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Appendix 1      Financial Statements for the year ended 31 December 2013
Report of Chief Executive Officer

The world has changed considerably over the past decade.  A strong financial reporting infrastructure which includes high quality recognised Standards in auditing, financial reporting and ethics, is vital for the growth of the economy and a strong capital market.

Investors and other stakeholders need meaningful, comprehensive information about an entity’s strategy and how it is creating value in the short, medium and long term.  

The focus nowadays is more on good and quality corporate reporting.  

A good corporate report is one which does not give way to information asymmetry.  Information asymmetry arises when the company non-financial information does not corroborate with the financial figures.  A blatant example is when an entity is facing difficult financial situation having a net current liability, negative cash flows and continuous operating losses, and yet the entity has  stated in the report that there is a good risk management policies and strategies.   

To ensure the provision of symmetrical information, FRC monitors the work done by the auditors of the need to corroborate the non-financial information with the financial figures.  The auditors should possess high professional skepticism, perform analytical review and obtain explanations from those charged with governance.

Stakeholders, especially the shareholders place much reliance  on the work of the external auditors.  The Audit report gives them comfort that the information provided in the corporate report is reliable, true and fair.   However, there has been a lot of criticism world wide, stating that the audit report fails to demonstrate how the audit work has been carried and what are the critical or material issues that have been addressed by the Auditor. The Audit Report to be more informative and relevant. Today financial reporting involves more complexity, more areas of judgment and more qualitative disclosures.  The report as it is now has symbolic value but lacks communicative value, 

There is significant potential for the auditor to provide more substance and transparency.  

The IAASB primary standard addressing auditor reporting , ISA 700, forming  an Opinion and Reporting on Financial Statements, has been substantively revised to incorporate a number of enhancements to auditor reporting.  

More importantly, the IAASB has developed a proposed new Standard ; ISA 701 , Communicating key audit matters in the Auditor’s Report, which establishes what the report should include regarding key audit matters and how  those matters are determined.  

Key audit matters are main issues selected from items communicated with those charged with governance- that, in the auditor’s professional judgement, are most significant in the audit of the financial statements.  The IAASB is proposing that key audit matters should be communicated in the auditors’ report for audits of listed entities 

The new format of the audit report will provide users with more useful knowledge based on the audit performed. 

As the auditor’s report is the key deliverable in the audit process, changes in auditor reporting will likely have positive impacts on audit quality and users’ perception.  This in turn may increase the confidence that users have in the audit and in the financial statements.  

The time for rethinking the auditor’s report is now.  The perceived value of the Financial Statement audit, and therefore the relevance of the auditing profession at large is contingent on enhancing the auditor’s report.

Research is largely positive: the auditor’s opinion is what they valued most and users want to hear more from the auditors.  Users want to have more pertinent and tailored information.

Achievements during the year 

(a) Annual Report Reviews

For the year 2013, FRC had carried out 169 annual report reviews, comprising 144 first time /in-depth review and 25 follow-up reviews.  

FRC provided constructive criticisms and continuously encourage the PIEs to improve in the quality of corporate reporting.  An improvement in the level of financial reporting had also been noted in the year 2013.  It is interesting to note that out of 169 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.

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 also worth noting the contribution of the employees of FRC , the support of  the Council’s members, and the support members of the Panels, for the achievements throughout the year 2013.

Selvida Naiken 
March 2014
CHAPTER 1

Corporate Governance Report

1.0
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 corporate reporting; and

(d)
To promote quality in accountancy and audit services.

The strategies adopted by the FRC to meet the above objectives are in line with the functions specified in the paragraph below.

1.2
Functions of FRC

(a)
The functions of FRC as highlighted in Section 5 of the FR Act are as follows: 

(b)
monitor the practice of auditors with a view to maintaining high standards of professional conduct and practice;
(c)
monitor and enforce compliance with International Financial Reporting Standards issued by the International Accounting Standards Board and the  International Standards for Auditing;

(d)
provide advisory, consultancy and informational services on any matter related to its functions;

(e)
license auditors and maintain a register of licensed auditors;

(f)
monitor compliance with the reporting requirements specified in the Code of Corporate Governance;
 (g)
advise the Minister generally on any matter relating to financial and non-financial reporting, accounting and auditing.

1.3
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 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;
Mr C. Ping Voon To Choon Kwee, Chairperson of MIPA, appointed in November 2013;

Mr J. Benoit, Chairperson of Mauritius Institute of Directors, appointed in November 2013.
Attendance of members for meetings held from January to December 2013 is as shown below: 

	Council Members
	No. of Meetings Attended

	Mr D.B. Seetulsingh
	8/8

	Mr Y. Googoolye
	7/8

	Mrs D.P. Chinien
	8/8

	Miss C. Ah-Hen
	7/8

	Mr M.J. Lamport
	6/8

	Mr Thierry Leung
	3/8

	Mr A. Kodabux
	7/8

	Mr C. Ping Voon To Choon Kwee

(Appointed in November 2013)
	1/2

	Mr J. Benoit

(Appointed in November 2013)
	1/2

	Mr P. Ng Tseung

(Term ended in September 2013)
	4/6

	Mr D. Armoogum

(Term ended in September 2013)
	6/6


 1.4 Staff Matters 

Staff Commitee

The Council is responsible for all staff matters including recruitment, promotion and the welfare of human resources. For the year 2013, given that there were no major staff matters, no meeting was held.  Staff matters were considered by the Council.
The employees of FRC have expressed their wish to be on PRB.  As from January 2013, FRC has joined the PRB which determines the salaries and conditions of employment.  

1.4.1
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 learning, as it is imperative that they keep themselves updated as to what is happening in the financial markets, the developments in financial reporting and auditing standards and principles of corporate governance.  
FRC subscribes to e-IFRS for all the technical staff since this allows them to make on-line research on the requirements and applications of IFRS. In-house training on the application of new IFRS and Auditing Standards is also developed for the benefit of the employees.   
They are also given the opportunity to attend the annual workshop on audit inspection organised by IFIAR (please refer to paragraph 1.8)
1.4.2
Performance Appraisal 

Performance appraisal is carried out on annual basis. The appraisal system is a mechanism to assess the behaviour and technical capacity of the employees.  The CEO assesses the performance of the employees in a transparent manner, through a face to face interview.  The employees have to include 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 obtain from management;
(v) Any further training they  require to improve their performance;
(vi) Any further development to meet the objectives of FRC; and
(vii) How far they can contribute towards research and the issue of any research paper.
1.5
Panel of Experts

Three out of the four Panels as stipulated in S 17 of the Financial Reporting Act have already been established, namely:
· Audit Practice Review Panel (APRP) 
· Financial Reporting Monitoring Panel (FRMP) and 

· Enforcement Panel (EP).  
Members of both APRP and FRMP work in close collaboration with the employees of FRC, by providing expert advice on accounting and auditing issues during the review exercise. 
Based on the findings of reviews, both FRMP and the APRP would refer cases to the EP, whenever appropriate actions/sanctions would be required.
In November 2013, the Council set up the Standard Review Panel (SRP) to be responsible for the review and dissemination of International Accounting and Auditing Standards issued by International bodies. 

1.6
Internal Control/ Audit Committee 

FRC submits its budget estimates to the Ministry of Finance and Economic Development and requests for adequate grant to finance the operation of 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 organisation and a budget of around MUR 22 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 the management letter of the National Audit Office, and addresses any queries contained therein.  
1.7
Code of Ethics/Code of Conduct 
The FRC has established a 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.  

During the year 2013, FRC has issued a Code of Conduct to be adhered to by all employees. The aim of the code of conduct is to develop a common perspective toward a vision of ethical and professional behavior within  the FRC.  

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.

1.8
Membership of International Forum for Independent Audit Regulators (IFIAR)

FRC is a member of the International Forum for Independent Audit Regulators (IFIAR).  The forum consists of 45 members and its main purpose is 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.  FRC is adopting the international  concepts in its operating activities. 
1.9
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. 

1.10
Remuneration of Members and Chief Executive Officer 

For the year 2013, the following remuneration including benefits was paid: 

Remuneration of Members of Council and Panels

	
	Council Members
	(Rs)

	1.
	Mr Dheerujlall B. Seetulsingh
	240,000

	2.
	Mr Yandraduth Googoolye
	35,000

	3.
	Mrs Divanandum P. Chinien
	60,000

	4.
	Mr Matthew John Lamport
	60,000

	5.
	Miss Clairette Ah-Hen
	60,000

	6.
	Mr Thierry Leung
	60,000

	7.
	Mr James K.D. Benoit
	10,000

	8.
	Mr Patrick Ng Tseung
	50,000

	9.
	Mr Ameene Kodabux
	60,000

	10.
	Mr Devapragassen Armoogum
	45,000

	11.
	Mr Clifford Ping Voon To Choon Kwee
	5,000

	12.
	Ms Mohoni Nowbotsing (Secretary) – Appointed in February 2013
	55,000

	13.
	Bank of Mauritius as from August 2013
	25,000

	14.
	Mr Jeewonlall Seeruttun (Secretary) – Resigned in January 2013
	5,000

	
	Panel Members
	Rs

	1.
	Mr Imrith Ramtohul
	12,500

	2.
	Ms Joan Jill Wan Bok Nale
	10,000

	3.
	Mr James S.S. Leung Yin Kow
	10,000

	4.
	Mr Twaleb Butonkee
	10,000

	5.
	Mrs Hema Pawan
	10,000

	6.
	Mrs Jayshree Guness
	-

	7.
	Mr John Chung Chung Wai
	12,500

	8.
	Mr Priyaved Jhugroo
	15,000

	9.
	Mr Louis Pascal Stephane Moutou
	15,000


Remuneration, including other benefits to Chief Executive Officer amounted to               Rs 1,683,616.47.
1.11
 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 wide and in-depth experience in financial reporting and corporate capital structures. Before joining the FSC, she was responsible for monitoring 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 in 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 as 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 in 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, Director 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 Devapragassen Armoogum
Mr Armoogum 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 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).
Mr Clifford Ping Voon To Choon Kwee
Mr Clifford Ping Voon To Choon Kwee is currently Managing Director of OIS Mauritius involved in International Tax Advice and Outsourcing. Prior to that Mr Ping Voon To Choon Kwee has worked in the offshore industry in Mauritius where he specialized in offshore tax structuring.  Mr Ping Voon To Choon Kwee has spent more than 15 years in Australia where he has been a consultant to various small to medium enterprises and he has also worked for over 10 years in the banking industry, namely with BNP Paribas and Westpac Banking Corp where he held senior positions principally in the Corporate Tax Department. 

Mr Ping Voon To Choon Kwee is currently the Chairperson of the Mauritius Institute of Professional Accountants (MIPA) and is also the Economic Consul of the Chamber of Commerce and Industry for the Region of Nosy-Be & Diana in Madagascar.

Mr Clifford Ping Voon To Choon Kwee, a CPA from Australia, holds a Bachelor of Commerce (Major in Accounting, sub-major in Finance) from the University of Western Sydney, a Master of Commerce (Funds Management Specialization) from the University of New South Wales and a Master of Taxation Law from the University of Sydney.

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 Twaleb Butonkee

Mr Twaleb Butonkee is the Chairman of the Financial Reporting and Monitoring Panel and is fellow member of the Institute of Chartered Accountants in England and Wales.  He has a strong financial and professional services background and in-depth expertise in financial reporting, assurance, governance and risk management relevant to public interest entities operating in Mauritius.  He is currently the national audit leader for Deloitte Mauritius.

Mr James Leung Yin Kow
Mr James Leung Yin Kow holds a Bachelor of Commerce (Honours & Summa Cum Laude) from McMaster University (Canada) and a Master of Arts in Economics from York University (Canada). He is also a CFA Charterholder since 2000. He was a member of a task team subcommittee for the Code of Corporate Governance (2004).  Mr Leung has 13 years’ experience as Fund Manager and 3 years’ experience as Stockbroker.  He is currently Managing Director of Skanda Business Consultants Ltd which provides corporate advisory services and is a part time lecturer at the University of Mauritius as well as Open University.

Ms Hema Pawan

Ms Hema Pawan is a member of the Association of Chartered Certified Accountants (ACCA). She has over 7 years of experience in Auditing and Accounting. She has worked on the audit of several clients in the financial services sector, including investment companies and investment funds. 

Ms Hema Pawan currently heads the technical desk at KPMG Mauritius. She was seconded to the Department of Professional Practice (DPP), the KPMG technical department in Johannesburg for an 18 months’ period. Ms Hema Pawan has been involved in the provision of IFRS technical accounting advisory services to KPMG staff and clients, including the preparation of accounting opinions, reviewing of annual financial statements and the presentation of IFRS training material. Ms Hema Pawan has also been a member of the financial instruments team (sub-unit) within DPP which focuses on developing tools, training, research and IFRS technical assistance in various financial instrument accounting matters. 

Mr Imrith Ramtohul
Mr Imrith is actually the Senior Investment Consultant at Aon Hewitt Ltd, the Mauritian office of Aon Hewitt worldwide, which is present in 120 countries.  He previously held positions at Mauritius Union Group, the Stock Exchange of Mauritius and at subsidiaries of South African banking groups Rand Merchant Bank and Nedbank. 

  
Mr Imrith is a Member of the Financial Reporting Monitoring Panel (FRMP) and a Member of the CFA Institute Global Investment Performance Standards (GIPS) Investor/Consultant Subcommittee. 


Mr Imrith has more than 14 years’ experience in the financial services sector.  He holds the Chartered Financial Analyst designation and is a Fellow of the Association of Chartered Certified Accountants UK (FCCA).   He graduated from the University of Cape Town with a Bachelor of Business Science (Honours) degree.

Ms Jill Wan Bok Nale

Ms Jill Wan Bok Nale is an Associate member of the Institute of Chartered Accountants in England and Wales (ICAEW).  She holds a BSc (Hons) Accounting & Finance degree from the London School of Economics.

Ms Wan Bok Nale has worked for 7 years at Ernst & Young as Manager in Audit and Advisory Business focussing on Financial Services, as well as in Transaction Advisory Services on Valuations, Due Diligence and Financial Modelling.  She has experience in the offshore asset management sector having overseen a portfolio of over 150 companies, and having held directorship in over 50 such entities including CIS and CEF.


Since her time at Ernst & Young, Jill has been designated as IFRS expert (Professional Practice Group) in charge of the technical desk, a position which she also subsequently maintained upon transition to the offshore sector. 

Mrs Jayshree Guness

Mrs Jayshree Guness is a Fellow member of the ACCA and holds an MBA, International Business.

She has over 16 years’ experience in the financial services sector.  She currently heads the Administration and Enterprise Risk Cluster at the FSC.

She has been appointed as member of the Financial Reporting Monitoring Panel since February 2013. 

Members of Audit Practice Review Panel

Mr Priyaved Jhugroo

Mr Priyaved Jhugroo is a Fellow of the Institute of Chartered Accountants in England and Wales.  Presently, he is the chairperson of the APRP.

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  Stephane  Moutou  

Mr Stephane  Moutou  is  a  Fellow  member of the Association of Chartered Certified  Accountants.   He also holds an MSc in Risk Management and a BSc in Accounting & Finance from the University of Mauritius.

CHAPTER 2

Licensing of Auditors and Approval of Firm’s name

2.0
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. During 2013, eight auditors did not renew their licenses and FRC licensed thirteen new auditors.  As at December 2013, FRC had licensed one hundred and ninety nine 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.  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.
FRC came across one case where an individual had signed the financial statements of a company with turnover exceeding Rs 50 M without being licensed by the FRC.  It was a clear cut case of breach of Section 33 of the Financial Reporting Act. The matter was referred to the police for further action.

2.1
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 approval of the Council before starting to practice.

As at December 2013, FRC had granted authorisations to seven foreign auditors.
FRC seeks confirmation on the good standing of auditors from their foreign regulatory bodies.  The tenure of the authorization is for one year and normally coincides with the expiry date of the authorisation given by the foreign regulators. 

2.2
Approval of firm’s 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 2013, FRC approved five new Audit Firms’ names and 3 names have been removed from the list, thus increasing the total number of firms from 93 in December 2012 to 95 as at 31 December 2013.
2.3
Submission of list of Auditors

FRC regularly submits the updated list of licensed auditors and approved audit firms’ names to the Registrar of Companies, Bank of Mauritius and the Financial Services Commission.  These bodies will at their end ensure that only licensed auditors are auditing PIEs as regulated or registered with them. 

CHAPTER 3

Review of Annual Reports of Public Interest Entities

3.0
Introduction

Pursuant to S4 of the FR Act, FRC has the following objectives with respect to reporting by PIEs.  They are, amongst others:

· promote the high quality reporting of financial and non-financial information and 

· improve the  credibility of financial reporting 

These objectives are achieved by
· ensuring the adoption  of International Financial Reporting Standards

· monitoring  the truth and fairness of the financial reporting

· monitoring compliance with the requirements of the National Code of Corporate Governance

· reviewing the financial statements of the PIES

3.1
Redefinition of PIE

In December 2012, the definition of a PIE was amended, under the Economic and Financial Measures (Miscellaneous Provisions) Act 2012. The present 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.

In December 2013, amendments have further been brought to the definition of PIEs, to include Statutory Bodies which operate as commercial entities.

3.2 Review of annual reports of Public Interest Entities

FRC reviews the annual reports of Public Interest Entities (PIEs) to ascertain that the Financial Statements are in compliance with requirements of International Financial Reporting Standards (IFRS) and also that the entities adhere to the requirements of the National Code of Corporate Governance.  
During the review exercise, FRC also ensures that the report on Governance is sufficiently linked with the performance of the entity.  

One of the main objectives of ensuring that PIEs conform to good principles of governance is to ascertain sustainability in performance. Consistency and transparency in corporate reporting are important criteria of quality that would bring credibility to the corporate reporting.
3.3 Review plan

As per the database of FRC, there are about 510 PIEs as at 31 December 2013.  FRC adopted a risk-based approach to prepare the annual plan. Entities listed on the Stock Exchange and those regulated by the Bank of Mauritius and the FSC are reviewed regularly.   The table below depicts the various categories of PIEs:
	Public Interest Entities 

	No

	No


	Entities Listed on the Stock Exchange of Mauritius

(Excluding financial institutions regulated by BOM, Insurance & CIS Managers)
		80


	Financial institutions regulated by the Bank of Mauritius 

(Including Custodians licensed under the Securities Act 2005 & excluding cash dealers)
		27

	Financial institutions regulated by the Financial Services Commission of the following categories
		
	(i) Insurance Companies licensed under Section 11 of the Insurance Act 
(Excluding financial institutions regulated by BOM & Captive insurance managers, list of insurance brokers and list of insurance agents)
	20
	
	(ii) Collective Investment Schemes also registered as Reporting Issuers under the Securities Act 2005
	4

	
	(iii) Closed-end Funds also registered as Reporting Issuers under the Securities Act 2005

	4

	
	(iv) CIS Managers licensed under the Securities Act 2005 

(Excluding companies licensed under Section 14 of the Financial Services Act 2007)
	20

	
	(v) Companies licensed under Section 14 of the Financial Services Act 2007 to carry out leasing, credit finance, factoring, and distribution of financial products to the extent that the company is targeting retail clients)

Excluding financial institutions listed on SEM, regulated by BOM, Insurance and CIS Managers
	15

	
	Sub-Total  of (i) to (v)
		63


	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
		340


	Total

		510



	


3.4
Annual Report Review (from 2008 to December 2013) 

FRC has started the annual report review function in the year 2008. As at 31 December 2013, FRC had conducted the review of 666 annual reports (full and follow-up reviews) as illustrated in the table below:

	Categories
	31 December 2013 (12 months)
	31 December 2012 (12 Months)
	31 December 2011 (12 Months)
	31 December 2010 (18 Months)
	30 June 2009 (12 Months)
	As at 31 December 2013

	Listed
	54
	56
	46
	64
	63


	283

	Non Listed PIEs
	115
	85
	73
	88
	22
	383

	Total
	169
	141
	119
	152
	85
	666


During the year 2013, FRC conducted the review of 169 annual reports comprising 144 full reviews and 25 follow-up reviews.  The table below shows the number of times a PIE has been subject to review:

	Sectors
	1st review
	2nd review
	3rd review
	4th review
	5th review
	6th review
	Total

	
	L
	NL
	L
	NL
	L
	NL
	L
	NL
	L
	NL
	L
	NL
	

	Banking, Insurance and Finance
	
	31
	
	8
	3
	4
	1
	3
	1
	-
	
	
	51

	Commerce
	1
	10
	
	9
	
	
	3
	
	
	
	1
	
	24

	Industry
	8
	6
	1
	9
	2
	1
	
	
	
	
	
	
	27

	Investments
	7
	3
	4
	3
	
	
	2
	1
	3
	
	
	
	23

	Leisure & Hotels
	
	13
	
	2
	1
	1
	1
	
	1
	
	2
	
	21

	Sugar
	
	1
	1
	2
	1
	
	4
	
	2
	
	
	
	11

	Transport
	
	2
	
	
	
	
	
	
	
	
	
	
	2

	Others
	2
	5
	1
	1
	1
	
	
	
	
	
	
	
	10

	Total
	18
	71
	7
	34
	8
	6
	11
	4
	7
	-
	3
	        -   
	169


Note:

L = Listed, NL = Non-listed

3.5
Review process 

The review process adopted by FRC is briefly as follows:

(a) FRC conducts the review as per the Methodology on IFRS /Corporate Governance designed by FRC which is updated annually to ensure that the annual reports of the PIEs are in compliance with the IFRS as required by Section 75(1) of the Financial Reporting Act;

(b) Letters of observation on the review are issued to the PIEs for comments;

(c) The comments received are analysed by the technical staff at FRC;

(d) Following the comments, further issues are referred to the Financial Reporting Monitoring Panel (FRMP);

(e) The FRMP advises on the course of action which may take one of the following forms –

· Reiterate the non-compliances raised;

· Call the directors to explain the issues; or

· Refer the matter to the Enforcement Panel: The Financial Reporting Act does make provisions for Sanctions on PIEs (Section 79 of the Financial Reporting Act refers).
The course of action by FRC depends on the seriousness of the non-compliance raised.

3.6
State Owned Enterprises (SOEs)

The Financial Reporting Act was amended by the Economic and Financial Measures (Miscellaneous Provisions) Act 2013 which was proclaimed on 20 December 2013, whereby 16 SOEs have been included in the First Schedule to the Financial Reporting Act and are now classified as PIEs.

FRC had sent letters to these entities, to make them aware of the amendments brought to the FRA.  FRC will conduct reviews of their annual reports to ensure compliance with the requirements of the Financial Reporting Act relating to PIEs.  For these SOEs, FRC will have to report on a half-yearly basis to the Ministry of Finance on the findings identified and on their financial performance. 
3.7
 Findings of the annual report reviews

In this Chapter, FRC highlights the findings pertaining to compliance with International Financial Reporting Standards (IFRS).

Compliance with the National Code of Corporate Governance will be dealt with in the next Chapter. 

Throughout the years, FRC has noted continuous improvement in the application of the requirements of IFRS.  However, FRC observed that there were still missing disclosures relating to some main IFRS, as follows: 

· IAS 1: Presentation of Financial Statements

· 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

3.7.1
IAS 1, Presentation of Financial Statements 

IAS 1 prescribes the basis for presentation of general purpose financial statements to ensure comparability both with a company’s previous financial reporting and with the financial statements of other entities.  

The main non-disclosures were in respect of the following:

· Accounting Policies 

IAS 1 requires companies to provide a summary of their significant accounting policies that are relevant to an understanding of the financial statements. Appropriate accounting policies supported by reasonable and prudent judgments must be used by the PIEs in a consistent manner to facilitate comparability of Financial Statements over time and among the industry. 
32 PIEs [(10 listed (2 BIF, 5 Investment, 2 Industry and 1 Others)), 7 PIEs regulated by FSC (including 4 public), 1 regulated by BOM and 14 ‘Other PIEs’ (including 4 public)], had not adequately disclosed their accounting policies in respect of the following items:

· Investment in associate

· Investment in subsidiary
· Held to maturity Investments
· Goodwill
· Intangible assets
· Leases
· Foreign exchange
· Revenue
· Loans and receivables
· Insurance Contracts
· Employee benefits
· Revaluation of assets
· Information to be presented in the statement(s) of profit or loss and other comprehensive income or in the notes

The standard specifies that additional information on the nature of expenses and other information that is of relevance to an understanding of the financial statements should be disclosed (IAS 1 paragraphs 104 and 112).  

Such information assists in understanding the financial performance achieved and is useful in predicting future cash outflows.
30 PIEs [6 listed (5 Investment and 1 Others), 9 regulated by FSC (including 3 public) and 15 ‘Other PIEs’ (including 1 public)], had not provided separate disclosures on the nature of operating and administrative expenses, selling and distribution costs, entry and exit fees, cost of sales, operating income, investments in financial assets, other receivables and other payables although the amounts were material.

3.7.2
IAS 16, Property, Plant and Equipment 

IAS 16 prescribes the treatment and disclosures applying to the accounting treatment for an entity’s tangible fixed assets. Property, plant and equipment may be carried at cost or at revalued amount.  

Application of this standard would improve the transparency of fair value measurements and ensure that the carrying amounts of property plant and equipment do not differ materially from their fair values and may give rise to better financial reporting quality and governance among PIEs. 

16 PIEs [5 listed (1 BIF, 2 Industry and 2 Investment), 2 PIEs regulated by FSC (including 1 public) and 9 Other PIEs (including 5 public)] had not complied with IAS 16 in respect of the following:
· 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;

· The carrying amount that would have been recognised had the assets been carried under the cost model; 

· A reconciliation of the carrying amount and the accumulated depreciation at the beginning and end of the period with respect to each class of plant and equipment; and

· Assets recognised under the revaluation model had not been revalued with sufficient regularity.
3.7.3
IAS 19, Employee Benefits

IAS 19 prescribes the accounting treatment to be adopted in respect of employee benefits, requiring a liability to be recognised when services have been provided in exchange for future employee benefit and an expense when the company consumes the economic benefit arising from the service. Employee benefits consist of short term benefits, post-employment benefits, other long term employee benefits and termination benefits.  

Post-employment benefit plans are classified as either defined contribution plans or defined benefit plans. The nature of the defined benefit plans varies significantly from relatively straightforward provisions for severance pay to complex pension plans of groups.
Information about post-employment benefits is particularly important to users of financial statements because other information published by an entity will not allow users to estimate the nature and extent of defined benefit obligations and to assess the risks associated with those obligations. It also assists users of financial statements in understanding the financial effect of the plan during the period and the future liability of the entity (IAS 19 paragraph 120). 

48 PIEs [11 listed (1 Commerce, 4 Industry, 4 Investment and 2 Others), 2 PIEs regulated by BOM, 8 PIEs regulated by FSC (including 5 public) and 27 ‘Other PIEs’ (including 6 public)] partly complied with IAS 19.

3.7.4
IAS 24, Related Party Disclosures
IAS 24 applies to identification and disclosures of related party transactions. The disclosure of transactions with related parties is important to enable users to understand the nature of the transactions and the financial implications. Moreover, in order to meet rational economic demand, the PIEs must also have an established corporate governance mechanism that assists in ensuring that complex related party transactions are sufficiently monitored.

The annual report review of 2013 carried out indicates that 38 PIEs [5 listed (1 BIF, 1 Commerce, 2 Investment and 1 Others), 1 PIE regulated by BOM, 7 PIEs regulated by FSC (including 3 public) and 25 ‘Other PIEs’ (including 4 public)] had not complied with the disclosures on transactions with related parties.

· Disclosure on Key Management Personnel 

FRC noted that many entities failed to disclose compensation paid to key management personnel.  ISA 24 defines key management personnel as those persons responsible for planning, directing and controlling the activities of the entity.  Information on compensation to key management in each of the following five categories (IAS 24 paragraph 17) has to be disclosed. 

1. short-term employee benefits;

2. post-employment benefits;

3. other long-term benefits;

4. termination benefits; and

5. share-based payment.

3.7.5
IAS 36, Impairment of Assets
IAS 36 sets out the procedures for impairment that a company should apply to ensure that its assets are carried at not more than their recoverable amount and the disclosures required in specific circumstances. 

If the carrying amount exceeds its recoverable amount, the asset is described as impaired and the company must recognise an impairment loss.  

With respect to goodwill, PIEs are required under IAS 36 to test for impairment of the cash-generating unit to which goodwill has been allocated annually, and whenever, there is an indication that the unit may be impaired (IAS 36 paragraph 90). 
Paragraph 6 of IAS 36, defines CGU( or Units) as asset or group of assets that generates cash inflows that are largely independent of the cash inflows from other assets.  Identification of CGU requires  operational judgement.
11 PIES [3 listed (1 BIF and 2 Industry), 2 PIEs regulated by FSC (including 1 public) and 6 ‘Other PIEs’ (including 1 public)] had not complied with IAS 36 as they had not disclosed the following:

· The events and circumstances that led to the recognition of impairment loss (IAS 36 paragraph 130);
· In respect of goodwill allocated to cash-generating units (CGUs) for the purpose of impairment testing, there were no disclosures regarding (IAS 36 paragraphs 134 and 135):

· The amount allocated to CGUs; 

· The basis on which the units’ recoverable amount has been determined (ie value in use or fair value less costs of disposal);

· The key assumptions on which the cash flow projections are based;
· A description of the company’s approach to determining the value assigned to each key assumption;
· The discount rate(s) used in the current estimate; and

· The growth rates and the period over which management had projected cash flows.

The disclosures as per IAS 36 provide users of accounts with useful information in assessing future cash flows and the risks specific to an asset in determining whether an asset may be impaired.

3.7.6
IFRS 7, Financial Instruments: Disclosures 
IFRS 7 applies to all entities that have financial instruments.  Disclosures relating to financial instruments are provided in annual accounts to enable users to evaluate the significance of financial instruments, the performance and the nature and extent of risks arising from the financial instruments to which the company is exposed and how the company manages those risks. Identification of risks by the Board is also useful for PIEs as it assists in generating economic profit and enhances shareholder value in the long term.

FRC noted from the review exercise that 47 PIEs [10 listed entities (1 Commerce, 1 Industry, 5 Investment and 3 Others), 1 PIE regulated by BOM, 13 PIEs regulated by FSC (including 5 public) and 23 ‘Other PIEs’ (including 2 public)] had not complied fully with IFRS 7.

The following disclosures required by IFRS 7 were found missing: 

· Management of financial risks (IFRS 7 paragraphs 33 and 39).

· Summary quantitative data to explain how the entity was exposed to each type of risk (IFRS 7 paragraph 34).

· Information on credit risk such as (IFRS 7 paragraphs 36 and 37):

· Amount that best represents the entity’s maximum exposure to credit risk.

· Information about the credit quality of financial assets that are neither past due nor impaired.

· An analysis of financial assets that are individually determined to be impaired as at the end of the reporting period, including the factors the entity considered in determining that they are impaired.

· An analysis of the age of financial assets that is past due as at the end of the reporting period but not impaired.

· Description, carrying amount, fair value and terms and conditions of collaterals.

· Explanation of why fair value cannot be measured reliably for unquoted investment measured at cost (IFRS 7 paragraph 30(b)).

· A maturity analysis for non-derivative financial liabilities (including issued financial guarantee contracts) that shows the remaining contractual maturities (IFRS 7 paragraph 39).

· Sensitivity analysis for each type of market risk to which the company is exposed and the methods and assumptions used in preparing the sensitivity analysis (IFRS 7 paragraph 40).

· Information about cash flow hedges (IFRS 7 paragraph 23).

· Methods, valuation techniques and assumptions applied in determining fair values of each class of financial assets or financial liabilities (IFRS 7 paragraph 27).

· Classification of investments using a fair value hierarchy that reflects the significance of the inputs used in making the measurements (IFRS 7 paragraph 27A).

· A reconciliation from the beginning balances to the ending balances, for fair value measurements in Level 3 of the fair value hierarchy (IFRS 7 paragraph 27B).

3.7.7
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. IFRS 8 requires an entity to report financial and descriptive information about its reportable segments.  Reportable segments are operating segments or aggregation of operating segments that meet specific criteria.

Operating segments are components of an entity about which separate financial information is available.  The Directors of the entity shall evaluate regularly the performance of the operating segment(s) to determine the allocation of resources. 
During the course of its annual report review exercise, FRC observed the following in respect of the 34 listed entities:

· 16 entities (1 BIF, 1 Commerce, 7 Industry, 4 Investment, 1 Sugar and 2 others) had fully complied with the requirements of IFRS 8.

· 4 entities (3 Investment and 1 Sugar) had partly complied with the requirements of IFRS 8.

· 14 entities (2 BIF, 1 Commerce, 3 Industry, 6 Investment and 2 Others) had not disclosed the requirements of IFRS 8 as this IFRS was not applicable to them given that they did not have more than one operating segment due to the nature of their businesses.

The non-compliances raised in respect of the entity that had partly complied with the requirements of IFRS 8 were as follows:

· Explanation of the measurements of segment profit or loss, segment assets and segment liabilities for each reportable segment (IFRS 8 Paragraph 27).

· the amount of investment in associates and joint ventures accounted for by the equity method, and

· the amounts of additions to non-current assets.

· Information about the extent of its reliance on its major customers (IFRS 8 Paragraph 34).
3.8
Other Critical Findings
FRC has also come across certain critical issues which should be brought to the attention of those charged with governance. They are highlighted below: 

3.8.1 
Working Capital (Net Current Liabilities)
Section 6 of the Companies Act 2001 provides criteria to assess the solvency of an entity. One of the two criteria is working capital which is used to assess the liquidity position of the entity and its ability to pay its debts in the near future. 

FRC observed from the annual report review exercise that 31 PIEs [9 listed (1 Commerce, 4 Industry and 4 Investment), 2 PIEs regulated by FSC and 20 ‘Other PIEs’ (including 2 public))] had negative cash flows and net current liabilities.

Out of the 31 entities which had net current liabilities, 18 PIEs [6 listed (1 Commerce, 3 Industry and 2 Investment), 2 PIEs regulated by FSC and 10 ‘Other PIEs’ (including 2 public)] had distributed dividend out of retained earnings. 

It should be emphasised that when an entity pays dividend in a net current liability situation, this might put pressure on the entity’s available cash flow resources and its ability to pay its debts as they become due in the normal course of business. It may also lead to the inability to meet the solvency test as defined in Companies Act 2001.  
FRC has requested information from the Chairman of the Board of the PIE, on  strategy and risk management policies adopted by the PIEs which are in financial difficulties and their ability to distribute dividends.

3.8.2 
Audit and non-audit fees
As per the IFAC Code of Ethics, auditors may provide PIEs with non-audit services. Except in emergency situations, an auditor shall not provide to a PIE accounting and bookkeeping services, including payroll services, or prepare financial statements on which the firm will express an opinion or financial information which forms the basis of the financial statements. 

Performing certain tax services such as tax calculations of current and deferred tax liabilities (or assets), providing a corporate finance service, for example advice on the structuring of a corporate finance transaction or on financing arrangements may also create self-review and advocacy threats. The significance of any threat shall be evaluated and safeguards applied when necessary to eliminate the threat or reduce it to an acceptable level.

Section 221 of the Companies Act 2001 deals with the contents of an annual report and requires entities preparing an annual report to state the amounts payable by the company for audit fees and, as a separate item, fees payable by the company for other services.

The Code of Corporate Governance (Code) also requires entities to disclose a description of non-audit services in their annual reports.  
The main concern is that excessive provision of other services may impair auditor’s independence and objectivity.  As per the Code, the importance of external auditor independence is a vital pre-condition for the workings of efficient capital markets.

With respect to audit and non-audit fees, the following observations were made following the reviews of the 144 PIEs:

· 71 PIEs [17 listed (1 BIF, 1 Commerce, 6 Industry, 6 Investment, 1 Sugar and 2 Others), 1 regulated by BOM, 20 PIEs regulated by FSC (including 5 public) and 33 ‘Other PIEs’ (including 6 public)] had paid fees for audit services only.

· 46 PIEs [14 listed (2 BIF, 3 Industry, 6 Investment, 1 Sugar and 2 Others), 4 regulated by BOM, 11 PIEs regulated by FSC (including 6 public) and 17 ‘Other PIEs’ (including 3 public)] had paid fees for audit services as well as ‘other services’ provided by the same firms of external auditors.  The ‘other services’ were mainly tax services. 

· 2 PIEs regulated by FSC (including 1 public) and 15 ‘Other PIEs’ (including 1 public) had not disclosed the audit and/or non-audit fees after having complied with sections 218(2) and 218(4) of the Companies Act 2001.  

· 9 PIEs [3 listed (1 Commerce, 1 Industry and 1 Investment), 1 regulated by BOM, 3 PIEs regulated by FSC (including 1 public) and 2 ‘Other PIEs’] had not disclosed the fees for audit and other services, as per the requirements of the Companies Act 2001 and the Code of Corporate Governance.

FRC had urged these entities to provide adequate disclosures in compliance with legal requirements.

3.9 
Follow up reviews of annual reports
FRC undertook follow-up reviews to assess the extent to which findings raised on previous reviews had been satisfactorily addressed by the PIEs. New issues such as the application of new standards, amendments to standards and regulations arising during the course of the follow-up reviews of the annual reports were also considered. 
During the year under review, 25 follow up reviews were undertaken.  The selected PIEs reviewed were mainly listed entities and PIEs from the Banking, Insurance and Finance sectors (BIF).

The following table analyses the follow up reviews of PIEs by sector: 

	Type of review
	Sectors

	
	BIF
	Commerce
	Industry
	Investment
	Leisure & Hotels
	Sugar
	Total

	Listed on SEM
	2
	3
	1
	3
	5
	6
	20

	Financial institutions regulated by BOM (excluding cash dealers)
	4
	-
	
	-
	-
	-
	4

	Financial institutions regulated by FSC:
	1
	
	
	
	
	
	1

	Section 14 of the FSA – leasing, credit finance, factoring and distributions of financial products
	
	-
	
	-
	-
	-
	

	Total
	7
	3
	1
	3
	5
	6
	25


3.9.1
Findings from the follow-up reviews
During the follow-up reviews carried out during the year ended 31 December 2013, FRC considered whether the issues previously raised in previous full annual report reviews had been properly addressed in the PIEs’ latest annual reports and whether there were still recurrent issues from previous reviews. This exercise ensured that PIEs had taken corrective actions subsequent to FRC’s previous letters of observations.

FRC also verified the proper applications of newly effective IFRS.
FRC noted an overall improvement in the reporting of most entities. There were certain non-compliances which were reiterated as they were not properly addressed in the current annual reports of the 13 PIEs [10 listed (1 BIF, 1 Commerce, 1 Industry, 3 Leisure & Hotels and 4 Sugar) and 3 regulated by BOM]:

· IAS 1, Presentation of Financial Statements (paragraphs 117, 134 and 135)

· Information on the entity’s objectives, policies and processes for managing capital including the summary quantitative data about what the entity manages as capital.

· Accounting policies used that are relevant to an understanding of the financial statements. 

· Additional information on the nature of expenses.

· Cross-referencing of items in the annual report

· IAS 2, Inventories (paragraph 36)

Cost formula used in measuring inventories.

· IFRS 5, Non-current Assets Held for Sale and Discontinued Operations (paragraphs 38 and 41(b))

· Separate presentation of non-current asset classified as held for sale from other assets in the statement of financial position.

· A description of the facts and circumstances of the sale with respect to a non-current asset classified as held for sale or sold.

· IAS 16, Property, plant and equipment (paragraph 34)

Frequency of revaluation of items of property, plant and equipment

· IAS 17, Leases (paragraph 47)

A general description of the lessor’s material leasing arrangements.

· IAS 36, Impairment of Assets (paragraph 134)

Estimates used to measure the recoverable amounts of CGUs containing goodwill.

· IFRS 7, Financial Instruments: Disclosures (paragraphs 15, 33 and 40)

· Sensitivity analysis. 

· Management of financial risk.

· Fair value of collateral and terms and conditions associated with its use.

· IFRS 8, Operating Segments (paragraphs 22(a), 32 and 34)

· Extent of the company’s reliance on its major customers.

· Factors used to identify the entity’s reportable segments, including the basis of organisation.

· The revenues from external customers for each product and service, or each group of similar products and services.

3.10
 Grading of Annual Report Reviews 
FRC has established a grading system to be more consistent in its approach of assessing the quality of corporate reporting by Public Interest Entities. The grading system was applicable as from September 2013 and is based on four levels which are as follows:

· Compliant (Grade 1)

· Acceptable with limited improvements required (Grade 2A)

· Acceptable overall with improvements required (Grade 2B)

· Significant improvements required (Grade 3)

The grades of the annual report review were determined mainly by the nature of non-compliances raised with respect to IFRS, auditors’ report, corporate governance and other issues arising such as non-compliances with regulations, going concern problem and independence of auditors amongst others. This would also assist the FRC in determining and measuring the level of quality reporting.

FRC reviewed and graded the annual reports of 53 PIEs (48 Full reviews and 5 follow up reviews) for the period September to December 2013. For those PIEs with grade 2B, a follow up review of their next annual reports would be carried out during the year 2014. 
The table below shows an analysis of the grading obtained by types of PIEs.
	Types of PIEs
	Full Review
	Follow-up Review
	Total

	
	Grade 1
	Grade 2A
	Grade 2B
	Grade 1
	Grade 2A
	Grade 2B
	

	Listed on SEM
	3
	4
	7
	2
	1
	1
	18

	Financial institutions regulated by BOM (excluding cash dealers)
	-
	
	1
	-
	1
	-
	2

	Financial institutions regulated by FSC
	-
	1
	12
	-
	-
	-
	13

	Other PIEs
	-
	7
	13
	-
	-
	-
	20

	Total
	3
	12
	33
	2
	2
	1
	53


3.11
Communication with PIEs
FRC communicates with the PIEs not only through the letters of observations following the annual reports reviews, but also through the following means:

3.11.1 IASB Updates on FRC website
FRC publishes on a monthly basis, updates from IASB on its website.  Normally the updates from IASB include 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.

3.11.2 Publication of bulletins
FRC prepares half yearly bulletins on the annual reports reviews which are 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 are classified as per sectors in which the PIEs operated and the categories to which the PIEs belong; and

· The rationale as to why compliance is 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.

3.11.3 Attending queries from PIEs
FRC usually receives emails from PIEs, external auditors, and others relating to queries on application of the requirements of IFRS, Code of Corporate Governance and the Financial Reporting Act.

FRC does consider these queries and replies to the respective persons on a timely basis.

3.12
 Collaboration with other bodies
FRC signed an MoU with the FSC in 2012 and in the year 2013 with the Mauritius Institute of Directors (MIoD) and the Stock Exchange of Mauritius (SEM).
FSC, MIoD and SEM recognise the importance of mutual consultation across a wide range of issues relevant in the corporate world.  In entering into these MoUs, these institutions give due recognition to the need to –

(a) share information relevant to the exercise of their functions; and

(b) improve understanding of their respective roles.

FRC’s activities are not limited to reviewing annual reports of PIEs.  FRC shares the detailed outcomes of reviews of the PIEs to the relevant regulators such as the FSC and the Stock Exchange of Mauritius.

FRC also liaises with other regulators such as the FSC, Bank of Mauritius and the Registrar of Companies where it considers that the matters that have come to its attention could be of significance to them in the discharge of their responsibilities.

3.12.1
Correspondence with the Registrar of Companies 
FRC shares relevant information with the Registrar of Companies, relating to annual reports reviews and on auditors.
During the annual report review exercise, FRC did note that various PIEs had not prepared their annual reports within the time prescribed by the Companies Act.  This was referred to the Registrar of Companies since they were in breach of Section 215(1) of the Companies Act.  

FRC had also informed the Registrar of Companies, in one case where there was depletion of Capital 

CHAPTER 4

Compliance with National Code of Corporate Governance

4.0
Introduction
Adopting the Code of Corporate Governance, on a “comply or explain” basis has become mandatory as from the year 2008, pursuant to Section 75 of the Financial Reporting Act
FRC advises the entities that complying with the Code is the stepping stone towards integrated reporting and sustainability.
The provision of only a set of general purpose financial reports does show the value creation by an entity.  The Financial Statements provide historical information on the financial performance and financial situation of an entity. Users cannot really assess how value is being created and how the entity is safeguarding and protecting the interest of all stakeholders namely, the shareholders, the investors, the creditors, the employees, the society and the environment at large. 
Therefore complying with the requirements of the National Code of Corporate Governance provides to some extent the non-financial information. 
4.1
Compliance with the Code 
In 2013 the FR Act was further amended requiring the PIEs to submit a Statement of Compliance, signed by the Chairperson and a director of the Board.  The entity shall provide explanations if it has not complied with certain requirements of the Code. 
4.2      Guidelines Issued by FRC
To facilitate the compliance with the Code, FRC has issued two guidelines 

(i) Guidelines for PIES , on the format of the “Statement of Compliance” GN 1016 of 2013
(ii) Guidelines for auditors, GN 1819 of 2013 on ways to report when there are various scenarios of compliance by the PIEs, namely 

· when the PIE has fully complied with the requirements of the Code

· when the PIE has partly complied and has given explanations for non-compliance with certain requirements

· when the PIE has not complied with the Code and has given explanations

· when the PIE has not complied with the Code and has not given explanations .

4.3  FRC’s Review 
4.3.1
Submission of Corporate Governance Report 

The table below gives an indication of compliance with the Code by the PIEs:

	Types of reviews
	CGR Submitted
	CGR not Submitted
	Total

	
	Complied
	Partly Complied
	Explained
	Not Explained
	

	Listed on SEM
	21
	24
	0
	7
	52

	Financial institutions regulated by BOM (excluding cash dealers)
	3
	7
	0
	0
	10

	Financial institutions regulated by FSC
	
	
	
	
	

	· Insurance Companies
	0
	8
	0
	1
	9

	· CIS Managers
	0
	8
	1
	4
	13

	· Collective Investment Scheme
	0
	1
	0
	0
	1

	· Section 14 of the FSA – leasing, credit finance, factoring and distributions of financial products
	1
	8
	0
	5
	14

	Other PIEs
	9
	28
	14
	19
	70

	Total
	34
	84
	15
	36
	169


It can be clearly seen from the Table above that:

(i)  133 (80%) PIEs have submitted a Corporate Governance Report, although most of them have partly complied with the Code;

(ii) Of the remaining 51 which have not submitted a Corporate Governance Report, 15 have given explanations for not complying.  Of note the CIS Manager regulated by the FSC is a newly categorised PIE.
(iii) From the 36, which have not complied with the Code, only 17 (includes 6 listed on SEM) are newly categorised PIEs.
(iv) The remaining 19 PIEs which did not comply with the Code were private companies.  These private PIEs have adopted S218 of the Companies Act, and did not produce annual reports.  FRC recommended that these PIEs prepare annual reports and comply with the requirements of the Code of Corporate Governance as specified in the Financial Reporting Act. 
It can be concluded that the overall compliance with the Code, on a “comply or explain” has reached quite a good level from 70 % in the year 2012 to around 80% in 2013. 
4.3.2 Reporting by Auditors in compliance with Section 39(3) of the FR Act

Section 39 (3) of the Financial Reporting Act requires an auditor to report whether the disclosures made in the corporate governance report are consistent with the Code.

From the 169 Annual Reports reviewed, 133 PIEs had complied with Section 75 of the Financial Reporting Act and had submitted a corporate governance report or explanations for non-compliance.  FRC noted that:

(i) The auditors reported on 131 of those annual reports; and 
(ii) For the remaining PIEs, FRC requested explanations from the Auditors, for non-compliance with S39(3) of the Financial Reporting Act.
4.3.3 Part Compliance with Requirements of Code

84 PIEs complied partly with the requirements of the Code. The non- compliances could be analysed in terms of the relevant sections of the CCG, as follows:

	Sections of CCG
	No. of Non compliances

	Section 2- Boards and Directors
	101

	Section 3 – Board Committees
	20

	Section 5 – Risk management, Internal Control and Internal Audit
	23

	Section 6 – Accounting and auditing
	22

	Section 7 – Integrated Sustainability Reporting
	21

	Section 8 – Communication and Disclosure
	65


(i) 101 non-compliances, representing 40% of total non-compliances, were noted with respect to Section 2 of the Code, that is, Board Composition.

The major issues were;

· absence of the required number of executives, the requirement of the Code is at least 2

· insufficient number or no  independent directors on Board 

· Disclosure of directors’ remuneration, on an individual basis 

(ii) There were 65 (i.e. 26%) non-compliances with respect to Section 8 of the Code. This section of the Code concerns disclosure of information users of Annual Reports. Communication of important information that were missing in some of these annual reports such as:

· material clauses of the company’s constitution;
· statement of remuneration philosophy; and 
· detailed time table communicating important events.
(iii) Sections 3, 5, 6 and 7 – FRC noted that about 34% of non-compliances related to those four sections of the Corporate Governance Report.

Section 3 of the Code, is about, disclosure of information concerning existence of the audit committee and composition of the various committees.

Section 5 is about disclosure on internal audit.
Section 6, that is “Accounting and auditing”.  The major non-compliance was about disclosure of non-audit services provided by the external auditor of the PIE.

With respect to non-compliances with Section 7 of the Code, FRC noted that missing disclosures concerning policies and procedures as regards ethics, environment, health and safety and social issues as well as carbon reduction commitment.

5.0

Corporate Governance and Integrated  Reporting

Complying with the requirements of the National Code of Corporate Governance is the starting point towards integrated reporting.  On 9 December 2012, the International Integrated Reporting Council (IIRC) released its Integrated Reporting Framework.  This framework has been internationally recommended as a way towards improving transparency in corporate reporting by providing basic principles on how to integrate resources in order to create value.   
Integrated reporting consists of the following key components (from ACCA Magazine February 2014):
(a) Organisational overview and the external environment under which it operates;

(b) Governance structure and how this supports its ability to create value;

(c) Business Model;

(d) Risks and opportunities and how to deal with them and how they affect the company’s ability to create value;

(e) Strategy and resource allocation;
(f) Performance and achievement of strategic objectives for the period and the outcomes;

(g) Outlook and challenges facing the company and their implications; 
(h) To determine what to include in the integrated report and how the elements are quantified and evaluated.
CHAPTER 5

Audit Practice Review

5.0
Introduction
Pursuant to S4 of the FR Act, FRC has the following objectives with respect to audit services.  They are:

· promoting the highest standards among licensed auditors and  

· enhancing the quality of accountancy and audit services.

To attain these objectives, FRC performs the following;
· monitor the practice of auditors with a view to maintaining high standards of professional conduct;

· monitor and enforce compliance with International Auditing Standards  and 

· conduct practice reviews of auditors 

5.1
Audit Firms and Auditors
As at 31 December 2013, FRC had a total of 95 approved audit firms and 199 registered licensed auditors categorised as follows in the table below:

	
	Number of Approved firm names
	Number of licensed Auditors

	Sole Practitioner_ Practice in their own name
	-
	15

	Sole Practitioner Firm
	55
	55

	Two-partner Firm
	24
	48

	 More than two-partner firm
	16
	81

	
	95
	199


5.2
Audit Practice Reviews (APR)
Pursuant to 77(1) of the Financial Reporting Act, FRC is authorised to review the practice of an auditor.  In this respect FRC undertakes full audit practice reviews and where required a follow-up review is carried out. 

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) 

· 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.

5.2.1
Full Audit Practice Reviews
Since October 2008, FRC has continually been engaged in the practice reviews of audit firms and licensed auditors.  From October 2008 to December 2013 FRC  reviewed 214 engagement files from the practice reviews of 118 licensed auditors (including six licensed auditors reviewed for the second time).  FRC reviews the six large audit firms annually, because most of the PIES , around 90% , are audited by the large audit firms. 
The table below illustrates the number of reviews carried out each year during that period:

	Year/No of Reviews
	2008
	2009
	2010
	2011
	2012
	2013
	Total 

	Audit Firms
	3
	10
	26
	18
	17
	21
	

	Licensed Auditors
	4
	21
	30
	23
	19
	21
	118

	Files
	7
	51
	54
	32
	36
	34
	214


5.2.2 
Follow-Up Audit Practice Reviews

Follow-up audit practice reviews are normally carried out when major non-compliances are identified during the first full APR or where significant improvements are needed in the audit quality control system and the audit methodology of the firm. 

FRC performs both on-site and off-site follow-up reviews.  FRC noted a reduction in the follow-up reviews which could be attributed to the increased understanding by the auditors of the regulatory requirements.  The table below clearly demonstrates this fact.

	Year/

No of Follow-up Reviews
	2011
	2012
	2013

	On-site
	16
	5
	7

	Off-site
	13
	18
	7


5.3
Reviews carried out for the year 2013
During the year 2013, FRC carried out 21 audit practice reviews where 21 licensed auditors were selected to assess their audit engagement files.  Of the 21 licensed auditors 6 were assessed for the second time and are auditors from the six large audit firms. 

Following the review exercise, FRC made relevant recommendations to the firms and the auditors, on the non-compliances identified in respect of International Standards on Quality Control (ISQC1), International Standards on Auditing (ISA), licensing of auditors Rules and requirements of IFAC Code of Ethics. 
Details of the category of firms reviewed, the number of auditors assessed and the types of engagement files verified during the year 2013 by the FRC, are 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
	Small Private Co.

	Sole Practi-
tioners
	12
	12
	-
	2
	7
	6
	2

	2-Partners Firm
	2
	2
	-
	1
	1
	1
	-

	Large firms
	7
	1
	6
	12
	-
	1
	1

	Total
	21
	15
	6
	15
	8
	8
	3

	
	21
	34


It can be noted from the table above that 12 sole practitioners, 2 partners from 2-partner firms and 7 partners from large firms were assessed.  With respect to audit engagement files, 15 were PIEs, 8 were companies that required statutory audit, 8 Global Business Companies and 3 were small private companies. 
The 34 engagement files selected were from the following business sectors:

	Sectors 
	Engagement Files Reviewed
	PIE  Listed
	PIE Not Listed
	Statutory audit

 < Rs 200m 
	GBC
	Other

	Commerce
	8
	-
	4
	3
	1
	-

	Services
	9
	-
	3
	2
	3
	1

	Cash Dealer/Money Changer
	2
	-
	-
	-
	-
	2

	Investment Holding
	4
	-
	-
	-
	4
	-

	Insurance/Banking/Leasing
	4
	-
	4
	-
	-
	-

	Construction
	3
	1
	1
	1
	-
	-

	Manufacturing
	4
	1
	1
	2
	-
	-

	Total
	34
	2
	13
	8
	8
	3


5.4
Main findings from the reviews during the year 2013

A summary of the findings from the reviews is given in the table below:
	TYPES OF FIRM
	Compliance with Licensing Rules
	Do the practices have a quality control system in compliance with the requirements of ISQC1 which is being implemented?
	Were major non-compliances identified from the files review w.r.t ISAs?

	
	YES
	NO
	YES
	NO
	YES
	NO

	SOLE PRACTITIONERS
	4
	8
	7
	5
	7
	10

	2 PARTNER FIRMS
	2
	-
	2
	
	-
	3

	LARGE FIRMS
	7
	-
	7
	-
	1
	13

	TOTAL
	13
	8
	16
	5
	8
	26


In the table above the findings from the audit practice reviews are summarized in three groups, namely:

· Compliance with requirements of Licensing Rules

· Compliance with the requirements of ISQC1, and

· Compliance with the requirements of ISAs.

5.4.1 
Compliance with the Requirements of Licensing Rules

Out of the 21 auditors reviewed, 13 complied with all the requirements of the Licensing Rules, while shortcomings were identified with 8 auditors.  They were sole practitioners and had failed to have formal continuity of practice arrangements (CPA) with licensed auditors.  

These auditors were advised to make formal arrangements for CPA as this is a licensing requirement.  They have subsequently made formal CPA and have notified the FRC accordingly.

 5.4.2 
Compliance with the requirements of ISQC1

The objective of a quality control system in compliance with the requirements of ISQC1 is to provide the audit firm reasonable assurance that: 

· The firm and its personnel comply with professional standards and applicable legal and regulatory requirements; and

· Audit Reports issued by the firm or engagement partners are appropriate in respective circumstances 

With respect to compliance with the requirements of ISQC1, it can be observed from the above table that:

· 16 practices had a system of quality control to perform audit engagements

· 2 did have a documented quality system which  was not implemented and

· 3 did not have a documented quality control system 

5.4.3 
Compliance with the requirements of ISAs: Engagement files reviewed 
From the table it can be observed that major non-compliances with respect to ISAs were identified in 8 engagement files that were reviewed.  Seven of the engagement files were audited by five sole-practitioners and one by a large firm, that is, a firm with more than 2 partners. 
The main non-compliances identified were related to the following:

· Breach of Section 39(2) of FR Act: 
Five auditors had issued audit reports stating that the audits had been carried out in accordance with ISAs, although from the files reviewed FRC observed that audits were not done in compliance with the requirements of ISAs.   

This is a fundamental breach of Section 39(2) of the FR Act, which state that ‘No licensed auditor shall, in his report, express an opinion unless he has complied with the auditing standards’.

All the 5 auditors concerned were referred to the Enforcement Panel and warnings as per Section 43(2) of the FR Act were issued to them. 

The five sole-practitioners have performed audit of regulated entities without complying with the requirements of International Auditing Standards.  FRC has referred three cases, which were Global Companies of Category 1, to the Financial Services Commission and one case, a Money Changer to the Bank of Mauritius. 

The Registrar of Companies has also been informed of all the five cases, because pursuant to S205 of the Companies Act, all audits shall be in compliance with International Auditing Standards.
5.4.4
Other non-compliances identified by FRC

The most common non-compliances identified are as follows:
· Planning the Audit 
At planning stage of the audit FRC observed that some auditors did not adhere fully to the following ISAs:
· Determine Materiality for the financial statements (ISA 320); 

· Apply any procedure for the Identification of related parties  (ISA 550); 

· Perform any audit procedures to help identify instances of non-compliance with Laws and Regulations that may have a material effect on the financial statements (ISA 250);

· Keep any documentation as required by ISA 240 with respect to the auditor’s responsibilities relating to fraud in an audit of financial statements.

· Understanding the Entity (ISA 315)
In some engagement files, there was no documentation on understanding the entity and its environment.  Before starting the audit work, the auditor has to perform an assessment on the management, the control system and the regulatory environment amongst others, of the entity. ISA 315, stipulates “The objective of the auditor is to identify and assess the risks of material misstatement, whether due to fraud or error, at the financial statement and assertion levels, through understanding the entity and its environment, including the entity’s internal control, thereby providing a basis for designing and implementing responses to the assessed risks of material misstatement.”  
· Going Concern Assessment (ISA 570)
Another area where much improvement is required, mostly from the engagement files, is on the assessment of going concern.  Various engagement files reviewed lacked documentation on how the auditor has assessed the going concern concept adopted by the entity.  In several cases where the entity had indicators for going concern problems, it was noted that the auditor relied on a letter of support from parent companies without assessing the capacity of the parent company to support the entity.

· Audit Documentation (ISA 230) 
Audit Documentation is another area where the auditors have to pay particular attention.  As per paragraph 5 of ISA 230, the objective of the auditor is to prepare documentation that provides:

· Sufficient and appropriate record of the basis for the auditor’s report and

· Evidence that the audit was planned and performed in accordance with ISAs and applicable legal and regulatory requirements.
On several occasions, FRC came across auditor’s conclusions on certain items of the financial statements where the auditor stated that the items were free from material misstatements based on the audit work carried out.  However, the related audit works were not to be found in the working paper file for reference. 
The absence of documentation of audit work in the engagement file is an indication that no audit work was carried out by auditor to substantiate audit conclusions and this may lead to a breach of Section 39(2) of the FR Act.   

5.5
Follow-Up Reviews

In 2013 FRC also carried out follow-up reviews, both on-site and off-site.  On-site follow-up reviews were performed with respect to those practices where major shortcomings were observed during the first review exercise.  Off-site reviews were done for auditors where certain policies/procedures were found to be missing during the previous reviews.  In total 14 follow-up reviews were effected for the year 2013, of which 7 were on-site and 7 off-site.

From the follow-up exercise FRC observed that the practices had considered the recommendations of the FRC and appropriate measures were taken to improve the quality of audit, to the satisfaction of the FRC.

5.6
Enforcement Panel
In cases of major non-compliance, that is tantamount to breach of the FR Act, the Panels referred them to the Enforcement Panel.  Since its setting up in December 2012 the EP had met on 7 occasions and has considered 11 cases which were referred to it by the APRP. The table below illustrates the number of cases sent to the EP and the actions taken after considering all the cases:
	ACTION TAKEN BY EP and the Basis for the Action
	Number of Cases

	YEAR 2012
	

	Warnings: 

For not performing audit practice reviews in compliance with the requirements of ISQC1 and ISAs
	2

	YEAR 2013
	

	Warnings: 

(1) The declarations in the renewal form for 2013 of the auditor did not corroborate with FRC's findings from the APR exercise.
(2) The auditor did not implement ISQC1
(3) The auditor issued a clean report, when in fact from the APR, FRC noted that the audit had not been carried out in compliance with the requirements of ISAs.
	1

	Warnings: 

The auditor issued audit report without complying with the requirements of ISQC1 and ISAs. This was therefore a breach of Section 39(2) of the FR Act
	3

	Warnings: 

Significant non-compliances with respect to the audit services provided were identified.
	1

	Show Cause Letter:

Failure on the part of the auditor to comply with GN 116 of 2008: Audit Practice Review Rules, non-payment of Audit Practice Review Fees
Auditors were requested to show cause why their licences should not be suspended for failing to comply with GN 116 of 2008 (amended 18 September 2012 - GN 168 of 2012).
	2

	Show Cause Letter:

Auditor was requested to show cause why his licence should not be suspended for not adhering to the request of the FRC for an Audit Practice Review.
	1

	Show Cause Letter:

1 Case was referred to the EP by the Council following an investigation on a complaint received by FRC on an auditor.
	1


CHAPTER 7
Strategic Plan and Budget of FRC

7.0
Strategic Plan

FRC has prepared a strategic plan for the period 2013-2015.  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;

· the work plan for the Standard Review Panel, based mainly on the annual work plan of IASB and IAASB;

· 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.

7.1
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

· Standards Review and 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 as follows: 
	Grant from the Government
	Rs
	20,286,000

	Licensing/Renewal of auditors’ licence
	Rs
	2,359,992

	Approval of firm names
	Rs
	22,000

	Audit Practice Reviews
	Rs
	660,000


7.2
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

8.0
Introduction

Pursuant to S17, FRC has established all the required Panels as follows:

· Financial Reporting Monitoring Panel and the Audit Practice Review Panel in the year 2008;

· Enforcement Panel in the year 2012 and the

· Standard Review Panel in the year 2013.

Apart from the Enforcement Panel, all the other Panels are operating panels.  

8.1
Standard Review Unit 
As stated earlier, the Standard Review Panel has recently been set up.  The Panel has among others the following functions: 

· to review the Standards issued by International Bodies
· to ensure publication of these Standards

· to prepare guidelines on the application of complex Standards

· to work in close collaboration with local and international bodies for the submission of comments in both cases, that is 

(i) comments on Exposure Drafts

(ii) comments on post-implementation issues of IFRS 
The Manager of the Standard Review Unit will devise an annual plan and work in consultation with the Standard Review Panel. 
The Standard Review Unit will enable the FRC to assist the Accounting Profession in Mauritius, in keeping abreast of all new, updated and revised International Standards.  FRC would also act as the interface between the Accounting Profession and the International Setting Bodies.   
 8.2
Review of Annual Reports

With the recent amendments brought to the FR Act to include the main commercial State Owned Enterprise in the definition of PIEs, FRC has the responsibility to closely monitor these entities.  Reports will be submitted to MOFED on their financial and non-financial performance.  

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 expects to complete the review cycle by 2015, that is all PIES will have been reviewed by the end of 2015
Public Interest Entities will be required to comply with a number of new standards in 2014.  FRC will monitor the application of the new Fair Value standard, IFRS 13, as it became effective in 2013.  FRC will keep an eye on accounts which reflect early adoption of amendments to the reporting of joint arrangements and interests in other entities (IFRS 11 &12) , and changes to the approach to consolidation (IFRS 10).  
FRC has already updated its Annual Report Review Methodology Manual which caters for the amendments brought by IASB.

8.3
Audit Practice Review
FRC will link the functions of the annual report review with those of audit practice review thereby improving synergy and increasing the effectiveness of both functions.   

FRC will try as far as possible to review the annual reports of PIEs audited by the licensed auditors selected for review during the year 2014. Thus issues identified during the annual report reviews will be discussed with the auditor to be reviewed. In certain cases FRC will select the auditors for thematic reviews.

(i) 
To perform off-site reviews
FRC  has planned to review all the auditors by the end of 2014.  There are about 60 auditors, who are sole practitioners.  Some of them do not have any clients.  FRC will carry out off-site reviews requesting them to present their audit methodology manual at the FRC.
The purpose of this review is to ascertain that the auditor is operating as per an established quality system.

(ii)  
Perform thematic reviews  

During the annual report review exercise, FRC had come across certain PIEs which were in a difficult financial situation over two-three years, such as negative cash flows, negative working capital and net losses.  
FRC will review the auditors of the PIEs to verify the audit work done in compliance with ISA 570.The theme of the review is “auditing going concern”, which concerns ISA 570.  
Other corresponding ISAs are also relevant in these reviews, such as planning, (ISA 300) and assessing risks (ISA 315) etc. 

CHAPTER 9
CONCLUSION

After having carried out annual report reviews and the audit practice reviews, FRC has been able to bring a change in the mindset of professional accountants towards embracing quality.  By adhering to professional standards and adopting professional behavior, the quality of services would definitely improve.  

Worldwide reform is being undertaken with regards to auditing and accounting.  The  European Union (EU) has come up with various proposals to clarify the role and responsibilities of the auditors and proposed more stringent rules to safeguard and enhance the independence of auditors since this is the cornerstone that ensures quality audit and restores confidence in financial statements. Some of the EU proposals are mandatory rotation of audit firms, mandatory tendering by PIEs, and the review of the provision of non-audit services. The European Union, the European Parliament and the European Union Council of Ministers have reached an agreement on the following :
(i) auditors of listed companies within the EU will have to rotate after 10 years

(ii) audit firms will not be allowed to provide tax, consultancy and advisory services to audit clients
On the other hand the IASB, the body responsible for issuing International Financial Reporting Standards, requires Professional Accountants who are preparers of Financial Statements, to adopt a more managerial approach and to provide advisory managerial services on financial matters to their employers.  Organisational needs are evolving faster than ever, and the professional accountants need to adapt to these changes to best serve their employers, and maintain relevance and public trust.

The Auditing and Accounting profession in Mauritius cannot be insulated from these international reforms.  FRC, while performing its duties, would ensure that international trends are being followed.
During the audit practice reviews, FRC has to ensure that relevant requirements of the IFAC Code of Ethics are being adhered to by the auditors.  The IFAC Code of Ethics provides the following safeguards that maintain the independence of the auditors and are as follows:

· key audit partners of PIEs shall be  rotated every seven years and 
· auditors are debarred from the provision of certain non-audit services such as tax computation and tax advisory services and consultancy services.
Also, while performing annual report reviews, FRC will identify the link between the non-financial information provided in the annual report of the PIE with the financial report, that is, the Financial Statements and its corresponding notes and disclosures. The effect of the non-financial information should be reflected in the financial reports of the entity.  
FRC relies on the collaboration and the support of all relevant bodies, namely the FSC, BOM, Registrar of Companies, MIPA and MIOD to respond to the above-mentioned challenges.
FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 2013
 
 

1.
FUNCTION OF THE COUNCIL






The Financial Reporting Council (the "Council" or "FRC") has been established as a body corporate and its objects as per section 4 of the FRC Act 2004 are as follows:-

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


b)  promote the highest standards among licensed auditors;


c)  enhance the credibility of financial reporting; and


d) improve the quality of accountancy and audit services.

2.
SIGNIFICANT ACCOUNTING POLICIES






The principal accounting policies applied in the preparation of the financial statements are set out below. These policies have been consistently applied, unless otherwise stated.

2.1
Statement of compliance


The financial statements are prepared in accordance with and comply with International Financial Reporting Standards (''IFRS''). 

2.2
Basis of preparation






The financial statements are prepared under the historical cost convention. The preparation of financial statements in accordance with IFRS requires the use of estimates and assumptions that affect the reported amounts of assets and liabilities. Although these estimates are based on management's knowledge of current events and actions, actual results may ultimately differ from those estimates.

2.3 
Prior year adjustment


A one-off prior year adjustment has been made to balance sheet (as unrecognised gains/losses are recognized in prior Other Comprehensive Income) as a result of the application of significant changes to IAS 19 pertaining to pension benefits. 

2.4
Foreign currency






Functional and presentation currency






The financial statements are presented in Mauritian Rupees ("Rs") which is the functional and presentation currency of the Council that is the currency of the primary economic environment in which the FRC operates. The Mauritian Rupee is the currency that most faithfully reflects the underlying transactions, events and conditions that are relevant to FRC.

        Transactions and balances






Foreign currency transactions are accounted for at the exchange rates prevailing at the date of the transactions. Gains and losses resulting from the settlement of such transactions and from the translation of monetary assets and liabilities denominated in foreign currencies are recognised in the income statement.  Non-monetary items measured at fair value in a foreign currency are translated using the exchange rate at the date when the fair value was determined.








2.5
Revenue recognition







Revenue earned by the Council is recognised on the following basis:


Recurrent Grant received from the Government of Mauritius is accrued in the year in which it is received.


Processing fees in respect of all applications have been accounted for in the financial year in which they are received.  Licence fees only in respect of applications received during the year up to December 2013 have been accounted for.


Interests on bank deposits have been accounted for on a cash basis.


Fees collected for renewal of licences are treated as prepayments. 

2.6
Government Capital Grant






Government Grant devoted to acquisition of non current assets has been recorded as Capital Grant and is amortised to the Comprehensive Income Statement, over the expected useful life of the related asset on a basis consistent with its depreciation policy.

2.7
Expenditure




Expenses are accounted for on an accrual basis.



Office rental payments termed as operating expenses are charged off on a straight line basis over the lease period as per the lease agreement.

2.8
Taxation





The Council is exempt from payment of income tax as per Section 31 of the Financial Reporting Council Act 2004.

2.9
Plant & Equipment






Plant & Equipment are stated at historical cost less accumulated depreciation on cost. Cost includes all costs directly attributable to bringing the asset to working condition for its intended use.


Depreciation is calculated on a straight line method to write off the cost of each asset to its residual value over its estimated useful life and the annual rates are as follows:


Assets


%





Furniture and Fittings

                    10 





Office equipment

                    20





Computer equipment/software
                    20





Motor Vehicle

                    20



A full year depreciation is charged in the year of acquisition and no depreciation is charged in the year of disposal.

Only assets costing more than Rs 1,000 are capitalised.

2.10
Provisions







A provision is recognised in the statement of financial position when the Council has a legal or constructive obligation as a result of a past event, and it is probable that an outflow of economic benefits will be required to settle the obligation.

2.11
Impairment of non-financial assets 






The carrying amounts of assets are assessed at each balance sheet date to determine whether there are any indications of impairment.  If any such indication exists, the Council estimates the recoverable amount of the asset being the higher of the asset’s net selling price and its value in use, in order to determine the extent of the impairment loss (if any).  An impairment loss is recognised for any excess of the asset’s carrying amount over its recoverable amount and is taken directly to the statement of comprehensive income.


The market value of` Plant & Equipment approximates to Net Book Value and management is of the opinion that there is no impairment.

2.12
Cash and cash equivalents






Cash comprises cash in hand and cash at bank. Cash equivalents are short term, highly liquid investments that are readily convertible to known amounts of cash which are not subject to significant risk of change in value.

2.13 Financial instruments


Financial assets and financial liabilities are recognised on the Council's statement of financial position when the Council has become a party to the contractual provisions of the financial instruments. 


Financial instruments are initially measured at fair value. Subsequent to the initial recognition, they are measured as follows:


(i)  Trade Receivables







Trade receivables are stated at their nominal value. 



(ii)  Trade Payables







Trade payables are stated at their nominal value.


2.14 Standards, amendments to published standards and interpretations effective in the reporting period 
· Change in accounting policy due to the early application of IAS 19 (as revised in 2011) Employee Benefits

In the current year, the FRC has adopted IAS 19 (as revised in June 2011) Employee Benefits.  The FRC has applied IAS 19 (as revised in 2011) retrospectively in accordance with the transitional provisions as set out in IAS 19, paragraph 173 (as revised in 2011).  These transitional provision do not have an impact on future periods. The opening statement of financial position of the earliest comparative period presented (FY 2012) has been restated.

The amendments to IAS 19 change the accounting for defined benefit plans and termination benefits.  The most significant change relates to the accounting for changes in defined benefit obligations and plan assets.  The amendments require the recognition of changes in defined benefit obligations and in fair value of plan assets when they occur, and hence eliminate the ‘corridor approach’ permitted under the previous version of IAS 19 and accelerate the recognition of past service costs.

All actuarial gains and losses are recognised immediately through other comprehensive income in order for the net pension assets or liability recognized in the statements of financial position to reflect the full value of the plan deficit or surplus.  Furthermore, the interest cost and expected return on plan assets used in the previous version of IAS 19 are replaced with a ‘net-interest’ amount under IAS 19 (as revised in 2011), which is calculated by applying the discount rate to the net defined benefit liability or asset.  IAS 19 (as revised in 2011) introduces certain changes in the presentation of the defined benefit cost including more extensive disclosures. 

Impact of early application of IAS 19 (as revised in 2011)


These 2013 financial statements are the first financial statements in which the FRC has adopted IAS 19 (as revised in 2011). IAS 19 (as revised in 2011) has been adopted retrospectively in accordance with IAS 8.

Consequently, the FRC has adjusted opening equity as of January 2012 and the figures for 2012 have been restated as if IAS 19 (as revised in 2011) had always been applied.

· Amendment to IAS 1

Amendment to IAS 1 ‘Financial statement presentation’ regarding other comprehensive income. The main change resulting from these amendments is a requirement for entities to  group items presented in ‘other comprehensive income’ (OCI) on the basis of whether they are potentially reclassifiable to profit or loss subsequently (reclassification adjustments), and have  been reflected in these financial statements.

2.15 Standards, amendments to published standards and interpretations issued but not yet effective

Certain standards, amendments to published standards and interpretations have been issued that are mandatory for accounting periods beginning on or after 1 January 2013 or later periods, but which the FRC has not early adopted.
At the reporting date of these financial statements, the following were in issue but not yet effective.

	Sn
	IAS/IFRS
	Date Issued

	1
	Recoverable Amount Disclosures for Non-Financial Assets (Amendments to IAS 36 Impairment of Assets)
	May 2013

	2
	Novation of Derivatives and Continuation of Hedge Accounting (Amendments to IAS 39 Financial Instruments: Recognition and Measurement)
	 June 2013

	3
	IFRS 9 Financial Instruments: Hedge Accounting and amendments to IFRS 9, IFRS 7 and IAS 39
	November 2013

	4
	Defined Benefit Plans: Employee Contributions (Amendments to IAS 19)
	November 2013

	5
	Annual Improvements to IFRSs 2010-2012 Cycle (Amendments to IFRS 2 share-based Payment)
	December 2013

	6
	Annual Improvements to IFRSs 2010-2012 Cycle (Amendments to IFRS 3 Business Combinations)
	December 2013

	7
	Annual Improvements to IFRSs 2010-2012 Cycle (Amendments to IFRS 3 Business Combinations)

Consequential amendments to other IFRSs resulting from the amendment to IFRS 3 – Amendment to IFRS 9 Financial Instruments
	December 2013

	8
	Annual Improvements to IFRSs 2010-2012 Cycle (Amendments to IFRS 3 Business Combinations)

Consequential amendments to other IFRSs resulting from the amendment to IFRS 3 – Amendment to IAS 37 Provisions, Contingent Liabilities and Contingent Assets 
	December 2013

	9
	Annual Improvements to IFRSs 2010-2012 Cycle (Amendments to IFRS 3 Business Combinations)

Consequential amendments to other IFRSs resulting from the amendment to IFRS 3 – Amendment to IAS 39 Financial Instruments: Recognition and Measurement
	December 2013

	10
	Annual Improvements to IFRSs 2010-2012 Cycle (Amendments to IFRS 8 Operating Segments)
	December 2013

	11
	Annual Improvements to IFRSs 2010-2012 Cycle (Amendments to IAS 16 Property, Plant and Equipment)
	December 2013

	12
	Annual Improvements to IFRSs 2010-2012 Cycle (Amendments to  IAS 24 Related Party Disclosures)
	December 2013

	13
	Annual Improvements to IFRSs 2010-2012 Cycle (Amendments to  IAS 38 Intangible Assets)
	December 2013

	14
	Annual Improvements to IFRSs 2011-2013 Cycle (Amendment  to IFRS 3 Business Combinations)
	December 2013

	15
	Annual Improvements to IFRSs 2011-2013 Cycle (Amendment  to IFRS 13 Fair Value Measurement)
	December 2013

	16
	Annual Improvements to IFRSs 2011-2013 Cycle (Amendment  to IAS 40 Investment Property)
	December 2013


Management is still working on the financial effect of the application of the above Standards which  have been issued but not yet effective.

[image: image2.emf]Statement of Financial Position as at 31 December 2013                                                                                                                             31 December 2013             31 December 2012                                                                                                                                                                              Restated                                                                                                  Notes                           Rs                                      Rs                                  ASSETS        Non  – current  assets   Plant and equipment                                        3                   2 , 171 , 7 15                           914,082                    I ntangible assets                                                                                  3.a                       983,967                                  -                            Car advance to staff                                                                  19                  1,055,229                       912,656                     Deposits                                                                                                      4                     149,492                       149,492                                                                                                                                             --------------                       --------------                                                                                                                                                4,360,403                    1,976,230                                                                                                                                             --------------                    --------------                     Current assets   Trade and other receivables                                                                   5                     3 77 , 706                           136,127                          Car advance to staff                                                                             19                     487,307                          385,164                          Cash and cash equivalents                                                                      6                2,917,253                       2,726,401                                                                                                                                                    -- ------------                    --------------                                                                                                                                                   3,7 82 , 266                      3,247,692                                                                                                                                                   --------------                    --------------                       TOTAL ASSETS                                                                                                8, 142 , 669                      5,223,922                                                                                                                                                     ========                  ========                     GENERAL FU ND AND LIABILITIES   Reserves   General Fund                                                                                                   (11,6 17 , 139 )                  (4,994,666)                     Non Current Liabilities   Retirement benefit obligations                                                            23                 4,052,706                    1,279,707                       Provision for payment of sick leave                                                     17                3,486,497                    2,520,451                        Provision for payment of passage benefits                                            15                1,164,537                       831,668                          Provision for payment of vacation leave                                                 18                  3,202,109                                  -                                      Car advance repayable                                                                             19                   1,055,229                      912,656                        Gove rnment Grant                                                                                  14                2,497,254                    1,580,683                                                                                                                                                      -------------                     -------------                                                                                                                                                       3, 841 , 193                      2,130,499                                                                                                                                                       -------------                     -------------                        Current Liabilities   Trade and other payables                                                                        7                 2,955,741                       2,024,860                        Provision for payment of passage benefits                                         15                     200,000                           150, 000                           Car advance repayable                                                                         19                       487,307                          385,164                             Government Grant                                                                                14                    658,428                          533,399                                                                                                                                                       -------------                     -------------                                                                                                                                                     4,301,476                   3,093,423                                                                                                                                                    -------------                    -------------                      TOTAL EQUITY AND LIABILITIES                                                              8, 142 , 669                     5,2 23,922                                                                                                                                                     ========                  ========                    Approved by the Council on …………………         ………………………                        …………………………..                    .....……………… …………….. ..   Mrs  S elvida  Naiken                          Ms Clairette Fy - Thin Ah - Hen           Dr Satyabho o shun Gupt Domah   Chief Executive Officer                   Council Member                                   C hairperson          


[image: image3.emf]Statement   of  Profit or Loss and   Other  Comprehensive Income for the year end ed   31 December     2013                                                                                                     December 2013          December 2012                                                                                                                                                          Restated                                                                                        Notes                                              Rs                                         Rs   Revenue     Government Grant                                                                     8                         18,340,657                    15,459,077   Deferred Capital Grant                                                                                         903,743                       439,337   Licence Fees                                                                          20                           2,146,000                    1,037,000   Other Income                                                                              9                              819,233                       503,444   Actuarial Reserves transferred in                                                                         11,630                           3,75 8   Profit on Disposal of Asset                                                      10                                         -                          455,920                                                                                                                           --------------                   --------------                                                                                                                           22,221,263                     17,898,536                                                                                                                             --------------                   --------------   Expenses     Administrative Expenses                                                          11                            19,276,114                  16,230, 550   Provisions for Sick Leave,   Passage Benefit                          12                           4,646,025                    1,259,205   and Vacation Leave   Other Operating Expenses                                                        13                           1, 79 1 , 277                     1,691,139                                                                                                                            --------------                  --------------                                                                                                                              25,7 13 , 416                   19,180,894                                                                                                                           ========                  ========     (Deficit)/Su rplus for the year                                                                        (3, 492 , 153 )                   (1,282,358)                                                                                                                           ========                   ========     Other Comprehen sive Income      Item that will not be reclassified to profit or loss                            Remeasurement of defined benefit obligation                                                (3,130,320)                    (151,180)       Tot al Comprehensive Income/( L osses) for the year                                     (6,6 22 , 473 )                   (1,433,538)                                                                                                                            ========                  ========                


Statement of Changes in Equity for the year ended 31 December 2013

                                                                                                      Accumulated Surplus/(Loss)

                                                                                                                      Rs

Balance at 1 January 2012  (as previously reported)                               ( 2,388,227)
Adjustments on (see note on employee benefit)                                      ( 1,172,901)

                                                                                                                ----------------
Balance at 1 January 2012 (restated)                                                         (3,561,128)
Deficit for the year                                                                                              (1,282,358)

Other Comprehensive Income for the year                                                          (  151,180)
                                                                                                                ----------------
Balance at 31 December 2012 (restated)                                                            (4,994,666)
Deficit  for the year                                                                                             (3,492.153)

Other Comprehensive Income (loss) for the year                                               (3,130,320)
                                                                                                                          ----------------

Balance as at 31 December 2013                                                                      (11,617,139)                       

                                                                                                                          ==========

[image: image4.emf]Statement of Cash Flows for the period ending 31 December 2013                                                                                                                           12 months ending                  12 months ending                                                                                                                    31 December 2013               31 December 2012                                                                                                                                                                          Restated   Cash flows from operating activities     Deficit of income over expenditure                                                                                      (6,6 22 , 473 )                               (1,433,538)     Adjustment for:   Depreciation                                                                                                            903,743                             33 3,257   Interest Income                                                                                                       (34,233)                             (11,634)                        Sundry Income                                                                                                                        0                             (16,810)   Profit in Disposal of Asset                                                                                                   0                           (455,920)   Pension   Costs                                                                                                         2,772,998                           (182,634)   Deferred Income                                                                                                   (903,743)                              (439,337)   Provision for passage benefits                                                                                 382,869                             154,587   Provision for sick leave                                                                                               966,047                             844,619         Provision for vacation leave                                                                                    3,202,109                                           0                                                                                                                                --------------                         ---------------   Cash flows from operating activities before working capital changes             667 , 317                         ( 1,207,410)     Decrease /(Increase) in receivables and prepayments                                          ( 241 , 579 )                             103,798   Increase/(Decrease) in creditors and payables                                                          930,881                          1,004.200                                                                                                                            --------------                         ---------------   Net Cash Flows generated from o perations                                                   1,356,619                             (99,412)                                                                                                                           --------------                         ---------------   Cash flows from investing activities     Purchase of property, plant & equipment                                                        (3,145,343)                           (295,923)   Interest Income                                                                                                         34,233                                  11,634   Sundry Income                                                                                                              0                                 16,810   Cash received on asset disposed of                                                                               0                               562,000                                                                                                                           --------------                          --------------   Net cash used in investing activities                                                             (3,111,110)                             294,521                                                                                                                            --------------                         --------------   Cash Flows from financing activities                             Grant from Government for Capital Expenditure                                                   1,945,343                             1,495,923   Car Loan received from Ministry                                                                         715,000                                            0   Car Loan paid to Staff                                                                                        (715,000)                                        0   Car Loan reimbursed by staff                                                                                470,283                                  385,164   Car Loan refunded to Ministry                                                                            (470,283)                                  (385,164)                                                                                                                                        --------------                           --------------   Net cash used in financing activities                                                                 1,945,343                           1,495,923                                                                                                                            --------------                            -------------   (Decrease)/Increase in cash and cash equivalents                                            190,852                             1,691,032     Cash and cash equivalents at beginning of period                                             2,726,401                           1,035,369                                                                                                                             --------------                             --------------   Cash and cash equivalents at end of period                                                    2,917,253                          2,726,401                                                                                                                            =========                           = ========                                                                                                                               Represented by  Cash and Bank Balances                                                          2,917,253                          2,726,401                                                                                                                         =========                            =========  


[image: image5.emf]Notes to and forming part of the financial statements for the year ended 31 December 2013     3. Plant and Equipment                                                              Furniture and                Office                      Computer                             Total                                                              Fittings                            Equipment                  Equipment                                                                        Rs                                Rs                               Rs                                 Rs        Cost                     At 01 January 2013                                1,326,890                       674,239                    1,847,313                 3, 8 48,442         Additions                                                187,250                         39,071                   1 , 68 9,0 63                   1 , 915 ,3 84                                                                   --------------                     ------------                    -------------                    -------------         At 31 December 2013                        1,514,140                    713,310                  3 , 53 6,3 76                   5 , 76 3, 826                                                                 --------------                   ------------                     -------------                  -------------        Depreciation                  At 01 January 2013                                748,385                       572,898                    1,613,077                 2,934,360        Charge for the period                              151,414                         48,366                       457 ,9 71                      657 ,7 51                                                                     -------------                    -------------                     -------------                  ------- ------        At 31 December 2013                            899,799                       621,264                    2, 071 ,04 8                   3, 592 ,1 11                                                                     -------------                 -------------                  -------------                  -------------       Net Book Values       As at 31 December 2013                            614,341                     92,046                  1 ,4 65 , 328                   2 ,1 71 , 715                                                                            =======                    =======               ========              ========        As at 31 December 2012                         578,505                        101,341                    234,236                       914,082                                                                     ======= =                   ======= =                 ======== =                  ======== =       3 .a. Intangible Assets                                                                                                                                                                           Software         Cost                            At 01 January 2013                                                                                                                                            0                                Addit ions                                                                                                                                               1,229,959                                                                                                              --- ---------- -         At 31 December 2013                                                                                                                          1,229,959                                                                                                                                                                                           --------------        Amortisation         At 01 January 2013                                                                                                                                                0                          Charge for the year                                                                                                                                   245,992                                                                                                              --------------         At 31 December 2013                                                                                                                           245,992                                                                                                                                                                                    --------------         Net Book value         As at 31 December 2013                                                                                                                              983,967                                                                                                                                                                   ========         As at  31 December 2012                                                                                                                                   0                                                                                                                                                                    ========     4. Deposits                                                                                                                     2013                         2012                                                                                                                                             Rs                             Rs          Deposit on rent                                                                                                      137,492                     13 7,492        Deposit on telephone                                                                                               12,000                         12,000                                                                                                                                       ------------                   ------------                                                                                                                                             149,492                   149,492                                                                                                                                        = =======                    ========      


[image: image6.emf]Notes to and forming part of the financial statements for the year ended 31 December 2013                                                                                                                                         2013                         2012   5. Trade and Other Receivables and Prepayments                                                                                                                                             Rs                              Rs                Fees for Audit Practice Review                                                                                175,000                      50,00 0       Prepayment                                                                                                             202 , 706                        86,127                                                                                                                                       ------------                     ------------                                                                                                                                        3 77 , 706                      136,127                                                                                                                                        ========                    ========   6. Cash and Cash Equivalents                                                                                                                                             Rs                              Rs         Bank balances                                                                                                      2,914,299                  2,722,092       Cash in hand                                                                                                                 2,954                       4,309                                                                                                                                     --------------                --------------                                                                                                                                     2,917,253                 2,726,401                                                                                                                                       =========            =========   7. Trade and other Payables                                                                                                                                              Rs                                Rs      Accrued Expenses                                                                                                     926,879                    319,154                                                                   Accrued payment of sick leave                                                                                 274,833                       187,669      Licence fee received in advance                                                                           1,754,029                     1,518,037                                                                                                                                --------------                  -------------                                                                                                                                    2,955,741                      2,024,860                                                                                                                                    ==== =====                =========         8. Government Grant                                                                                                                                                                                                                                                Rs                              Rs          Grant from Government of  Mauritius                                                            20,286,000               16,95 5,000        Less Grant devoted to Capital Expenditure                                                       (3,145,343)                    ( 295,923 )        Capital Grant received in advance in 2012                                                       1,200,000                  (1,200,000)                                                                                                                                        --------------                --------------                                                                                                                                 1 8,340,657               15,459,077                                                                                                                                  =========             =========   9. Other Income                                                                                                                                                                                                                                              Rs                             Rs          Bank Interest                                                                                                            34,233                      11,634        Sundry Income                                                                                                                 0                         16,810        Fees iro Audit Practice Review                                                                           785,000                       475,000                                                                                                                                    --------------                  --------------                                                                                                                                       819,233                    503,444                                                                                                                                    =========                =========   10. Disposal of  Assets                                                                                                                                                                                                                                                 Rs                             Rs        Cost of Asset                                                                                                                          0                1,060,800        Cumulated Depreciation                                                                                                  0                     954,720                                                                                                                                                                                                --------------                 --------------        Net Book Value                                                                                                                     0                       106,080                                                                                                                                  =========                   = ========        Sales Proceeds                                                                                                                      0                    562,000                                                                                                                                 =========               =========        Profit on Disposal                                                                                                               0                   455,920                                                                                                                                 =========               =========  


[image: image7.emf]Notes to and forming part of the financial statements for the year ended 31 December 2013                                                                                                                                                          2013                          2012   11. Administrative Expenses                                                                                                                                                                                                                                         Rs                          Rs                                                                                                                                                                        Restated               Salaries and allowances                                                                                   11,380,759                    8,815,738        Fees to Cou ncil & Panel Members                                                                       865,000                1,434,500        Bad Debts written off                                                                                                       -                            25,000        Travelling                                                                                                           1,540,81 2                   1,265,273        Other staff costs                                                                                                      273,075                      216,88 2        NSF                                                                                                                         9 2,675                        84,486        Pension Co st                                                                                                         585,517                         358,263        Depreciation                                                                                                            903,743                   333,257        Rent                                                                                                                    1,952 ,701                1,861,563        Duty paid in respect of employees’ cars                                                                              -                       335,000         Postages and stationery                                                                                         172,948                     131,977         Telephone an d Electricity                                                                                     855,238                      797,443        General Offices Expenses                                                                                     378,813                       348,524        Motor vehicle expenses                                                                                                      -                         34,975        Refundable sick leave                                                                                             274,833                      187,669                                                                                                                                 --------------                 -------------                                                                                                                                   19, 2 76,114              16,230,550                                                                                                                                   =========            =========                   12. Other Provisions                                                                                                                                                                                                                                                         Rs                               Rs        Increase in provision for payment of sick leave                                                   966,047                     844,619          Increase in p rovision for payment of passage benefits                                              477,869                   414,586          Provision for payment of vacation leave                                                                3,202,109                                   0                                                                                                                                    --------------                --------------                                                                                                                                    4,646,025                   1,259,205                                                                                                                                     =========             =========   13. Other Operating  Expenses                                                                                                                                             Rs                           Rs        Subscription                                                                                                                93 , 200                         12,616        Overseas mission expenses                                                                                     289,296                       144,767        Communication and training                                                                                  577,771                    680,888        Membership fees                                                                                                     369.609                      352,432              Consultancy Fees                                                                                                    35,328                     159,712        Workshop expenses                                                                                                150,763                      205,724        Legal and professional fees                                                                                  275,310                        135,000                                                                                                                                   -------------                   -------------                                                                                                                                    1, 791 , 27 7                    1,691,139                                                                                                                                   ========                 ========   14. Capital Grant                                                                                                                                             Rs                          Rs        Carrying  A mount as at 1 January                                                                         2,114,082                    1,057,496         Less amount relating to asset disposed of                                                                        -                             (106,080)        Add grant devoted to Capital during the year                                                       1,945,343                     1,495,923        Less  deferred income for the  year                                                                              (903,743)                       (333,257)                                                                                                                                      --------------                 -------------                                                                                                                                                                                             C arrying amount as at 31 December                                                                    3,155,682                      2,114,082          Current   L iability                                                                                                        (658, 428)                        (533,399)                                                                                                                                   -------------                       -------------         Non  C urrent   L iability                                                                                           2,497,254                      1,580,683                                                                                                                                       ========                        ========  


[image: image8.emf]Notes to and forming part of the financial statements for the year ended 31 December 2013     15. Passage Benefits                                                                                                                                                           2013                              2012                                                                                                                                            Rs                            Rs            Balance as at start of  period                                                                                    981,668                    827,082        Passage benefits earned during the year                                                               477,869                     363,206             Transfe r to FRC during the year                                                                                       0                       51,380                                                                                                                                  --------------                 -------------                                                                                                                                    1,459,537                 1,241,668        Passage benefit paid during the year                                                                      (95,000)                    (260,000)                                                                                                                                 --------------                 - ------------                                                                                                                                    1,364,537                      981,668                                                                                                                                =========                    ========        Passage benefit payable in less than one year                                                            200,000                       150,000        Passage benefit payable in more than o ne year                                                 1,164,537                         831,668                                                                                                                                 --------------                   --------- ----                                                                                                                                    1,364,537                   981,668                                                                                                                                   ========                   =======                                                                                                                                                                                                                                                                                                                                                       16. Financial Commitments          The lease for 3522 sq ft on the third floor of Anglo Mauritius House in Port L ouis has been renewed for a        p eriod of two years   s tarting 15 April 2013.The lease of  1776 sq ft was also renewed for a period of two         years starting 1 June 2013.     17. Provision for payment of sick leave                                                                                                                                             2013                           2012                                                                                                                                            Rs                                 Rs            Balance of bank of sick leave as at 31 December                                                3,486,497                     2,520,451          Sick leave not taken at the end of the year is accumulated up to a maximum of 1 1 0 days   as at 31   December           2013 as per the recommendations of the PRB Report. Sick leave accumulated in bank is   computed at the rate         of 1/22 (no. of days x salary). For unutilized sick leave to be payable in the short   t erm, please refer to Note 7.     18. Pr ovision for payment of vacation leave          As per the PRB 2013 vacation leave can henceforth be encashed  upon retirement and computed at 1/30        of retiring salary. The  provision for payment of vacation leave as at 31 Dec 2013 stands at  Rs 3,202,109 .     1 9. Car Advance          Car loans advanced by the Ministry of Finance and granted to employees of the FRC is repayable within         seven years.                                                                                                                                            2013                          2012                                                                                                                                           Rs                              Rs         Amount repayable within one year                                                                             487,307                    385,164       Amount repayable within remaining years                                                             1,055,229                    912,656                                                                                                                              -------------               -------------         Total as at period end                                                                                           1,54 2,536                  1,297,820                                                                                                                                 ========             ========  


[image: image9.emf]N otes to and forming part of the financial statements for the year en ded 31 December 2013     20. Licence and Processing Fees          A licence fee of Rs 10,000 is charged per calendar year and an additional one off processing fee of   Rs 2,000            from new applicants. A processing fee of Rs 2,000 is also charged for applications  for the   approval of auditing          firm’s name.     21. Financial Risk Management Objectives and Policies           Financial risk factors          The Council’s activities expose it to a variety of financial risks, such as market risk   (including cash flow         interest   risk) and credit   risk . The Council’s overall risk management programme focuses on the         unpredictability of financial markets and seeks to   minimize potential adverse effects on its financial         performance.             Market Risk               Cash flow intere st rate risk          The Council’s income and operating cash flows are substantially independent of changes in interest rates.         Interest income from     cash at bank may fluctuate in amount, in particular due to changes in market interest         rates. In view o f the small average balance   held in relation to cash and cash equivalents, the directors are   of         opinion that the interest rate changes will not have a material  impact on the Council’s net profit and   general        fund.            Credit Risk          The Council  takes on exposure to credit risk, which is the risk that a counter party will be unable to pay         amounts in full when   due. The Council’s main credit risk concentration is its cash and cash equivalents   and         trade receivables.          With respect to credi t risk arising from financial assets which comprise of cash and cash equivalents and         trade receivables, the   Council’s exposure to credit risk arises from the default of the counter party, with a         maximum exposure equal to the carrying     amount of the se financial assets.            The carrying amount of financial assets represents the maximum credit exposure. The maximum exposure   to         credit risk at the     reporting date was:                                                                                                                                               2013                          2012                                                                                                                                               Rs                              Rs         Trade receivables                                                                                                        175,000                    136,127        Cash and cash equivalents                                                                                   2,917,253                  2,726,401                                                                                                                                     -------------                  -------------                                                                                                                                            3,092,253                  2,862,528                                                                                                                                     ========                 ========         The financial assets are neither past due nor impaired at the balance sheet date. The cash and cash equivalents        are maintained with regulated financial institutions within acceptable  credit and concentration guidelines.      
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 Year ending 31   December 2013     Year ending 31      December 20 12      (Restated )  

 Rs     Rs  

Amounts recognized in balance sheet at end of year:    

Defined benefit obligation  12,475,179  7,707,476  

Fair value of plan assets   (8,422,473)  (6,427,769)  

   

Liability recogni s ed in   balance sheet at end of year  4,052,706  1,279, 707  

   

Amounts recogni s ed in income statement:    

   

Service cost:    

     Current service cost  1,132,116  704,365  

     Past service cost  0  0  

(Employee contributions)  (620,805)  (458,879)  

Fund Expenses  28,439  22,944  

Net Interest expense/(income)  45,767  89,833  

   

P&L Charge  585,517  358,263  

     

Remeasurement    

Liability (gain)/loss  3,138,946  53,486  

Asset (gain)/loss  (8,626)  97,694  

   

Total  Other Comprehensive Income (OCI) recognised  3,130,320  151,180  

   

Total  3,715,837  509,443  

   

Movements in  liability recognised in balance sheet:    

   

At start of year  1,279,707  1,46 2 ,341  

Amount recognised in P&L  585,517  358,263  

(Contributions paid by employer)  (931,208)  (688,319)  

(Actu a rial Reserves in)  (11,630)  (3,758)  

Amount recognized in OCI  3,130,320  151,180  

   

At end of year  4,052,706  1,279,707  

   

Actual return on plan assets:  709,542  444,257  

      The plan is a defined benefit arrangement for the employees   and it is wholly funded. The assets of the   funded   plan are held independently and administer ed by the State Insurance Company of  Mauritius Ltd.    
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     Year ending 31   December 2013    Year ending 31    December 2012  

Reconciliation of the present value of defi ned benefit obligation          Rs           Rs  

Present value of obligation at start of period  7,707,476  6,317,841  

C urrent service cost  1,132,116  704,365  

Interest cost  616,598  631,784  

(Benefits paid)  (119,957)  -  

Liability (gain)/loss  3,138,946  53,486  

Pre sent value of obligation at end of period  12,475,179  7,707,476  

   

Reconciliation of    fair value of plan assets    

Fair value of plan assets at start of period  6,427,769  4,855,500  

Expected return on plan assets  570,831  541,951  

Employer contributions  931 ,208  688,319  

Actuarial reserves transferred in  11,630  3,758  

Employee  Contributions  620,805  458,879  

(Benefits paid + other outgo)  (148,396)  (22,944)  

( Asset gain/(loss)  8,626  (97,694)  

Fair value of plan assets at end of period  8,422,473  6,427,769  

   

Distribution of plan assets at end of period    

Percentage of assets at end of year  December 2013  December 2012  

Government securities and cash  59.1%  58.8%  

Loans  4.9%  6.6%  

Loan equities  21.9%  21.0%  

Overseas bonds and equities  13.4%  12.8%  

Property  0.7%  0.8%  

Total  100%  100%  

   

Additional disclosure on assets issued or used by the reporting entity   

 December 2013  December 2012  

Percentage of assets at end of year  (%)  (%)  

Assets held in the entity’s own financial instruments  0  0  

Property occupied by t he entity  0  0  

Other assets used by the entity  0  0  

   

Components of the amount recognised in OCI    

Yea r  December 2013  December 2012  

Currency  Rs  Rs  

   

Asset experience gain/(loss during the period                     8,626  (97,694)  

Liability experience g ain/(loss) during the period  (3,138,946)  (53,486)  

 (3,130,320)  (151,180)  

  Year                                                                                                      2014      

Expected employer contributions                                                 986,910   

  Weighted average duration of the defined benefit obligation                            27 years   (Calculated as a   %  change in PV of liabilities for a 1% change in discount rate  
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  The plan is exposed to actuarial risks such as : investment risk, interest rate risk, longevity risk and salary  risk. The risk relating to death in service benefits is re - insured.     The cost of providing the benefits is   determined using the Projected Unit Method. The principal  assumptions used for the purpose of the actuarial valuation were as follows:    

 Year ending 31   December 2013  Year ending 31   December 2012  

Discount rate  8.00%  10.00%  

Expected rate of return on pla n assets  8.00%  10.00%  

Future salary increases  5.50%  7.00%  

Future pension increase s  3.50%  5.00%  

Mortality before retirement  A 6770 Ultimate Tables  

Mortality in retirement  PA (90) Tables    

Retirement age  As per the Statutory Bodies Pension  Fund Act    

The   discount rate is determined by reference to market yields on bonds.  

   

Significant actuarial assumptions for determination of the d e fined benefit obligation   are discount rate,  expected salary increase and mortality. The sensitivity analyses below have b een determined based  reasonably on possible changes of the assumptions occurring at  the  end of the reporting period.     -   If the discount  rate would be 100 basis points (one per cent) higher (lower), the defined   benefit obligation would decrease by Rs 2.5M (i ncrease by Rs 3.3 M) if all assumptions were held  unchanged.     -   If the expected salary growth would increase (decrease) by 1%, the defined benefit    obligation would increase by Rs 2.3M (decrease by Rs 1.9M) if all assumptions were held unchanged.     -   If life ex pectancy would increase (decrease) by one year, the defined benefit obligation   would increase by Rs 0.27M (decrease by Rs 0.27M) if all assumptions were held unchanged.     In reality one might expect interrelationships between the assumptions, especially bet ween discount rate  and expected salary increases, given that both depends to a certain extent on expected inflation rates. The  analysis above abstracts from  these interdependence between the assump t ions.      
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