National Audit Office.

Mr John Chung Chung Wai

John Chung Chung Wai holds a BSc Management Sciences degree from the London School of Economics. He is also a Fellow of the Institute of Chartered Accountants in England and Wales.  
Mr Priyaved Jhugroo

Mr Priyaved Jhugroo is a Fellow of the Institute of Chartered Accountants in England and Wales.  

Mrs Sumita Devi Mooroogen

Mrs Sumita Devi Mooroogen is a Fellow of the Association of Chartered Certified Accountants. She also holds an MBA in Financial Management from the University of  Wales and Manchester Business School. 

Mr Abdul Aleem Ramankhan

Mr Abdul Aleem Ramankhan is a Fellow of the Association of Chartered Certified Accountants. He also holds a Master of Science degree in Financial Management from Middlesex University.  

Mrs Marie-Louise Teng Hin Voon

Mrs Marie Louise Teng Hin Voon is a Member of the Institute of Chartered Accountants in England and Wales.  She is a Member of ICAEW Audit Faculty since 2000.  

CHAPTER 2

Licensing of Auditors and Approval of Firm name

2.1
Licensing auditors and renewal of licence

Section 33(1) of FR Act 2004 stipulates that “no person shall hold any appointment, or offer any services for remuneration, as an auditor, unless he holds a licence…..” issued by the FRC.  Up to 30 December 2012, FRC had licensed one hundred and ninety four auditors. 
During 2012 two auditors did not renew their licenses and, FRC has licensed nine more auditors.

The tenure of the licence is for a calendar year period and has to be renewed.  There are certain conditions attached to the licence.  In fact the auditors have the following responsibilities, namely: 
· to maintain a quality system, based on the International Standards on Quality Control (ISQC) in their practices; 

· to be conversant and keep abreast with the requirements of International Standards on Auditing (ISAs) and exposure drafts issued by International Auditing and Assurance Standards Board (IAASB); 

· to be conversant and keep abreast with all the requirements of International Financial Reporting Standards issued by International Accounting Standards Board;

· to maintain a Professional Indemnity Insurance;

· to ensure continuity of practice through making arrangements with another licensed auditor in case of incapacity or death.
2.2
Authorisation to foreign auditors

In July 2009, amendments were brought to section 33 of the Financial Reporting Act whereby a foreign auditor, that is, the auditor of a company holding a Category 1 Global Business Licence under the Financial Services Act, shall obtain prior approval of the Council before starting to practice.

During the year 2012, the FRC has licensed two foreign auditors.  As per section 33(1)(c), the auditor shall –

(a)

be deemed to be an auditor licensed under this section; and

(b)

be governed by the Financial Reporting Act.

FRC seeks confirmation on the good standing of auditors from their foreign regulatory bodies.  The tenure of the licence is for one year and normally coincides with the expiry date of the authorization given by the foreign regulators. As at December 2012, FRC has given approval to 9 foreign auditors.

2.4
Approval of firm name

Section 35 (1) of the FR Act 2004 states that “no licensed auditor shall practise as an auditor in the name of a firm unless the name of the firm has been approved by the Council”.  

For the year 2012, FRC has approved five new Audit Firm names, increasing the total number of firms to ninety three as at 31 December 2011.
CHAPTER 3

Review of Annual Reports of Public Interest Entities

3.1
Review of annual reports of Public Interest Entities

Promoting the quality in financial and non-financial reporting by public interest entities (PIEs) is a key objective of the FRC. Preparing financial statements in compliance with the requirements of International Financial Reporting Standards and adopting good principles of Corporate Governance are prerequisites for quality in reporting by Public Interest Entities (PIEs)
In order to fulfill this particular objective, FRC conducts the review of annual reports of PIEs as stipulated in Section 76(1) of the Financial Reporting Act 2004. 
3.2
Review plan

FRC had around 450 PIEs in its database as at 31 December 2012.  While preparing the annual review plan, FRC adopted a risk-based approach and selected mainly entities, which were of public interest nature, that is, entities having public accountability,  such as the listed entities, banking institutions and insurance companies.  These entities were reviewed annually.

During the year 2012, FRC conducted the review of 146 annual reports comprising of 120 full reviews and 26 follow-up reviews.

3.3
Annual Report Review ( from 2008 to December 2012) 

FRC has started the annual report review function in the year 2008. As at 31 December 2012, FRC had conducted the review of 516 annual reports as illustrated in the table below:

	Categories
	As at 31 December 2012
	31 December 2012 (12 Months)
	31 December 2011 (12 Months)
	31 December 2010 (18 Months)
	30 June 2009 (12 Months)

	Listed
	229
	56
	46
	64
	63



	Non Listed PIEs
	268
	85
	73
	88
	22

	Total
	516
	146
	120
	160
	90


3.4  Review process 

When FRC selects an annual report for review, FRC checks for the completeness of documents.  The annual report should comprise the following documents: 
· the Corporate Governance report  to be   in compliance with the National Code of Corporate Governance;

· the audit report, to verify whether the auditor is licensed by FRC, and the type of audit opinion given on the financial statements and whether the auditor has reported on compliance with the Code of Corporate Governance and 

· the set of financial statements and related notes, and accounting policies.

· The Financial Reporting Monitoring Panel (FRMP) discusses the findings of reviews and same are communicated to the PIEs for appropriate actions to be taken.
· When there are major non-compliances that impact on the quality of the financial figures, and when the PIEs refuse to take appropriate corrective actions or when it is too late for actions, these cases are referred to the Enforcement Panel.
3.5
State Owned Enterprises (SOEs)

By the present definition in the Financial Reporting Act, the fifteen SOEs listed in the first schedule of the Financial Reporting Act are classified as PIEs.

During the year 2012, FRC reviewed the annual report of five SOEs.  FRC sought explanations from other SOEs about the delay in the submission of the annual reports.  Most of the SOEs replied that the financial statements were not yet audited.  

3.6
 Findings of the annual report review with regards to compliance with IFRS

Throughout the years, FRC has noted a continuous improvement in the understanding of the requirements of IFRS/IAS.  However, FRC observed that there was a lack of improvement in disclosures.  Disclosures related mainly to the non-financial information, which most of the time explain the figures in the financial statements.  Non-compliances with respect to certain complex IAS/IFRS were identified as follows: 

· IAS 16: Property , Plant and Equipment

· IAS 19:  Employee Benefits

· IAS 24: Related Party Transactions

· IAS 36: Impairment of Assets 
· IFRS 7;  Disclosure of financial Instruments and 

· IFRS 8: Segmental Reporting

3.6.1
IAS 16, Property, Plant and Equipment 

This standard prescribes the treatment and disclosures applying to the accounting for an entity’s property, plant and equipment. Property, plant and equipment can be carried at cost or at revalued amount. 

When entities chose to adopt the revaluation as accounting policies, they did not disclose these non-financial information:
· The methods and significant assumptions applied in estimating the items’ fair values and  the extent to which the items’ fair values were determined directly by reference to observable prices in an active market or recent market transactions on arm’s length terms or were estimated using other valuation techniques

· Details on the effective date of revaluation for revalued assets.  In cases where the revaluation model was used, the regularity of revaluation was not disclosed. 
· The measurement bases used for determining the gross carrying amount, when the entity adopted the revaluation model.
3.6.2
IAS 19, Employee Benefits

IAS 19 is another important Standard as it mainly relates to the employee benefits, which include short term, long term and retirement benefits.  Making provisions for pensions and ensuring the effective management of the pension plans are vital decisions to be considered by any entity.  During the annual report reviews, FRC has noted  non-compliances by 37 PIEs with respect to IAS 19 as follows: 

· Defined benefit plans

· no general description of the type of pension plan.

· no analysis of the defined benefit obligation into amounts arising from plans that were wholly unfunded, and amounts arising from plans that were wholly or partly funded.

· no best estimate of contributions expected to be paid to the plan during the annual period beginning after the reporting period

· no accounting policy for recognising actuarial gains and losses.

· no disclosure on principal actuarial assumptions used at the balance sheet date and actual return on plan assets.

· no disclosure on the amounts for the current annual period and previous four annual periods:

· no disclosure on the present value of the defined benefit obligation, the fair value of the plan assets and the surplus or deficit in the plan;

· no reconciliation of the opening and closing balances of the defined benefit obligation and fair value of plan assets and 

· no reporting on the experience adjustments arising on:

· the plan liabilities expressed either as (1) an amount or (2) a percentage of the plan liabilities at the end of the reporting period; and

· the plan assets expressed either as (1) an amount or (2) a percentage of the plan assets at the end of the reporting period.

All the above-mentioned information about defined benefit contributions and pension plans is of particular importance to users of financial statements to understand the type of pension plan the entity is maintaining or managing and the adequacy of the contributions by employers and employees .  The entity has also the duty to assess the risks associated with the plan assets.  Adequate provision would provide a true picture of the entity obligations to pensions liabilities.
3.6.3
 IAS 24, Related Party Disclosures

IAS 24 applies to identification and disclosures of related party transactions. Disclosures about related party transactions draw attention to the possibility that the entity’s financial position and profit or loss may have been affected by the existence of related parties’ transactions and any outstanding balances with such parties.

PIEs are also required under IAS 24 paragraph 18 to disclose the terms and conditions of related party transactions, including whether they are secured, and the nature of the consideration to be provided in settlement; and details of any guarantees given or received.

3.6.4
IFRS 7, Financial Instruments: Disclosures 

IFRS 7 is another critical standard which many entities have difficulties to understand, hence inadequate disclosures, especially on risks associated with the financial instruments.  FRC noted a lack of qualitative disclosures on the significance of financial instruments, their performances and the associated risks.

Risk assessment and risk management are the two most important strategic decisions of any entity.  If properly done, the entity will certainly feel secure and will not have to face any unplanned adverse situation.  

The IFRS 7 clearly explains how the disclosures should be made with respect to the three main categories of risks, namely credit risks, liquidity risks and market risks.  

· credit risk is the risk that the entity may suffer financial loss when the other party to the financial instrument fails to discharge an obligation. 

· liquidity risk is the risk that an entity will encounter difficulty in meeting its obligations associated with the financial instruments and

· market risk is the risk that the cash flows to be generated by the financial instruments will fluctuate owing to changes in market prices.  Market risk comprises of interest rate risk, currency risks and risks specific and inherent to the financial instruments. 

FRC requested these PIEs to adhere properly to the disclosure requirements of IFRS 7, that would ensure transparency and enable users to assess how Directors of the PIE are managing the various types of  risks facing the entity.

3.6.5
IFRS 3, Business Combinations

IFRS 3 establishes the principles applicable to the accounting for business combinations and their effects. The entity has to disclose information that would be useful to investors, creditors and others in evaluating the financial effects of the business combination (IFRS 3 paragraph 59).

Whenever there is a business combination, the entity shall disclose the following:
· Acquisition date.

· Primary reasons for the business combination.

· A qualitative description of the factors that make up the goodwill recognised by the acquirer.

· The amounts of revenue and profit or loss of the acquiree since the acquisition date included in the consolidated statement of comprehensive income for the reporting period.

· The revenue and profit or loss of the combined entity for the current reporting period as though the acquisition date for all business combinations that occurred during the year had been as of the beginning of the annual reporting period.

· Information that enables users of financial statements to evaluate the nature and financial effect of a business combination.

3.6.6
IFRS 8, Operating Segments

IFRS 8 Operating Segments is applicable to listed entities and is effective for the audited financial statements of companies for periods beginning on or after 1 January 2009. This Standard requires operating segment information to be disclosed.  Based on information obtained, management will make decisions about the allocation of resources, to identified segments.  Segmental disclosures provide sufficient explanation of the basis on which the information was prepared and assist users of financial statements in understanding the activities of the entity. 
The following disclosures were missing in the financial statements of the entities:

· Factors used to identify the entity’s reportable segments, 
· Revenues from external customers for each product and service, or each group of similar products and services.

· Basis of accounting for transaction between reportable segments.

· Information about the extent of the entity’s reliance on major customers.

· Types of products and services from which each reportable segment derives its revenues.

· Revenues derived from transactions within segments.

· Geographical information about revenue from external customers, non-current assets, deferred tax assets and post-employment benefit assets.
3.7
Other Critical Findings
Besides non-compliance with Financial Reporting Standards raised, FRC had also come across certain issues where the intervention of the Directors of the PIE for remedial actions through strategic decisions were needed.  The main issues are:

3.7.1
Management of Working Capital 

FRC observed from the annual report review exercise that 22 PIEs [12 listed) had negative cash flows and net current liabilities.

Out of the 22 entities which had net current liabilities, 16 PIEs had distributed dividend out of retained earnings. 

Section 6 of the Companies Act 2001, explains how to assess the solvency of an entity. One of these indicators is the demonstration of the ability of the entity to pay its debts as they fall due.  FRC viewed that entities which were in a net current liability situation would not be in a position to meet their debts as they fall due. 
Moreover, an entity which paid dividend in a net current liability situation may further put pressure on its available cash flow resources.
3.7.2
Accounting records to be kept

FRC had reviewed the annual report of a PIE and noted that the auditor had issued a modified report based on the following.

· The evidence available to the auditor was limited because the company’s purchases and sales were not accounted for on accrual basis but rather on cash basis (that is not in compliance with the International Financial Reporting Standards);

· There were no other satisfactory audit procedures that the auditor could adopt to satisfy himself that the recorded turnover and purchases were free from material misstatements; and

· The auditor was unable to determine whether proper accounting records had been maintained.

FRC notified the Companies Division about those entities which had not complied with Section 193(1) of the Companies Act 2001.

3.8
 Follow-up review

FRC carried out follow-up reviews for the annual reports of PIEs to focus on the issues raised in the previous review.   Such type of reviews were conducted mainly for listed entities.
During the period under review, 26 follow up reviews were undertaken.  The table below shows the sectors in which the follow up reviews of the PIEs were made: 

	Sectors
	Listed
	Other PIEs
	Total

	
	
	Private
	Public
	

	Banking, Insurance and Finance
	3
	3
	3
	9

	Commerce
	2
	
	
	2

	Industry
	4
	
	
	4

	Investments
	5
	
	
	5

	Leisure & Hotels
	1
	
	
	1

	Sugar
	1
	
	
	1

	Transport
	1
	
	
	1

	Others
	3
	
	
	3

	Total
	20
	3
	3
	26


During the follow-up exercise, FRC observed that there were some recurrent non-compliances with regards to  IAS 19 and IFRS 7, which were again not addressed by the PIEs 

3.9
Communication with PIEs

Suitable and relevant information were published on the FRC ‘s website to keep the PIEs updated on IFRS and findings on reviews: 

· Monthly updates from IASB

FRC published on a monthly basis, updates from IASB on its website.  Normally the updates from IASB included the following:

•
Amendments or proposed amendments made by the IASB;

•
Exposure drafts or discussion papers issued by IASB; and

•
New IFRS which would be in issue.
· Publication of bulletins

FRC prepared half yearly bulletins on the annual reports reviews which were published on the website.  The bulletin incorporated the following:

· The findings (non-compliances with respect to the requirements of IFRS) of the review of the annual reports – the findings were classified as per sectors in which the PIEs operated and the categories to which the PIEs belong; and

· The rationale as to why compliance was necessary.

FRC obtained the support and the commitment of most PIEs, to improve the quality of their future annual reports. 

Furthermore, in its endeavour to promote quality reporting, FRC would continue to play its major role by  

•
initiating more training in the application of the new IFRS; and 
•
being more consultative in its approach.

CHAPTER 4

Compliance with National Code of Corporate Governance

4.1
Corporate Governance

Adopting the Code of Corporate Governance, on a “comply or explain” has become mandatory as from the year 2008, in pursuant to Section 75 of the Financial Reporting Act
Complying with the Code should be more than a compliance exercise designed with the only purpose to meet the regulatory requirements, because good governance is the stepping stone towards sustainability. 

Any entity has statutory obligations to meet, and satisfying the needs of all other stakeholders, besides, the shareholders namely the investors, the employees and last but not least the community at large.  Adopting good corporate governance practices enable entities to:

· Increase efficiency of their activities and minimize risks; 

· Get an easier access to capital markets; 

· Increase growth rate; 

· Attract investors; 

· Improve the standards of management; 

· Protect the rights of minority shareholders; 

· Strengthen their reputation and raise the level of investors and clients' trust.
· Ensure positive outcome of impact on environment, social and profits.
4.2
Findings on Review of Compliance with the Code
4.2.1
Compliance with the Code
From the 146 annual reports reviewed , FRC noted the following:

· 50 entities have fully complied with the Code;

· 60 entities have complied partly with the Code and;

· 36 entities have not complied with the Code and have not submitted a Corporate Governance Report.  
4.2.2
Compliance with Code 

The 60 entities which have partly complied with the Code, have not adhered to the main principles as follows: The table below shows requirements of the Code not complied with by these entities:
	Issues
	No of Companies not complying

	Boards and directors
	15

	Board committees
	23

	Risk management, internal control
	22

	Integrated sustainability reporting
	35

	Internal Audit 
	21

	Disclosure on non-audit services 
	22


The 36 entities which did not submitted a Corporate Governance Report comprised of 34 private companies, one company listed on DEM and one SOE.

4.2.3
Integrated Reporting

Providing financial information through a set of financial statements depicts only a half picture of the entity.  Integrated reporting is a means of communication on the non-financial information of an entity, that is, the governance structure, strategies, performance and prospects over the short and long term.

An integrated report highlights the creation of value over time.
4.3
Auditors’ Responsibilities 

As per Section 39 (3) of the FRC Act, the auditor shall report whether the disclosures made by directors in the annual report are consistent with the requirements of the Code of Corporate Governance. 

As compared to the year 2011, reporting by auditors has improved.  Among the 96 PIES  out of the 110 which have submitted a Corporate Governance Report, auditors have included a paragraph on compliance in their audit report.  This represents a percentage of 87 as compared with only 28% for the year 2011. 
4.4
Amendments bought to the FRAct
In December 2012, the Ministry of Finance enacted the Economic and Financial Measures (Miscellaneous Provisions) Act, and the following amendments were included in the Financial Reporting Act. 
4.4.1
Obligation of the PIEs to submit their annual report and Corporate Governance Report to the FRC 

S 76(iii) (1A) of the FRAct, stipulates that, every PIE shall not later than 6 months after the closing of its accounting year, submit to the FRC, its annual report and report of Corporate Governance.  

FRC would as per the annual review plan, request the annual reports and the Corporate Governance Report.  As usual, FRC relies on the cooperation and understanding of the PIEs to submit same.

4.4.2
Compliance with the Code of Corporate Governance

Changes were brought in the FRAct in 2008, whereby, PIES were obliged to comply with the Code of Corporate Governance issued by the National Committee on Corporate Governance in 2003.  Since then, FRC has noted a positive change in the quality of reporting.  Most of the PIEs issued a Corporate Governance Report. 

The only problem was when the auditors had to report on the extent of compliance by the PIE, they met some difficulties.  In order to facilitate the work of both parties, that is, the PIEs and the auditors, a new change has been effected.  The PIEs shall now issue a separate Corporate Governance report together with a Statement of Compliance that would determine the extent of compliance with the requirements of the Code of Corporate Governance. 

To further assist the PIEs, FRC would issue Guidelines on the “Statement of Compliance” and highlight  the purpose, the fundamental principles of Good Governance to be complied with, and any other optional requirements.  Besides, FRC would consult the MIOD before finalising the Guidelines
4.4.3
Sanctions on PIEs

Previously, the FRAct did not provide for any sanctions on PIEs when they did not comply with the requirements of the Code of Corporate Governance.  The enactment of the Economic and Financial Measures (Miscellaneous Provisions) Act in 2012, stipulated that sanctions would be applied to PIEs if they failed to comply with the requirements of the Code of Corporate Governance.  

CHAPTER 5

Audit Practice Review

5.1
Principles of Quality 

Another main function of FRC is to ensure that quality audit services are being provided by the licensed auditors.  In fulfilling this function, FRC is making a relentless effort to ensure that each audit practice has in place a quality system.  The quality system established ensures that audit practices adopt quality principles as follows:

· Tone at the top:  leadership and commitment from the managing director of the audit firm shall be seen;
· Quality culture: the culture of quality shall not only be perceived among the employees, it should be impregnated at all levels in the audit firm and built into the system;
· Competence and skills: anybody who is involved in the provision of audit services shall have the competence and possess the required skills for doing so.  The auditors shall have knowledge of all the requirements of International Standards, both auditing and accounting;
· Continuous professional development and training: the auditors and all those involved in the provision of audit services shall maintain their level of audit knowledge by keeping abreast of all updates, inter-alia, the requirements of International Auditing Standards, International Financial Reporting Standards and Code of Ethics. 

· Code of Ethics:  the audit firm shall have a clear defined Code of Ethics to be followed by the employees. Independence of auditors is the critical attribute to be ensured and maintained by the audit firm.  The latter must apply safeguards at all levels to reduce the risk of impairing their independence.  Corporate confidence is enhanced when auditors are seen to be independent.

5.2
Audit Practice Review Plan

When FRC prepared the annual review plan, the following issues were taken into consideration:

· Firms having Public Interest Entities (PIEs) as their main audit clients

· Firms, although having few PIEs as audit clients but having a large port-folio of statutory audits 

· Firms that perform only statutory audits and 

· Firms that perform audits of offshore companies. 
5.2
Audit Firms and Auditors

FRC has as at 31 December 2012, 93 approved audit firms categorised as per table below.  In the 93 firms, there are  194 licensed auditors:

	
	Number of Approved firm names
	Number of licensed Auditors

	Sole Practitioner_ Practice in their own name
	-
	24

	Sole Practitioner Firm
	56
	56

	Two-partner Firm
	26
	52

	 More than two-partner firm
	11
	62

	
	93
	194


5.3
Audit Practice Reviews

From the last quarter of 2008 to date, FRC has carried out 74 audit practice reviews and 97 auditors have been reviewed.  Over this period, FRC has reviewed 180 engagement files.  Please see table below, the trend of first time reviews: 

	Year/No of Reviews
	2008
	2009
	2010
	2011
	2012
	Total

	Audit Firms
	3
	10
	26
	18
	17
	74

	Auditors
	4
	21
	30
	23
	19
	97

	Files
	7
	51
	54
	32
	36
	180


The audit practices were given time to implement the recommendations of FRC with respect to :

· establishing a quality system in compliance with the requirements of ISQC1 and 

· establishing an audit methodology that complied with all the requirements of ISAs.

FRC has started its follow-up review in 2011.   In addition to carrying out first time reviews FRC also included in the annual plan, follow-up reviews which were done both on-site and off-site. 
5.3.1
Scope of Audit Practice Reviews

The scope of the audit practice review is to:

i. Inspect the practice of the licensed auditor to verify compliance  with the requirements of:

· International Standards on Quality Control (ISQC 1) 

· updates on IFRS/ISAs and verifiable CPD;

· Code of Professional Conduct and Ethics issued by IFAC;

· Licensing of Auditors Rules 2007; and

· Rules established by FRC on Audit Practice Review

ii. Inspect audit engagement files of the licensed auditor under review, to verify the application of the requirements of International Standards on Auditing, in the conduct of audit engagements.

5.3.2
Reviews carried out for the year 2012

During the year 2012, FRC has reviewed 17 audit firms and 19 auditors. Of the 19 auditors, 18 were reviewed for the first time.  All the audit practice review reports were completed and relevant recommendations were made following non-compliances identified with respect to both International Standards on Quality Control (ISQC1) and international Standards on Auditing (ISA).

Details of the category of firms reviewed, the number of auditors assessed and the types of engagement files verified during the year 2012 by the FRC, are illustrated as per table below: 

	Category of Firms
	Number of Audit Firms reviewed
	Partners Reviewed for first time
	Partners Reviewed for second time
	No. of Files

	
	
	
	
	PIEs
	Statutory Audits
	GBC

	Sole Practitioners
	8
	8
	-
	2
	5
	5

	2-Partners Firm
	4
	4
	-
	1
	3
	5

	Large firms
	5
	6
	1
	9
	2
	4

	Total
	17
	18
	1
	12
	10
	14

	
	
	19
	36


It can be noted from the table above, 8 sole practitioners, 4 partners from 2-partners firm and 7 partners from large firms were assessed.  With respect to engagement files reviewed, 12  were PIEs, 10 were companies that required audit, and 14 Global Business Companies.
The sectors in which the companies operated were as follows with regards to the engagement files selected: 

	Sectors 
	Engagement Files Reviewed
	PIE  Listed
	PIE Not Listed
	Statutory audit

 < Rs 200m 
	GBC

	Commerce
	11
	2
	4
	5
	-

	Construction
	2
	
	
	2
	

	Services 
	4
	
	1
	2
	

	Investment 
	14
	
	
	1
	13

	Agriculture
	2
	1
	1
	
	

	Real Estate
	1
	
	1
	
	

	Health
	1
	
	1
	
	

	Transport
	1
	1
	
	
	

	Total
	36
	4
	8
	10
	13


5.4
The Review Process

The audit practice review process is well articulated in the “Rules on Audit Practice Reviews” issued by FRC in 2008 in pursuant to section 20 of the FR Act 2004.  All first time reviews were done on-site, whilst follow-up reviews could be either on-site and/or off-site, depending on the non-compliances raised.  

5.4.1
On site reviews

The audit practice review is a two-pronged approach:  

(i)
Quality Culture at the audit practice

FRC verifies whether the audit practice adheres to the requirements of International Standards for Quality Control.  Complying with these requirements, would enable the auditor to establish a quality control system and adopt the main principles of quality which are as follows:

· management commitment to demonstrate that the leadership style is geared towards quality

· operating effectiveness and efficiency, by having adequate and competent and skilled resources.

· Compliance with the Code of Ethics such as maintaining independence, ensuring confidentiality and intellectual honesty and last but not least 

·  Maintaining the system that provides it with reasonable assurance of the adequacy and effectiveness of the system.

(ii)
Compliance with Requirements of ISAs 

To verify that audit work or any assurance services is being performed in compliance with the requirements of ISAs, audit engagement files and any related documents are checked and analysed to justify compliance.  Quality audit service is the outcome when all the requirements of ISAs are being followed at the each stage of the audit as enumerated below: 

· Planning the audit  and understanding the client( Series 200 and 300)

· Assessing risks and response to assessed risks ( ISA 315) 

· Gathering evidence ( Series 500 and 600) 

· Communication with the Board ( ISA 260, ISA 280)

· Forming an opinion ( ISA 500 and Series 700)

· Documentation (ISA 230 and other ISAs that require documentation )

5.4.2
Off- site reviews

FRC has also an off-site review system, where necessary information is gathered prior to calling at the premises of the auditor.  Information is obtained by the following means: 

· Questionnaires are issued to assess the degree of implementation of requirements ISQC 1 (International Standards on Quality Control) which are sent to managing partners of audit firms who are newly licensed by FRC.

· Information such as number of clients, Continuous Professional Development hours and Professional Indemnity Insurance are requested.

· Follow up reviews to ensure that recommendations of previous reviews were implemented.

5.5
Main findings from the reviews  during the year 2012

The main findings from the audit practice reviews are illustrated in the following paragrphs; 

5.5.1
Firm’s system of quality control- ISQC1

Of the 17 firms reviewed, FRC has observed the following;

· 10 firms, that is all the large firms, the medium firms and one sole practitioner, had established a proper quality control system which met all the requirements of ISQC1

· 3 sole practitioners had not set up a system of quality Control and 
· 4  sole practitioners had established a system and there were some elements that  required improvements in the following areas :

The following were the main non-compliances with respect to the requirements of ISQC1:
i. assembly and archiving of files within the prescribed number of days after the completion of the audit,  

ii. Procedures for acceptance and continuance of client relationships and 

iii. independence assessment of the auditor and 
iv. monitoring the system to verify for adequacy and effectiveness of the system.

5.5.2
Engagement file Reviews
Although there has been improvement in the audit process, FRC noted some common non-compliances, which were critical in ensuring that quality audit services had been delivered to the clients. 

The main non-compliances identified were related to the following:

· Risks assessment through understanding the entity and its environment 
FRC observed in some audit engagements, due consideration was not given to the understanding of the entity and its environment, including its internal control.  Understanding the entity and its control environment will impact on the process of assessing risks of material misstatement of the financial statements whether due to fraud or error. 

The identification and assessing the risks of material misstatement of the financial statements impacts consequentially on the audit since it drives the auditor to design and perform further audit procedures in response to the assessed risks.

· Assessing the going concern of the entity 

Management normally prepares financial statements using the going concern concept (IAS 1 refers). The auditor on the other hand, shall perform analytical procedures and discuss with management to ascertain the viability of the “going concern” concept.  In several instances, FRC noted shortcomings in the work done by auditor in this particular field. 
· Lack of documentation
Insufficient documentation implies that no audit work has been done, and no evidence gathered.  To be able to draw appropriate conclusions, the auditor has to ensure that appropriate and adequate evidence has been obtained.

Insufficient documentation may render engagement quality control reviews less effective and also may affect the ability of the firm, if they are challenged subsequently, to justify the conclusions reached.

The auditor should prepare, on a timely basis, audit documentation that provides a sufficient and appropriate record of the basis for the auditor’s report; and evidence that the audit was performed in accordance with ISAs and applicable legal and regulatory requirements.
5.6
Follow-Up Reviews

In 2012 FRC also carried out follow-up reviews, both on-site and off-site.  On-site follow-up reviews were for those auditors where major shortcomings, such as no Quality system and no proper audit work, were observed during the previous reviews. 
Off-site reviews were done for auditors where certain policies/procedures were found to be missing during the previous reviews.  
18 off-site and 5 on-site reviews were carried out during the year.

5.7
 Sanctions

During year 2012, FRC issued warnings to two licensed auditors as per Section 41 of the FR Act.  

The reasons for issuing the warnings were as follows: 

· One auditor performed an audit without any documentation of the key and material items of the Financial Statements; and 

One was a follow-up case on an auditor who has not implemented the recommendations of FRC, that is to establish a proper quality system and to have a proper audit methodology in compliance with the requirements of ISAs.

CHAPTER 6

Other Activities of FRC

FRC undertakes various peripheral activities that support the fulfillment of its objective, which is, promoting quality in reporting and auditing.  The Research Unit regularly posts on the FRC website all new developments on International Standards. 

6.1
Research and updates

The Research Unit keeps abreast of all new and redrafted accounting and auditing standards.  Changes in International Standards are becoming a regular feature and automatically bring changes in the Financial and Audit Review Methodology Manuals adopted by FRC to undertake reviews.

Updates on IFRS and ISAs are communicated to the auditors and are posted on FRC website on time.  This unit is also responsible for communicating with the public interest entities whenever clarifications on a particular standard are requested. 

6.2
Education and Training 

One of the functions of FRC as per section 5 (j) of the FR Act is to promote the quality of financial reporting through the initiation of activities which promote education and training on accounting and auditing.  

FRC has requested MIPA and ACCA to hold the following courses:
· Main IFRS where there are common weaknesses with compliance, for example, IFRS 7, IAS 19 , IAS 24
· Workshop on Audit Evidence Gathering & Reporting

· IFRS Updates & Professional Skills

CHAPTER 7

Strategic Plan and Budget of FRC

7.1
Strategic Plan

FRC prepares a three-year rolling strategic plan annually.  The plan highlights the main issues:

· the requirements of the Financial Reporting Act with respect to the objectives and functions of FRC;

· the plans for annual report review for the next three years; the objective of FRC is to review all the PIEs by the end of 2014;

· the plans of audit practice review; the target is to review all the licensed auditors by the end of 2014;

· other activities that will enable FRC to promote quality reporting and auditing;

· key performance indicators such as the number of reviews, the outcomes of the reviews.

7.2
Budget of FRC

FRC adopts a programme based budgeting, given that it is a requirement of the Statutory Bodies (Accounts and Audit) Act.  The three main programmes of FRC are:

· Promoting quality reporting and monitoring compliance with the National Code of Corporate Governance

· Promoting Audit quality

· Performing Research

FRC’s budget focuses mainly on the above three programmes.  A grant is received from the Ministry of Finance and Economic Development to finance the operating costs.  FRC also obtains funds through the licensing of auditors, renewal of licences, approval of audit firm names and charges for audit practice reviews.

	Grant from the Government
	Rs
	16,955,000

	Grant for Audit Practice Review Software
	Rs
	1,200,000

	Licensing/Renewal of auditors’ licence
	Rs
	1,760,037

	Approval of firm names
	Rs
	12,000

	Audit Practice Reviews
	Rs
	425,000


7.3
Presentation of Financial Statements

FRC’s financial reporting is in compliance with IFRS.  A set of Financial Statements is at Appendix 1.

CHAPTER 8

Future Plans of FRC

The Financial Reporting Act defines a PIE as any public company, or private company, incorporated or registered under the Companies Act 2001, which had an annual revenue exceeding 200 million rupees at the end of its preceding accounting period.

With this limited quantitative threshold, a few listed entities and other entities in the banking, insurance and finance sector were not classified as PIEs as their annual revenue did not exceed 200 million rupees.

However, the definition of PIE has been broadened [as per the Economic and Financial Measures (Miscellaneous Provisions) Act 2012] to include all entities that have significant public interest. The revised definition includes both qualitative and quantitative parameters.

Also the IAASB will be publishing a new Standard (Revised ISA 700) on the format of Audit Report.  The Audit Report would no longer be a boiler plate, as more information on the audit work done will be reported.  The new Standard will be effective as from July 2013.

 8.1
Review of Annual Reports

By reviewing the annual reports of Public Interest Entities and monitoring the quality of published accounts, FRC contributes towards establishing Mauritius as a leading regional financial centre with a modern and well-regulated infrastructure.

FRC will proceed with the review of annual reports of Public Interest Entities and will be engaged in: 

(i) 
Performing Cold Reviews 

FRC will perform a second review for all companies that have already been reviewed, especially the listed companies, where non-compliance has a negative impact on investors.  FRC will also verify compliance to issues from the updates of IFRS. 

(ii) 
Monitoring compliance with the National Code of Corporate Governance

Good governance can improve the ability of the Board of Directors to manage the company effectively as well as to provide accountability to stakeholders.

FRC will prepare issue guidelines on the submission of “Statement of Compliance” by PIEs and would ensure that auditors report accordingly.    

8.2
Audit Practice Review

(i) 
To review sole practitioners 

As mentioned above, the sole practitioners have been given time to implement the quality system in their firms.  The requirements established in a big or medium-sized firm are not the same as for sole practitioners.  However, the fundamental principles, such as leadership, commitment to quality, improving competence and skills, communications with clients and updates in IFRS must be present.  FRC will be involved in reviewing sole practitioners as from January 2013.

(ii)  
Perform follow-up reviews 

There will also be follow-up for reviews that have already been carried out, to verify the implementation of FRC’s recommendations.  Where the work of some partners has been reviewed in a firm, the work of other partners who have not been reviewed will also be taken on board.  

CHAPTER 9
CONCLUSION

After the financial crisis in the year 2008, every effort should be made to win back the confidence of investors, who are in quest for higher quality auditing, improved value of statutory audits and more competition in the market.  Improved audit quality is a key requirement to strengthen investors’ confidence in order to enhance financial stability.  

Investment decisions are strongly influenced by audit opinions.  Investors would wish to see that the audit function evolves to ensure that it remains reliable, relevant and valued.  

The Audit Reform proposed by the European Union has led to a general consensus that any reform of audit needs to improve transparency and quality.  This  helps to reduce the gap between what the auditors are asked to do and what stakeholders and citizens believe the  audit process should involve.  

The Corporate Reporting space has developed immensely since the recent years.  We are now in a new era.  The mandatory submission of an annual report which includes the Corporate Governance Report, continues to be the target of shareholders and investors.  There is now more pressure on companies to become transparent about their relationship with the employees, the communities they operate and their impact on the natural environment and society at large. 

Now that FRC has gained momentum in the review exercise in both audit practice review and financial reporting review, its role as a strong regulatory body in promoting the highest standards of corporate governance, reporting and auditing would undoubtedly be reinforced with the support and assistance of all the other regulatory bodies namely, the BOM, the FSC and the Registrar of Companies. 
FRC would also rely on the understanding of the auditors to comply with the regulatory requirements and ensure that their audit clients, especially the PIEs perform same, that is, adhering to relevant regulatory requirements. 
15 March 2013
1

