FINANCIAL REPORTING COUNCIL 
BULLETIN on Annual Report Reviews

for the quarter ended 30 September 2009
For the quarter year 30 September 2009, 32 PIEs which consist of 11 listed companies, 8 listed on the DEM and 13 other PIEs were reviewed.  Proper replies have been received from most of them.  
The review was performed on a risk based approach and PIEs from various sectors were selected as follows:
	Sectors
	No of PIEs

	Banking and Insurance
	4

	Commerce
	6

	Textile & Manufacturing Industry
	10

	Investments
	3

	Leisure & Hotels
	3

	Sugar Industry
	3

	Transport
	2

	Services
	1

	Total
	         32


1. Compliance with the National Code of Corporate Governance

	Issue
	Complied
	Partly Complied
	Not Complied
	Total

	Corporate Governance
	5
	18
	9
	32

	
	16%
	56%
	28%
	100%


· Those which have not complied with the Code of Corporate Governance have promised that in their next annual report same will be included.

· Among those which have complied partly with the Code of Corporate Governance the following issues were mainly omitted:

· Integrated Sustainability Reporting that is policies and practices as regards to

Ethics

Environment

Health & Safety

Social Issues

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

· Detailed description of non-audit services rendered by the external auditor
· Description of the Internal audit function
· Corporate code of conduct that specifically addresses conflicts of interest particularly relating to directors and management

· Statement of remuneration philosophy
· Risk management with respect to internal control
As per the Section 75 of the Financial Reporting Act 2004 (amended in 2009) every PIE is required to adopt corporate governance in accordance with the National Code of Corporate Governance. Where a PIE does not adopt corporate governance, it is required to explain the reasons behind not complying with the Code.
2. Audit and non-audit fees
· Out of the 32 PIEs, 4 have paid for audit services only.  

· 23 PIEs have received other services from their external auditors which were mainly tax services.  
· The remaining 5 PIEs have not disclosed auditors’ fees.  However, this disclosure was missing as they were private companies and have complied with Section 221(4) of the Companies Act which states that the annual report of a company needs not comply with any of the paragraphs (a), and (d) to (i) of subsection (1) where all the shareholders agree that the report need not do so and any such agreement shall be noted in the annual report.
3. Working Capital (Net Current Liabilities)

Out of the 32 PIEs 9 have both negative cash flow and net current liabilities at year end. 
It is to be noted that the 9 companies have declared dividend and have paid same out of retained earnings.  
Also, it may be a concern to directors as paying dividends in a net current liabilities situation may indicate that the company will  not be able to pay its debts as they become due in the normal course of business.
4. IAS 19 – Employee Benefits
	Issue
	Complied
	Partly 

Complied
	Not 

Complied
	Total

	IAS 19
	9
	22
	1
	32

	
	28%
	69%
	3%
	100%


All the companies reviewed provide benefits to their employees and hence accounting for employee benefits as per IAS 19 is necessary. Most companies operate a defined benefit plans and 97% of the companies have reported on employee benefits. 
The figures disclosed in the financial statements were computed by an actuary.  However, it was observed that 69% have partly complied with the requirements of IAS 19.

5. IAS 2 - Inventories recognized as expense
3 PIEs out of the 32 companies reviewed have not complied with the requirement of IAS 2.  Most of the time the inventories recognized as expense is the cost of sales which is not right.  Inventories recognised as an expense  includes other items which are not accounted for in the cost of sales.  Hence, disclosure of this information may provide users of accounts the amount that has been adjusted in arriving at the cost of sales figure.
6. IAS 36 - Goodwill allocated to CGUs for purpose of impairment
Among the PIEs reviewed one company has goodwill on the face of the balance sheet.  It is disclosed in the accounting policies that goodwill is allocated to CGUs for purpose of impairment.  However, the information of the CGUs as per IAS 36 is not disclosed sufficiently.  Such information may help users of accounts to know how the CGUs are performing and have more transparency on the basis of the test of impairment of the goodwill and of the assets of the CGU.

7. IAS 1 –Presentation of Financial Statements
It was observed that some companies have disclosed accounting policies which have no relevance to the accounts.  Also, in some cases they have omitted relevant accounting policies which might have provided users of accounts better understanding of the annual reports.
Besides, there were some companies which have not well cross-referenced the financial statements to the related notes to the accounts which is a requirement as per IAS 1, Presentation of Financial Statements.

8. IAS 8 - Accounting Policies, Changes in Accounting Estimates and Errors

It was observed that there was lack of disclosures as per the requirements of IAS 8 with respect to initial application of an IFRS that has an effect on the current period or prior period.

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

9. IFRS 7
IFRS 7 is effective for annual periods beginning on or after 1 January 2007. Earlier application is encouraged.  It was nice to find that all the 32 companies have early adopted the IFRS.

However, 63% of the  PIEs have not complied fully with IFRS 7.  The disclosures were mainly found to be missing:

· The methods and when a valuation technique is used, the assumptions applied in determining fair values of each class of financial assets or financial liabilities.

· Qualitative disclosures with respect to risk arising from financial instruments such as objectives, policies and processes for managing the risk.

· Information on credit risk such as:

· description of collateral held as security and other credit enhancements

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

· Sensitivity analysis for each type of market risk to which the company is exposed.

10. Other Issues
· Section 39(3) of the Financial Reporting Act 2004 – Auditor has not reported on the consistency of the report on corporate governance
Conclusion

To help the PIEs to provide quality financial reporting, detailed letter of observations are sent to them and their comments and course of actions with respect to the findings of the review of the annual reports.  So far we have received positive responses and all the non-compliances raised to the companies would be addressed in the next annual reports.  
FRC has a research unit which takes into consideration the queries raised by PIEs with respect to financial reporting.

Besides, FRC is in the process of having its website more interactive whereby PIEs will be able to send their queries or comments on any financial reporting issues.
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