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Introduction

One of the main objects of the Financial Reporting Council (FRC) is to promote the provision of high quality financial and non-financial reporting by entities falling under its purview.  Amendments brought to the Statutory Bodies (Accounts and Audit) Act in December 2009 require Statutory Bodies listed in Part II of the Second Schedule to that Act to prepare Financial Statements in compliance with either: 

(i) the International Financial Reporting Standards for  SMEs issued by the International Accounting Standards Board , or

(ii) the Financial Reporting Framework and Standards issued by the Financial Reporting Council pursuant to  section 72 of the Financial Reporting Act 2004 (as amended in 2009).
Pursuant to section 74 of the Financial Reporting Act, FRC has published a Financial Reporting Framework and Standards (FRS) for Statutory Bodies  listed  in Part II of the Second Schedule to the Statutory Bodies (Accounts and Audit)  Act (As amended in 2009).  

Part I relates to the Financial Reporting Framework which sets out the basic principles to be followed in the preparation and presentation of Financial Statements. Where applicable, relevant sections of the International Financial Reporting Standards (IFRS) have been replicated in this Framework.
The purpose of this Framework is to:

(i)
assist the preparers of Financial Statements in producing meaningful financial statements within a 
framework which will allow for consistency and comparability;

(ii)
assist the users of financial statements in interpreting the information contained in the financial statements prepared in conformity with the Framework.
Part II of the document contains the Financial Reporting Standards in respect of the following:

FRS 1
-
Government Grant

FRS 2
-
Revenue Recognition

FRS 3
-
Property Plant and Equipment

FRS 4
-
Inventories

FRS 5
-
Hire Purchase and Leases

FRS 6
-
Related Parties Transactions

FRS 7
-
Employee Benefits

FRS 8
-
Provisions & Contingencies

In adopting these FRSs, the Statutory Bodies will be able to produce financial statements that are less costly and will be following a set of standards which are less complex and more easily understood.

The definitions and accounting treatments recommended in the set of FRS are in line with international norms of accounting principles.  FRC wishes to draw the attention of users of the FRS that some paragraphs from IFRS for SMEs issued by IASB have been reproduced in these FRSs. In this context an agreement has been signed by FRC and the IASB to allow the reproduction.  However the disclosure requirement has been simplified, taking into account the size of the entities.

In the event that a Statutory Body is required to account for a transaction that has not been dealt with in these FRS, it shall adopt the accounting guidelines of the relevant IFRS for SMEs as issued by the IASB.

Effective Date

The Financial Reporting Standards shall be applied in conjunction with the Framework and will be effective for the accounting period ending on or after 31 December 2010.

Earlier application of the standards is encouraged, where possible.
. 
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PART 1
FINANCIAL REPORTING
FRAMEWORK

CHAPTER 1.0

Concepts and Pervasive Principles
1.1
Financial Statements shall be prepared under the three main fundamental concepts, namely Going Concern, Accruals and Prudence Concepts.
(i)
Going concern

As this framework is to be adopted mainly by Statutory Bodies which normally do not operate on a commercial basis, the entity is assumed to operate on a going concern basis.  However, if there are circumstances known to management, where the entity cannot continue to stay in operation, management shall disclose this fact and the going concern concept should be applied in the preparation of the financial statements.
(ii)
Accrual Basis of Accounting
All financial statements, except for cash flow information, shall be prepared under the accrual basis. Under this basis, the effects of the transactions are recognised when they occur.

The transactions are accounted for in the periods to which they relate and recorded in the financial statements.

Accrual basis records the obligations and rights of the entity of any transactions incurred in that particular period.

The effects of any transactions are recognised as and when they occur irrespective of whether cash has been received or not.

All transactions are recorded and reported in the financial statements of the period to which they relate and not reported at a later date.
(iii)
Prudence

Prudence is the inclusion of a degree of caution in the exercise of the judgments needed in making the estimates required under conditions of uncertainty, such that assets or income are not overstated and liabilities or expenses are not understated.
However, the exercise of prudence does not allow the deliberate understatement of assets or income, or the deliberate overstatement of liabilities or expenses.

In short, prudence does not permit bias.

1.2
Qualitative characteristics of information in financial reporting
The financial reporting shall also be in line with the underlying qualitative principles as follows:

(a) Understandability

The information provided in financial statements shall be presented in a way that makes it comprehensible to users who have a reasonable knowledge of business and economic activities and accounting and are willing to study the information.
However, the need for understandability does not allow relevant information to be omitted on the grounds that it may be too difficult for some users to understand.
(b)
Relevance

The information provided in financial statements must be relevant to the decision-making needs of users.
Information has the quality of relevance when it influences the economic decisions of users by helping them to evaluate past, present or future events or confirming, or correcting, their past evaluations.

(c )  Materiality

Information is material if its omission or misstatement could influence the economic decisions of users made on the basis of the financial statements.
Materiality depends on the size of the item or error judged in the particular circumstances of its omission or misstatement.
However, it is inappropriate to make, or leave uncorrected, immaterial departures from financial reporting.

(d)
Reliability
The information provided in financial statements must be reliable.  Information is reliable when it is free from material error and bias and represents faithfully that which it either purports to represent or could reasonably be expected to represent.
(e)
Substance over form

Transactions and other events and conditions should be accounted for and presented in accordance with their substance and economic reality and not merely their legal form.  This enhances the reliability of financial statements.

(f)
 Completeness

To be reliable, the information in financial statements must be complete within the bounds of materiality and cost.
An omission can cause information to be false or misleading and thus unreliable and deficient in terms of its relevance.

(g)
Comparability

Users must be able to compare the financial statements of an entity through time in order to identify trends in its financial position and performance.
Users must also be able to compare the financial statements of different entities in order to evaluate their relative financial position, performance and cash flows.
Hence, the measurement and display of the financial effect of like transactions and other events and conditions must be carried out in a consistent way throughout an entity and over time for that entity and in a consistent way for different entities.
In addition, users must be informed of the accounting policies employed in the preparation of the financial statements, and of any changes in those policies and the effects of such changes.
(h)
Timeliness
To be relevant, financial information must be able to influence the economic decisions of users.  Timeliness involves providing the information at the right time.
If there is undue delay in the reporting of information it may lose its relevance.  Management may need to balance the relative merits of timely reporting and the provision of reliable information.
1.3
Frequency of reporting

An entity shall present a complete set of financial statements (including comparative information) at least annually. When the end of an entity’s reporting period changes and the annual financial statements are presented for a period longer or shorter than one year, the entity shall disclose:

(a)
This fact;

(b)
The reason for using a longer or shorter period; and

(c)
The fact that comparative amounts for the Statement of Financial Position, Statement of Financial Performance, Statement of Cash Flows, Statement of Changes in General Fund and related notes are not entirely comparable.

1.4
Consistency of presentation

An entity shall retain the consistency of presentation and classification of items in the financial statements from one period to the next unless it is apparent, following a significant change in the nature of the entity’s operations or a review of its financial statements, that another presentation or classification would be more appropriate.
1.5
Change in presentation or classification

When the presentation or classification of items in the financial statements is changed, an entity shall reclassify comparative amounts unless the reclassification is impracticable.  When comparative amounts are reclassified, an entity shall disclose:

(a)
the nature of the reclassification;

(b)
the amount of each item or class of items that is reclassified; and

(c)
the reason for the reclassification.

When it is impracticable to reclassify comparative amounts, an entity shall disclose:

(a)
the reason for not reclassifying the amounts; and

(b)
the nature of the adjustments that would have been made if the amounts had been reclassified.

1.6

Identification of the Financial Statements

An entity shall clearly identify each of the financial statements and the notes to distinguish them from other information in the same document.

In addition, an entity shall display the following information prominently, and repeat it when necessary for an understanding of the information presented:

· The name of the reporting entity and any change in its name since the end of the preceding reporting period;

· Whether the financial statements cover the individual entity;

· The date of the end of the reporting period and the period covered by the financial statements;

· The presentation currency; and

· The level of rounding, if any, used in presenting amounts in the financial statements.

CHAPTER 2.0

FINANCIAL STATEMENTS
Financial Statements are prepared in order to provide information to users of accounts on the financial performance for the year ended and the financial position at the end of the financial year. Financial statements also show the results of the management’s stewardship of the resources entrusted to it.
A complete set of Financial Statements comprises of:-

· Statement of Financial Position at the end of the period;
· Statement of Financial Performance for the period;
· Statement of Cash Flows;
· Statement of Changes in General Fund; and

· Notes, comprising a summary of significant accounting policies and other 
explanatory information.
2.1
Statement of Financial Position
The financial position of an entity is its assets, liabilities and general fund and reserves at a point in time.  These are defined as follows:
(a)
An asset is a resource controlled by the entity as a result of past events and from which future economic benefits are expected to flow to the entity.

The future economic benefit of an asset is its potential to contribute directly or indirectly, to the flow of cash and cash equivalents to the entity.  Those cash flows may come from using the asset or from disposing of it.

Many assets, for example property, plant and equipment, have a physical form.

However, the physical form is not essential to the existence of an asset.  Some assets are intangible by nature.

In determining the existence of an asset, the right of ownership is not essential but the future economic benefit expected to flow from the asset is important.
(b)
A liability is a present obligation of the entity arising from past events, the settlement of which is expected to result in an outflow from the entity of resources embodying economic benefits.

The obligation may be either a legal obligation or a constructive obligation.

A legal obligation is legally enforceable as a consequence of a binding contract or statutory requirement.

A constructive obligation is an obligation that derives from an entity’s actions when:

(i)
by an established pattern of past practice, published policies or a sufficiently specific current statement, the entity has indicated to other parties that it will accept particular responsibilities; and

(ii)
as a result, the entity has created a valid expectation on the part of those other parties that it will discharge those responsibilities.

The settlement of a present obligation usually involves the payment of cash; transfer of other assets; provision of services; the replacement of that obligation with another obligation.

An obligation may also be settled by other means, such as a creditor waiving or forfeiting his rights.

(c)
General Fund and reserves is the residual interest in the assets of the entity after deducting all its liabilities.

Please note: Some items that meet the definition of an asset or a liability may not be recognized as assets or liabilities in the Statement of Financial Position because the expectation that future economic benefits will flow to or from an entity must be sufficiently certain .
2.2
Statement of Financial Performance

Performance is the relationship of the income and expenses of an entity as reported in its Statement of Financial Performance.
Surplus or shortfall of income over expenses, is used as a measure of performance..
Definition of Income and Expenses
(a)
Income is increases in economic benefits during the reporting period in the form of inflows or enhancements of assets.
The definition of income encompasses both revenue and gains.

(i)
Revenue is income that arises in the course of the ordinary activities of an entity and is referred to by a variety of names including grant, fees, interest,  royalties and rent.  Each source of revenue shall be disclosed separately in the Statement of Financial Performance.
(ii)
Gains are other items that meet the definition of income but are not revenue. When gains are recognized in the Statement of Financial Performance, they shall be displayed separately because knowledge of them is useful for making economic decisions
(b)
Expenses are decreases in economic benefits during the reporting period in the form of outflows of cash or depletions of assets or incurrence of liabilities.
The definition of expenses encompasses expenses that arise in the course of the ordinary activities of the entity as well as any losses:
(i) Expenses that arise in the course of ordinary activities of the entity include, for example, administrative costs, salaries and wages and depreciation and provision for pension.
(ii) Losses are other items that meet the definition of expenses and may or may not arise in the course of the ordinary activities of the entity.
When losses are recognized in the Statement of Financial Performance, they shall be displayed separately because knowledge of them is useful for making economic decisions.

2.3
Statement of Changes in General Fund

The Statement of Changes in General Fund comprises of the opening balance of the accumulated fund and surplus/deficit for the financial year.

2.4
Statement of Cash Flows
The Statement of Cash Flows provides information about the historical changes in cash and cash equivalents of an entity, showing separately changes during the period from operating, investment and financing activities.

Cash equivalents are held to meet short-term cash commitments rather than for investment or other purposes.

Therefore, an investment normally qualifies as a cash equivalent only when it has a short maturity of, say, three months or less from the date of acquisition.

Bank overdrafts are normally considered financing activities similar to borrowings. However, if they are repayable on demand and form an integral part of an entity’s cash management, bank overdrafts are a component of cash and cash equivalents.

Content

An entity shall present a Statement of Cash Flows that reports cash flows for a period classified by :
· Operating activities;

· Investing activities; and

· Financing activities.

Operating activities

Cash flows from operating activities are primarily derived from the principal revenue-producing activities of the entity. Therefore, they generally result from the transactions and other events and conditions that enter into the determination of profit or loss.

Examples of cash flows from operating activities are:

(a)
cash receipts from the sale of goods and the rendering of services;

(b)
cash receipts from fees, commissions and other revenue;

(c)
cash payments to suppliers for goods and services;

(d)
cash payments to and on behalf of employees;

(e)
cash payments or refunds of income taxes, unless they can be specifically identified with financing and investing activities; and

(f)
cash receipts and payments from investments, loans, and other contracts held for dealing or trading purposes, which are similar to inventory acquired specifically for resale.

Investing activities

Cash flows arising from investing activities represent expenditures made for resources intended to generate future income and cash flows.  Examples of cash flows arising from investing activities are:

(a)
cash payments to acquire property, plant and equipment (including self-constructed property, plant and equipment), intangible assets (including capitalised development costs), and other long-term assets;

(b)
cash receipts from sales of property, plant and equipment, intangibles and other long-term assets;

(c)
cash advances and loans made to other parties;

(d)
cash receipts from the repayment of advances and loans made to other parties;

Financing activities

Examples of cash flows arising from financing activities are:

(a)
cash proceeds from issuing debentures, loans, notes, bonds, mortgages and short-term or long-term borrowings;

(b)
cash repayments of amounts borrowed; and

(c)
cash payments by a lessee for the reduction of the outstanding liability relating to a finance lease.

Interest

An entity may classify interest paid and interest received as operating cash flows because they are included in profit or loss.

Alternatively, the entity may classify interest paid and interest as financing cash flows, because they are costs of obtaining financial resources or returns on investments.

Non-cash transactions

An entity shall exclude from the statement cash flows investing and financing transactions that do not require the use of cash or cash equivalents.  An entity shall disclose such transactions elsewhere in the financial statements in a way that provides all the relevant information about these investing and financing activities.

The exclusion of non-cash transactions from the statement cash flows is consistent with the objective of a statement cash flows because these items do not involve cash flows in the current period.

Examples of non-cash transactions are:

the acquisition of assets either by assuming directly related liabilities or by means of a finance lease;

Components of cash and cash equivalents

An entity shall disclose the components of cash and cash equivalents and shall present a reconciliation of the amounts reported in the statement cash flows to the equivalent items reported in the Statement of Financial Position.

An entity shall disclose, together with a commentary by management, the amount of significant cash and cash equivalent balances held by the entity that are not available for use by the entity.

Cash and cash equivalents held by an entity may not be available for use by the entity because of foreign exchange controls or legal restrictions, among other reasons.
CHAPTER 3.0
Recognition and measurements in Financial Statements
3.1
Assets

An entity shall recognize an asset in the Statement of Financial Position when it is probable that the future economic benefits will flow to the entity and the asset has a cost or value that can be measured reliably.
An asset is not recognized in the Statement of Financial Position when expenditure has been incurred for which it is considered improbable that economic benefits will flow to the entity beyond the current reporting period. Instead such a transaction results in the recognition of an expense in the Statement of Financial Performance.

3.2
Liabilities

An entity shall recognize a liability in the Statement of Financial Position when it is probable that an outflow of resources embodying economic benefits will result from the settlement of a present obligation and the settlement amount can be measured reliably.
3.3
Revenue
Revenue is the inflow of economic benefits arising in the ordinary course of activities during a particular period.

Revenue may arise either :-

(a)
in income derived through interest, grants, collection of fees etc.
(b)
through rendering of services

An entity shall disclose the amount of each category of revenue recognised during the period.

Revenues shall be recognised on the accruals basis (please refer to Chapter 1).
Government grants known as revenue grant shall be recognized in the Statement of Financial Performance so as to match them with the expenditure towards which they are intended.

If  the government grant is made as a contribution towards expenditure on a fixed asset, the grant amount is deferred and  shall be treated as deferred income over the life time of the asset.
3.4
Expenses

Expenses shall be recognised as it is incurred.  The accrual concept shall be applied.
3.5
Surplus or Deficit
Surplus or deficit is the arithmetical difference between revenue and expenses.

3.6
Offsetting

An entity shall not offset assets and liabilities, or income and expenses.
CHAPTER 4.0

Presentation of Financial Statements
4.1

Statement of Financial Position
Purpose

The Statement of Financial Position presents an entity’s assets, liabilities and reserves at a point in time.

Information to be presented on the face of the Statement of Financial Position
As a minimum, an entity shall include, on the face of the Statement of Financial Position, line items that present the following amounts:

(a) Property, plant and equipment;
(b) Intangible assets;

(c) Biological assets if any;
(d) Cash and cash equivalents;

(e) Inventories;

(f) Trade and other receivables;

(g) Cash in hand and at bank;
(h) Total of non-current assets classified as held for sale

(i) Trade and other payables;

(j) Provisions;

An entity shall present additional line items, headings and subtotals on the face of the

Statement of Financial Position when such presentation is relevant to an understanding of the entity’s financial position.

Current/non-current distinction

An entity shall present current and non-current assets, and current and non-current liabilities, as separate classifications on the face of its Statement of Financial Position
Current assets

An entity shall classify an asset as current when:

(a)
it expects to realise the asset, or intends to sell or consume it, in the entity’s normal operating cycle;

(b)
it holds the asset primarily for the purpose of trading;

(c)
it expects to realise the asset within twelve months after the end of the reporting period; or

(d)
the asset is cash or a cash equivalent, unless it is restricted from being exchanged or used to settle a liability for at least twelve months after the end of the reporting period.

An entity shall classify all other assets as non-current.
When the entity’s normal operating cycle is not clearly identifiable, its duration is assumed to be twelve months.

Current liabilities

An entity shall classify a liability as current when:

(a)
it expects to settle the liability in the entity’s normal operating cycle;

(b)
it holds the liability primarily for the purpose of trading;

(c)
the liability is due to be settled within twelve months after the end of the reporting period; or

(d)
the entity does not have an unconditional right to defer settlement of the liability for at least twelve months after the end of the reporting period.

An entity shall classify all other liabilities as non-current.

Information to be presented either on the face of the Statement of Financial Position or in the notes
An entity shall disclose, either on the face of the Statement of Financial Position or in the notes, the following sub classifications of the line items presented;

(a)
classes of items of property, plant and equipment;
(b)
amounts receivable from trade customers, receivables from related parties, prepayments and other amounts;

(c)
classes of inventories  such as merchandise, production supplies, materials, work in progress and finished goods; and
(d)
provisions for employee benefits and other provisions;
4.2
Statement of Financial Performance
Purpose

The Statement of Financial Performance presents the income and expenses of an entity for a period.

The Statement of Financial Performance shall include all items of income and expense recognised in a period when they arise.

Information to be presented on the face of the Statement of Financial Performance
As a minimum, an entity shall include, on the face of the Statement of Financial Performance, line items that present the following amounts for the period:

(a) Revenue ( which may include fees, recurrent grant, interest received and any other income);
(b) Administrative Costs;
(c) Finance costs;

(d) Tax expense;

(e) Surplus or deficit.
An entity shall present additional line items, headings and subtotals on the face of the Statement of Financial Performance when such presentation is relevant to an understanding of the entity’s financial performance.
An entity shall not present or describe any items of income and expense as ‘extraordinary items’, either on the face of the Statement of Financial Performance or in the notes.

Information to be presented either on the face of the Statement of Financial Performance or in the notes

An entity shall disclose separately the nature and amount of material components of income and expense.  Such disclosures shall include:

(a)
write-downs of inventories to selling price less costs to complete and sell, and the reversal of such write-downs;

(b)
restructuring of the activities of an entity and reversals of any provisions for the costs of restructuring;

(c)
gains or losses on disposals of items of property, plant and equipment;

(d)
litigation settlements; and

(e)
the reversal of any provisions.

Analysis of expenses
An entity shall present an analysis of expenses using a classification based on either the nature of expenses or the function of expenses within the entity, whichever provides information that is reliable and more relevant.

Analysis by nature of expense

Under this method of classification, expenses are aggregated in the Statement of Financial Performance according to their nature (for example, depreciation, wages and salaries, traveling expenses, employee benefits , printing and stationery, utilities etc ), and are not reallocated among various functions within the entity.

Analysis by function of expense

Under this method of classification, expenses are aggregated according to their function as part of cost of sales or, for example, the  administrative activities, human resource activities, transport activities etc.
Entities are encouraged to present this analysis on the face of the Statement of Financial Performance.

Entities classifying expenses by function shall disclose additional information on the nature of expenses, including depreciation and amortization expense and employee benefits expense.
4.3
  Accounting Policies and notes to the Financial Statements

A:
Selection of accounting policies

In Part II of the document FRC has issued Financial Reporting Standards highlighting the accounting policies to be adopted for relevant transactions.  The  accounting principles will result in information that is:

· Relevant and reliable to the economic decision-making needs of the users; and The financial statements should:

(i)

reflect the economic substance of transactions and not merely the legal form

(ii)
represent faithfully the financial position, financial performance and cash flows of the entity;

(iii)
are neutral, i.e. free from bias;

(iv)
are prudent; and

(v)
are complete in all material respects.

B:   Disclosures of Accounting Policies

An entity normally presents the notes in the following order:

· a general description of the constitution of the Statutory Body and the nature of its operations and activities;

· a summary of significant accounting policies applied;
· supporting information for each  item presented on the face of the financial statements, in the order in which each statement and each line item is presented;
· contingent liabilities and contingent assets and unrecognized contractual commitments; and
· any non-financial disclosures.
Notes contain information in addition to that presented on the face of the financial statements.
Notes provide narrative description or disaggregation of items presented in those statements and information about items that do not qualify for recognition in those statements.
An entity shall, as far as practicable, present the notes in a systematic manner.  An entity shall cross-reference each item on the face of the financial statements to any related information in the notes.

Information about judgements

An entity shall disclose, in the summary of significant accounting policies or other notes, the judgements, apart from those involving estimations, that management has made in the process of applying the entity’s accounting policies and that have the most significant effect on the amounts recognized in the financial statements.
Information about key sources of estimation uncertainty

An entity shall disclose in the notes information about
· the key assumptions concerning the future; and
· other key sources of estimation uncertainty at the end of the reporting period, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year.
In respect of those assets and liabilities, the notes shall include details of:

(a)
their nature; and

(b)
their carrying amount as at the end of the reporting period showing clearly the movement if applicable.
Information about externally imposed capital requirements

If an entity is subject to externally imposed capital requirements, it shall disclose the nature of those requirements and how they are managed, including whether the requirements have been complied with.
CHAPTER 5.0

Templates of Financial Statements

5.1
Statement of Financial Position
Minimum information to be presented in the Statement of Financial Position

	
	Year 2
	Year 1


	
	Rs
	Rs

	ASSETS
	
	

	
	
	

	Non Current Assets
	
	

	Property, plant & equipment
	X
	X

	Intangible assets
	X
	X

	
	_____XXX_____
	_____XXX_____

	Current Assets
	
	

	Inventories
	X
	X

	Trade & Other Receivables
	X
	X

	Cash & Cash Equivalent
	X
	X

	TOTAL ASSETS
	_____XXX_____
_____XXX_____
	_____XXX_____
_______XXX______

	
	
	

	
	
	

	FINANCED BY
	
	

	
	
	

	General Fund
	X
	X

	Reserves
	X
	X

	
	_____XXX_____


	_____XXX_____



	Non-Current Liabilities
	
	

	Long Term Loan
	X
	X

	Employee’s Benefits
	X
	X

	
	_____XXX_____


	_____XXX_____



	Current Liabilities
	
	

	Bank Overdraft
	X
	X

	Trade and other Payables
	X
	X

	Provisions
	X
	X

	
	_____XXX_____

______XXX_____
	_____XXX_____

_______XXX______


5.2
Statement of Financial Performance
As a minimum, the Statement of Financial Performance shall include items that present the following:-

	
	Year 2
	Year 1

	
	Rs
	Rs

	Revenue


	
	

	Revenue Grant

Other income
	X
	X

	Expenses


	
	

	· Finance Cost
	X
	X

	· Depreciation
	X
	X

	· Administrative Cost
	X
	X

	· Other Expenses
	X
	X

	
	______
	______

	Surplus/(Deficit) for the year


	X

_______


	X

______


5.3
Statement of Cash Flows
As a minimum, the Statement of Cash flow shall include items that present the following:

Statement of Cash Flows for the year ended Year 2
	
	Year 2
	Year 1

	OPERATING ACTIVITIES
	Rs
	Rs

	Surplus/(Deficit) for the year
	X
	X

	Adjustment for items not involving Cash
	
	

	Provisions , e.g. , employee benefits
	X
	X

	Depreciation
	
	

	NET CASH GENERATED FROM OPERaTING ACTIVITIES
	A
	A

	WORKING CAPITAL CHANGES


	
	

	(Increase)/Decrease in Accounts Receivables
	X
	X

	(Decrease) /Increase in Accounts Payable
	X
	X

	NET MOVEMENT IN WORKING CAPITAL
	       B BBB
	B

	
	
	

	INVESTING ACTIVITIES
	
	

	Purchase of property, plant and Equipment
	(X)
	(X)

	Sale of Property, plant and equipment
	X
	X

	NET CASH USED IN INVESTING ACTIVITIES
	C
	C

	
	
	

	FINANCING ACTIVITIES
	
	

	Capital Grant
	X
	X

	Loan contracted
	X
	X

	Loan repayment
	(X)
	(X)

	NET CASH USED IN FINANCING ACTIVITIES
	D
	D

	NET (DECREASE)/INCREASE IN CASH AND CASH EQUIVALENTS
	A+B+C+D
	A+B+C+D

	Cash and cash equivalents at previous period
	X
	X

	CASH AND CASH EQUIVALENT FOR THE PERIOD ENDED
	X
	X


5.4
Statement of Changes in General Fund for the year ended
	
	Year 2
	Year 1

	
	Rs
	Rs

	Opening Balance
	X
	X

	Accumulated Surplus/(Loss) for the year
	X
	X

	
	
	

	Closing Balance
	XX
	XX


5.5
Notes to the financial statements
1) Accounting Policies

The principal accounting policies may include the following:

a) Basis of preparation

The financial statements have been prepared under the historical cost convention and in accordance with accounting framework for Statutory Bodies .  The going concern basis has been adopted.
b) Revenue Recognition

Recurrent government grants are recognized on a cash basis as income and are matched against the recurrent expenses of the entity.
Interests and other income are recognized on an accrual basis.
c) Inventories
Inventories have been measured at the lower of cost and net realizable value.
Net realisable value means the net amount that the entity will realise from sale of the inventories.

Cost shall comprise of all costs incurred in bringing the inventories to its location and condition.  Such costs include purchase costs, conversion costs, and other costs.

Costs of conversion - direct labour costs and overheads.

Other costs  -  transport costs and overheads

d) Property, plant and equipment

Property, Plant and Equipment are stated at cost or valuation, net of accumulated depreciation.
Depreciation is the systematic allocation of funds representing the use of an asset over its useful life.

The useful life is the period over which the entity is expected to use the asset. The useful life of each componentised asset shall be determined
The residual value is defined as the amount that an entity would currently obtain from disposing the asset:

(i) after deducting the estimated costs of disposals

(ii) if it was at the age and condition expected at the end of its useful life.

The residual value of the asset shall be estimated as an entity does not normally depreciate to zero. However, residual value can only be ignored if it is insignificant.

The depreciation charged for each item and for each period shall be recognised in the Statement of Financial Performance for the period.

Depreciation is provided on the straight line basis so as to write off the depreciable value of the assets over their expected useful economic lives.

The annual rates of depreciation used for the purpose are as follows:

Office furniture




x %

Equipment





x %

Computer & Accessories



x %

Motor Vehicles




x %

e) Cash and cash equivalents

Cash and Cash Equivalents comprise cash at bank and cash in hand.

f) Provisions

A provision is recognised when there is a present obligation (legal or constructive) as a result of a past event, and it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and a reliable estimate can be made of the amount of the obligation.
Provisions are reviewed at each balance sheet date and adjusted to reflect the current best estimate.

g) Comparative Figures

Figures of last year conform to the current year’s presentation.

h) Retirement Benefit Obligations

Provisions for retirement benefits for the entity are made in accordance with the Statutory Bodies Pension Act 1978 as amended

The entity assets are managed by a third party  ( e.g, Insurance Company). The cost of providing the benefit is determined in accordance with the actuarial valuation undertaken every five years.
2) Property, Plant and Equipment
	Cost/Valuation
	Office 
Furniture
	
	Equipment
	
	Computer 
& Acc
	
	Motor 
Vehicles
	
	Total

	
	Rs
	
	Rs
	
	Rs
	
	Rs
	
	Rs

	At 31 December Year 1
	X
	
	X
	
	X
	
	X
	
	X

	Additions
	X
	
	X
	
	X
	
	X
	
	X

	Disposal
	X
	
	X
	
	X
	
	X
	
	X

	At 31 December Year 2
	XX
	
	XX
	
	XX
	
	XX
	
	XX

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Accumulated Depreciation
	
	
	
	
	
	
	
	
	

	At 30 June Year 1
	X
	
	X
	
	X
	
	X
	
	X

	Charge for the year
	X
	
	X
	
	X
	
	X
	
	X

	Disposal
	X
	
	X
	
	X
	
	X
	
	X

	At 31 December Year 2
	XX
	
	XX
	
	XX
	
	XX
	
	XX

	
	
	
	
	
	
	
	
	
	

	31 December Year 2
	XX
	
	XX
	
	XX
	
	XX
	
	XX

	
	
	
	
	
	
	
	
	
	

	31 December Year 1
	XX
	
	XX
	
	XX
	
	XX
	
	XX


3) Inventories






Year 2

Year 1
Categories of inventories





XXX

XXX
====

====
4) Accounts Receivables
Short term Staff Loan






XXX

XXX

Deposits







XXX

XXX

Prepayments







XXX

XXX

Other Receivables






XXX

XXX

------

------
At 31 DecemberYear 2





XXX

XXX
====

====
Year 2

Year 1
5) General Fund
At 31 December Year 1





XXX

XXX

Surplus/Deficit for the year 





XXX

XXX

Other changes







XXX

XXX

------

-------
At 31 December Year 2





XXX

XXX
====

====
6) Grants – Capital
At 31 December  Year 1





XXX

XXX

Received during the year





XXX

XXX

Transfer to statement of Financial Performance


XXX

XXX

------

-------

At 31 December Year 2





XXX

XXX

====

====

7) Grants – Recurrent
Amount received during the year




XXX

XXX

Less amount devoted to capital expenditure



XXX

XXX

------

-------

At 31 December Year 2





XXX

XXX

====

====

8) Employee Benefits

In case of defined benefit plan -- Report of the actuary to be disclosed
Otherwise  show movement of provisions in the account.
9) Accounts Payables
Creditors







XXX

XXX

Accruals







XXX

XXX

Other employee benefits





XXX

XXX

Other Payables






XXX

XXX

------

------

At 31 December Year 2





XXX

XXX

====

====

10) Related Parties Transactions

All related party transactions, representing a transfer of resources or obligations between the related parties , have to be disclosed in the notes to the accounts and accounted for as a normal transactions in the financial statements.
A party is related to an entity if that party

· has control over the entity or

· has an interest in the entity



TEMPLATE of  Independent Auditor’s Report of

[NAME]
Report on the Financial Statements and Corporate Governance
We have audited the financial statements and Corporate Governance Report of [NAME] on pages X to XX which comprise the statement of financial position as at [DATE] and the statement of financial performance, statement of changes in general fund and statement of cash flows for the year then ended and a summary of significant accounting policies and other explanatory notes.
Directors’ responsibilities for the financial statements

The directors are responsible for the preparation and fair presentation of these financial statements in accordance with the Financial Reporting  Framework and Financial Reporting Standards for Statutory Bodies issued by the Financial Reporting Council under the Financial Reporting Act 2004. This responsibility includes: designing, implementing and maintaining effective control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.
Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with International Standards on Auditing.  Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers the effectiveness of  control relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances. . An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the financial statements on pages X to XX give a true and fair view of the financial position of [NAME] as at [DATE], and of its financial performance and cash flows for the year then ended in accordance with the Financial Reporting Framework and Financial Reporting Standards for Statutory Bodies issued by the Financial Reporting Council under the Financial Reporting Act 2004.

Proper books of account have been kept by the (NAME of Statutory Body)

The Financial Statements are in agreement with the books of accounts

The (NAME of Statutory Body) has applied its resources and carrying out its operations  economically, efficiently and effectively.

The (NAME of Statutory Body) has complied with the National Code of Corporate Governance.

PART II

FINANCIAL REPORTING

STANDARDS
FOR 

(Statutory Bodies in part II of the second schedule of the Statutory Bodies ( Accounts and Audit Act) December 2009) 

Financial Reporting Standard 1:  Government grant / government assistance 
1.0 Scope

This Standard shall be applied in accounting for, and in the disclosure of, government grants and other forms of Government assistance.

1.1  Definition

Grant means funds received from Government or any third party to meet the recurrent expenditures or for the acquisition of an asset.
Government assistance is action by Government designed to provide an economic benefit specific to entities qualifying under certain criteria.
1.2 Recognition and measurement

An entity shall recognise Government grants as follows:

(i)
Grant used to meet recurrent expenditure shall be  recognized in the Statement of Financial Performance so as to match them with the expenditure towards which they are intended to.

(ii) 
Grant used to acquire assets shall be released to the Statement of Financial Position item and be amortised over the useful lives of the assets.

(iii) If the Government grant is made as a contribution towards expenditure on a fixed asset, the grant amount is deferred and shall be treated as deferred income over the life time of the asset.
(iv) Potential liabilities to repay grants either in whole or in part in specified circumstances shall be provided for only to the extent that repayment is probable.  The repayment of a Government grant shall be accounted for by setting off the repayment against any unamortized deferred income relating to the grant.  Any excess shall be charged immediately to the Statement of Financial Performance.
1.3 Disclosures

The following information shall be disclosed in the Financial Statements:

(a) the nature and amounts of Government grants recognised in the financial statements.
(b) When Government gives assistance as government grants, there may be conditions attached to the grant.  The entity has to recognise these conditions disclosing them in the Financial Statements.
(c) the effects of Government grants on the results for the period and/or the financial position of entity and where the results of the period are affected materially by the receipt of forms of Government assistance other than grants, the nature of that assistance and, to the extent that the effects on the financial statements can be measured, an estimate of those effects.
(d) unfulfilled conditions and other contingencies attaching to Government grants that have not been recognised.
(e)
Government assistance given in kind to the organization, for instance if employees are  posted to the organization from other government bodies, the best estimates  of the assistance shall be disclosed as notes to the Financial Statements.

Financial Reporting Standard 2: Revenue Recognition

2.0 
Scope

This Standard shall be applied to entities which obtain revenue from various sources.  Each source of revenue shall be clearly identified and recognised separately.  Sources of revenue are from the following:
· Sale of goods (whether produced by the entity for the purpose of sale or purchased for resale)

· Services rendered

· Dividend  receivable(if any)
· Any other source of revenue
2.1
Definition

Revenue is the inflow of economic benefits arising in the ordinary course of activities during a particular period.

2.2
 Recognition and Measurement

Revenue shall be recognised on an accruals basis.

2.2.1 Sale of goods  (if any)

An entity shall recognise revenue from the sale of goods when all the following conditions are satisfied:

(a) the entity has transferred to the buyer the significant risks and rewards of ownership of the goods.

(b) the entity retains neither continuing managerial involvement to the degree usually associated with ownership nor effective control over the goods sold.

(c) the amount of revenue can be measured reliably.

(d) it is probable that the economic benefits associated with the transaction will flow to the entity.

(e) the costs incurred or to be incurred in respect of the transaction can be measured reliably.

2.2.2 Rendering of services

An entity shall recognise revenue associated with a transaction involving the rendering of services by reference to the stage of completion of the transaction at the end of the reporting period.  The outcome of a transaction can be estimated reliably when all the following conditions are satisfied:

(a) the amount of revenue can be measured reliably.

(b) it is probable that the economic benefits associated with the transaction will flow to the entity.

(c) the stage of completion of the transaction at the end of the reporting period can be measured reliably.

(d) the costs incurred for the transaction and the costs to complete the transaction can be measured reliably.

2.2.3 Interest  Receivable

An entity shall recognise revenue arising from interest when:

(a) it is probable that the economic benefits associated with the transaction will flow to the entity, and

(b) the amount of the revenue can be measured reliably.

2.2.4 Dividends Receivable

Dividends shall be recognised when the shareholder’s right to receive payment is established.

2.3
Measurement

The entity shall measure revenue at the transaction price. The consideration is in the form of cash or cash equivalents and the amount of revenue is the amount of cash or cash equivalents received or receivable.

However, when the inflow of cash or cash equivalents is deferred, the fair value of the consideration may be less than the nominal amount of cash received or receivable.  In such case, the entity shall consider the time value of money.

2.4 Disclosures

An entity shall disclose:
(a) the accounting policies adopted for the recognition of revenue, including the methods adopted to determine the stage of completion of transactions involving the rendering of services.
(b) the amount of each category of revenue recognised during the period, showing separately, at a minimum, revenue arising from:

(i) the sale of goods.

(ii) the rendering of services.

(iii) Interest receivable

(iv) Dividends receivable

(v) any other  revenue.

Financial Reporting Standard 3: Property, Plant and Equipment (PPE)

3.0
Scope

The objective of this Standard is to prescribe the accounting treatment for property, plant and equipment (PPE)  so that users of the financial statements can identify  information about an entity’s investment in its property, plant and equipment and the changes in such investment.

The principal issues in accounting for property, plant and equipment are the recognition of the assets, the determination of their carrying amounts and the depreciation charges to be recognised in relation to them.

The PPE are used to provide services or for administrative purposes.

3.1 Definition

PPE are tangible fixed assets that are held in an organisation for more than one period.  They are held for use in the supply of goods and services , for rental to others or for administrative purposes.
The following definitions are: 

Carrying amount is the amount at which an asset is recognised after deducting any accumulated depreciation
Cost is the amount of cash or cash equivalents paid to acquire an asset
Deemed Cost:
 When an asset is acquired, the asset shall be fair valued if the cash consideration is lower than the fair value.
Depreciation is the systematic allocation of the depreciable amount of an asset over its useful life
Depreciable amount is the cost of an asset, or other amount substituted for cost, less its residual value
The residual value of an asset is the estimated amount that an entity would currently obtain from disposal of the asset, after deducting the estimated costs of disposal, if the asset were already of the age and in the condition expected at the end of its useful life.
Useful life is the period over which the entity is expected to use the asset.

3.2 Depreciation

Depreciation is the systematic allocation of depreciable amount of an asset over its useful life.
Depreciable amount is the cost of an asset, or other amount substituted for cost, less its residual value.

An entity shall select a depreciation method that reflects the pattern in which it expects to consume the asset’s future economic benefits. The possible depreciation methods include:
· the straight-line method,

· the diminishing balance method and

· a method based on usage such as the units of production method.

3.3
 Recognition

(a) An entity shall recognise the cost of  an item of PPE as an asset if, and only if:

(i) it is probable that future economic benefits associated with the item will flow to the entity, and

(ii) the cost of the item can be measured reliably.

(b) The cost of an item of  PPE is the cash price paid to acquire the assets or the deemed cost, representing the fair value of the asset when it is transferred.
(c) The cost of an asset shall be split into major components.
(d) Each separate item of PPE  shall be depreciated.
(e) The useful life of each class of asset shall be determined

(f) The residual value of the asset shall be estimated as an entity does not normally depreciate to zero. However, residual value can only be ignored if it is insignificant.

(g) The depreciation charge for each item and for each period shall be recognised in the Statement of Financial Performance for the period.

3.4
Measurement at initial recognition

An entity shall measure an item of property, plant and equipment at initial recognition at its cost or deemed cost.

3.5
 Measurement after initial recognition

After initial recognition at cost or deemed cost, the PPE shall be measured at cost less any accumulated depreciation.

If the entity owns land, land is not depreciated.

3.6
 Disclosures

The entity shall disclose

(a) The useful life for each major component of the asset.
(b) The depreciation policy used

(c) Reconciliation of the carrying amount at the beginning and at the end of the  reporting period showing –

(i) additions

(ii) disposals

(iii) accumulated depreciation

(iv) depreciation charge for the period

(d) The rate of depreciation for each class of asset.
(e) The residual value of each class of asset

(f) The depreciation method used

(g) The existence and amounts of assets pledged to secure loans
(h) The basis on which fair value has been reached where assets have been included at deemed cost.
Financial Reporting Standard 4: Inventories

4.0 Scope

Inventories (also known as stocks) are assets:
(1)
held for sale in the ordinary course of business ;

(2)
partly finished goods.

4.1 Measurement

Inventories are valued at the lower of costs and net realisable value.

Net realisable value means the net amount that the entity will realise from sale of the inventories.

(i)
Cost of inventories

Cost shall comprise of all costs incurred in bringing the inventories to their location and condition.  Such costs include purchase costs, costs of conversion, and other costs.

The costs of conversion of inventories include costs directly related to the units of production, such as direct labour. They also include a systematic allocation of fixed and variable production overheads that are incurred in converting materials into finished goods..

(ii)
Cost formula

The First in First Out (FIFO) or Weighted Average Cost formula shall be used for inventories.

An entity shall use the same cost formula for all inventories having a similar nature and use to the entity.
Different cost formula may be used for different classes of inventories.

4.2
 Recognition as an expense

When inventories are sold, the entity shall recognise the carrying amount of those inventories as an expense in the period in which the related revenue is recognised.
4.3
Disclosures

The entity shall disclose –

(i) the accounting policies adopted in measuring inventories, including the cost formula used.
(ii) the total carrying amount of inventories and the carrying amount in classifications appropriate to the entity.
(iii) the amount of inventories recognised as an expense.

(iv) the assumptions used to calculate inventories at net realisable value.

(v) the circumstances that have led to a write down of inventories.

(vi) the amount of inventories pledged as security for loans / liabilities.

Financial Reporting Standard 5: Hire Purchase and Leases
5.0 Scope

Leases are financial contracts entered by an entity in order to benefit  from the use of a fixed asset.

When substantially all the risks and rewards incidental to ownership are transferred to the entity, the financial contract is considered as a finance lease.  Otherwise it is an operating lease.

5.1 Recognition and Measurement

5.1.1 Accounting by lessees

When an entity is the lessee in a Finance Lease, it shall record the finance lease as an asset and as an obligation to pay future rentals in the Statement of Financial Position.
The total finance charge under a finance lease shall be allocated to accounting periods during the lease term so as to produce a constant periodic rate of charge on the remaining balance of the obligation for each accounting period, or a reasonable approximation thereto.  The straight-line method may provide such a reasonable approximation.

An asset leased under a finance lease shall be depreciated over the shorter of the lease term or its useful life.

In the case of a hire purchase, the asset shall be depreciated over the useful life of the asset.

The rental under the operating lease shall be charged on a straight-line basis over the lease term even if the payments are not made on such a basis.

5.1.2 Accounting by lessors

When an entity is a lessor, it shall record the amount of the Finance Lease as a debtor at the amount of the net investment in the lease after making provisions for items such as bad and doubtful rentals receivable in the Statement of Financial Position. 
Rental income from an operating lease shall be recognized on a straight-line basis over the period of the lease, even if the payments are not made on such a basis,

An asset held for use in operating leases by a lessor shall be recorded as a fixed asset and depreciated over its useful life.

5.2 Disclosures

5.2.1 
Where an entity is a  lessee, it  shall make the following disclosures for finance leases:
(a) for each class of asset, the net carrying amount at the end of the reporting period
(b) the total of future minimum lease payments at the end of the reporting period, for each of the following periods:

(i) not later than one year;

(ii) later than one year and not later than five years; and

(iii) later than five years.

5.2.2 A lessee shall make the following disclosures for operating leases:

(a) the total of future minimum lease payments under non-cancellable operating leases for each of the following periods:

(i) not later than one year;

(ii) later than one year and not later than five years; and

(iii) later than five years.

(b) lease payments recognised as an expense

5.2.3 Other disclosures

(a) the gross amounts of assets held for use in operating leases and the related accumulated depreciation charges;

(b) the cost of assets acquired, whether by purchase or finance lease, for the purpose of letting ;under finance leases; and
(c) the net investment in finance leases at each Statement of Financial Position date.

Financial Reporting Standard 6: Related Parties Transactions

6.0 Scope

This Standard shall be applied in:

(a) identifying related party relationships and transactions;

(b) identifying outstanding balances between an entity and its related parties;

(c) identifying the circumstances in which disclosure of the items in (a) and (b) is required; and

(d) determining the disclosures to be made about those items.

6.1 Definition

A related party is a person or entity that is related to the entity that is preparing its financial statements (the reporting entity).

(a) A person or a close member of that person’s family is related to a reporting entity if that person:

(i) is a member of the key management personnel of the reporting entity; or
(ii) has control over the reporting entity.
(b) An entity is related to a reporting entity if any of the following conditions applies:

(i) the entity is a post-employment benefit plan for the benefit of employees of either the reporting entity or an entity related to the reporting entity. 
If the reporting entity is itself such a plan, the sponsoring employers are also related to the plan.

(ii) the entity is controlled or jointly controlled by a person identified in (a).

(iii) a person identified in (a)(i) has significant influence over the entity.

(iv) a person identified in a(ii)or a close member of that person’s family has significant influence over the entity.

(v) a member of the key management personnel of the entity or a close member of that member’s family has control over the reporting entity

(c )
key management personnel are those persons having authority and responsibility for planning, directing and controlling the activities of the reporting entity,  both executive and non-executive directors. 

6.2 
Recognition
In considering each possible related party relationship, an entity shall assess the substance  of the relationship and not merely the legal form.

In the context of this framework, the following are not necessarily related parties:

(a) two entities simply because they have a director or other member of key management personnel in common.

(b) any of the following simply by virtue of their normal dealings with an entity (even though they may affect the freedom of action of an entity or participate in its decision making process):

(i)
 providers of finance
(ii) 
trade unions
(iii) 
public utilities
(iv) 
government departments and agencies
(c) a customer, supplier, franchisor, distributor or general agent with whom an entity transacts a significant volume of business, merely by virtue of the resulting economic dependence.

6.3 Disclosures

6.3.1 An entity shall disclose compensation paid to key management personnel.
6.3.2 If an entity has related party transactions, it shall disclose the nature of the related party relationship as well as information about the transactions, outstanding balances and commitments necessary for an understanding of the potential effect of the relationship on the financial statements. At a minimum, disclosures shall include:

(a) the amount of the transactions.

(b) the amount of outstanding balances and:

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

(ii) 
details of any guarantee given or received.

(c) provisions for uncollectible receivables related to the amount of outstanding balances.

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

6.3.3 The following are examples of transactions that shall be disclosed if they are with a related party:

(i) purchases or sales of goods (finished or unfinished)
(ii) purchases or sales of property and other assets
(iii) rendering or receiving of services
(iv) leases
(v) transfers under license agreements
(vi) transfers under finance arrangements (including loans and equity contributions in cash or in kind)
(vii) provision of guarantees or collateral
(viii) settlement of liabilities on behalf of the entity or by the entity on behalf of another party
6.3.4 An entity shall not state that related party transactions were made on terms equivalent to those that prevail in arm’s length transactions unless such terms can be substantiated.

Financial Reporting Standard 7: Employee Benefits

7.0 
Scope

Employee benefits are all forms of consideration given by an entity in exchange

for service rendered by employees, including directors and management.

7.1
Definitions
Employee benefits covered by this section are of the following four types:

(a) short-term employee benefits, which are employee benefits (other than termination benefits) that are wholly due within twelve months after the end of the period in which the employees render the related service.

(b) post-employment benefits, which are employee benefits (other than termination benefits) that are payable after the completion of employment.

(c) other long-term employee benefits, which are employee benefits (other than post employment benefits and termination benefits) that are not wholly due within twelve months after the end of the period in which the employees render the related service.

(d) termination benefits, which are employee benefits payable as a result of either:

(i) an entity’s decision to terminate an employee’s employment before the normal retirement date, or

(ii) an employee’s decision to accept voluntary redundancy in exchange for those benefits.

7.2
Recognition and Measurement

7.2.1
Short-term employee benefits

An entity shall recognise as a liability the cost of all employee benefits to which its employees have become entitled as a result of service rendered to the entity during the reporting period.
The liability is to be disclosed after deducting amounts that have been paid either directly to the employees or as a contribution to an employee benefit fund.
If the amount paid exceeds the obligation arising from service before the reporting date, an entity shall recognise that excess as an asset to the extent that the prepayment will lead to a reduction in future payments or a cash refund.

7.2.2
 Short-term compensated absences

An entity may compensate employees for absence for various reasons including annual vacation leave and sick leave. Some short-term compensated absences accumulate—they can be carried forward and used in future periods if the employee does not use the current period’s entitlement in full. Examples include annual vacation leave and sick leave.

The entity shall present the amount of the accumulated compensated absences as a current liability at the reporting date.

An entity shall recognise the cost of other (non-accumulating) compensated absences when the absences occur. The entity shall measure the cost of non-accumulating compensated absences at the undiscounted amount of salaries and wages paid or payable for the period of absence.

.

7.2.3
 Post-employment benefits: distinction between defined contribution plans and defined benefit plans

Post-employment benefits include, for example:

(i) retirement benefits, such as pensions, and

(ii) other post-employment benefits, such as post-employment life insurance and post-employment medical care.

Arrangements whereby an entity provides post-employment benefits are post-employment benefit plans.

An entity shall apply this section to all such arrangements whether or not they involve the establishment of a separate entity to receive contributions and to pay benefits. In some cases, these arrangements are imposed by law.

Post-employment benefit plans are classified as either defined contribution plans or defined benefit plans, depending on their principal terms and conditions.
(a) Defined contribution plans are post-employment benefit plans under which an entity pays fixed contributions into a separate entity (a fund) and has no legal or constructive obligation to pay further contributions or to make direct benefit payments to employees if the fund does not hold sufficient assets to pay all employee benefits relating to employee service in the current and prior periods.

(b) Defined benefit plans are post-employment benefit plans other than defined contribution plans. Under defined benefit plans, the entity’s obligation is to provide the agreed benefits to current and former employees, and actuarial risk (that benefits will cost more or less than expected) and investment risk (that returns on assets set aside to fund the benefits will differ from expectations) are borne, in substance, by the entity.

If actuarial or investment experience is worse than expected, the entity’s obligation may be increased, and vice versa if actuarial or investment experience is better than expected.

7.2.3 (A)   Post-employment benefits: defined contribution plans

An entity shall recognise the contribution payable for a period:

as a liability, after deducting any amount already paid. If contribution payments exceed the contribution due for service before the reporting date, an entity shall recognise that excess as an asset.

7.2.3 (B)  Post-employment benefits: defined benefit plans

For defined benefit plans, an entity shall recognise:

(a) a liability for its obligations under defined benefit plans net of plan assets— its defined benefit liability .
(b) the net change in that liability during the period as the cost of its defined benefit plans during the period.
Measurement of the defined benefit liability
An entity shall measure a defined benefit liability for its obligations under defined benefit plans at the net total of the following amounts:

(a) the present value of its obligations under defined benefit plans (its defined benefit obligation) at the reporting date minus
(b) the fair value at the reporting date of plan assets (if any) out of which the obligations are to be settled directly.

7.3 Actuarial valuation method

To measure its obligation and cost under defined benefit plans, the entity is required to have a comprehensive actuarial valuation every three years and  shall make provisions for changes in its obligations and cost under defined benefit plans.

7.4
 Disclosures

7.4.1 Disclosures about defined contribution plans

An entity shall disclose the amount recognised in profit or loss as an expense for defined contribution plans.

7.4.2 Disclosures about defined benefit plans

An entity shall disclose the following information about defined benefit plans

If an entity has more than one defined benefit plan, these disclosures may be made in total, separately for each plan, or in such groupings as are considered to be the most useful:

(a) a general description of the type of plan, including funding policy.

(b) the entity’s accounting policy for recognising actuarial gains and losses in the Statement of Financial Performance and the amount of actuarial gains and losses recognised during the period.

(c) the date of the most recent comprehensive actuarial valuation and, if it was not as of the reporting date, a description of the adjustments that were made to measure the defined benefit obligation at the reporting date.

(d) a reconciliation of opening and closing balances of the defined benefit obligation showing separately benefits paid and all other changes.

(e) the total cost relating to defined benefit plans for the period, disclosing separately the amounts

(i) recognised in profit or loss as an expense, and

(ii) included in the cost of an asset.

7.4.3 Disclosures about other long-term benefits

For each category of other long-term benefits that an entity provides to its employees, the entity shall disclose the nature of the benefit, the amount of its obligation and the extent of funding at the reporting date.

7.4.4 Disclosures about termination benefits

For each category of termination benefits that an entity provides to its employees, the entity shall disclose the nature of the benefit, its accounting policy, and the amount of its obligation and the extent of funding at the reporting date.

Financial Reporting Standard 8: Provisions and Contingencies

8.0 
Scope

The scope of this Standard refers to provisions , that is,  liabilities of uncertain timing or amount and  contingent liabilities.  It excludes provisions specified in the other FRS above such as :

(a) leases 

(b) employee benefit obligations

and  does not cover:

Such items as depreciation, and uncollectible receivables. Those are adjustments of the carrying amounts of assets, rather than recognition of liabilities.

8.1
Definitions

Provsions are present obligations which require reasonable estimates of probable outflow of resources

Contingent liabilities are probable obligations of the entity and the outflow of resources will depend on the confirmation or occurrence of the events

8.2 Recognition and Measurement

An entity shall recognise a provision only when:

(a) the entity has an obligation at the reporting date as a result of a past event;

(b) it is probable (ie more likely than not) that the entity will be required to transfer economic  benefits in settlement; and

(c) the amount of the obligation can be estimated reliably.

The entity shall recognise the provision as a liability in the statement of financial position and shall recognise the amount of the provision as an expense.
8.2.1 Initial measurement

An entity shall measure a provision at the best estimate of the amount required to settle the obligation at the reporting date. The best estimate is the amount an entity would rationally pay to settle the obligation at the end of the reporting period or to transfer it to a third party at that time.

When some or the entire amount required to settle a provision may be reimbursed by another party (eg through an insurance claim), the entity shall recognise the reimbursement as a separate asset only when it is virtually certain that the entity will receive the reimbursement on settlement of the obligation. The amount recognised for the reimbursement shall not exceed the amount of the provision.

The reimbursement receivable shall be presented in the Statement of Financial Position as an asset and shall not be offset against the provision. In the statement of financial performance the entity may offset any reimbursement from another party against the expense relating to the provision.

8.2.2 Subsequent measurement

An entity shall charge against a provision only those expenditures for which the provision was originally recognised.

An entity shall review provisions at each reporting date and adjust them to reflect the current best estimate of the amount that would be required to settle the obligation at that reporting date. Any adjustments to the amounts previously recognised shall be recognised in profit or loss unless the provision was originally recognised as part of the cost of an asset.

8.2.3 Contingent liabilities

A contingent liability is either a possible but uncertain obligation or a present obligation that is not recognised because it fails to meet one or both of the conditions (b) and (c) in paragraph 8.2.  Disclosure of a contingent liability is required by paragraph 8.5.2 unless the possibility of an outflow of resources is remote. When an entity is jointly and severally liable for an obligation, the part of the obligation that is expected to be met by other parties is treated as a contingent liability.

8.2.4 Contingent assets

An entity shall not recognise a contingent asset as an asset. Disclosure of a contingent asset is required by paragraph 8.5.3 when an inflow of economic benefits is probable. However, when the flow of future economic benefits to the entity is virtually certain, then the related asset is not a contingent asset, and its recognition is appropriate.

8.5 Disclosures

8.5.1 Disclosures about provisions

For each class of provision, an entity shall disclose all of the following:

(a) 
a reconciliation showing

(i) 
the carrying amount at the beginning and end of the period;

(ii) 
additions during the period, including adjustments that result from changes measuring the discounted amount;

(iii)
 amounts charged against the provision during the period; and

(iv) 
unused amounts reversed during the period.

(b) 
a brief description of the nature of the obligation and the expected amount and timing of any resulting payments.

(c) 
an indication of the uncertainties about the amount or timing of those outflows.

(d) 
the amount of any expected reimbursement, stating the amount of any asset that has been recognised for that expected reimbursement.

8.5.2 Disclosures about contingent liabilities

Unless the possibility of any outflow of resources in settlement is remote, an entity shall disclose, for each class of contingent liability at the reporting date, a brief description of the nature of the contingent liability and, when practicable:

(a) an estimate of its financial effect, measured in accordance with paragraphs 8.2.1 and 8.2.2;

(b) an indication of the uncertainties relating to the amount or timing of any outflow; and

(c) the possibility of any reimbursement.

If it is impracticable to make one or more of these disclosures, that fact shall be stated.

8.5.3 Disclosures about contingent assets

If an inflow of economic benefits is probable (more likely than not) but not virtually certain, an entity shall disclose a description of the nature of the contingent assets at the end of the reporting period, and, when practicable without undue cost or effort, an estimate of their financial effect, measured using the principles set out in paragraphs 8.2.1 and 8.2.2. If it is impracticable to make this disclosure, that fact shall be stated.
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