		
[bookmark: _Hlk197089569]Financial Reporting Council

Executive summary 

Thematic review on the extent of financial and non-financial risks disclosures of selected PIEs

In recent years, there has been a growing demand for improved transparency and relevance in the reporting of business risks within the financial statements. Users of financial statements increasingly seek decision-useful information particularly regarding the key risks faced by Public Interest Entities (‘PIEs’).

In response, the Financial Reporting Council (‘FRC’) conducted a thematic review to evaluate the quality of financial and non-financial risk disclosures in the annual reports of selected PIEs. 

The review leveraged a sample of 40 PIEs comprising of 16 listed entities and 24 non-listed entities, randomly selected across the following seven sectors:
	Sectors
	Number of PIEs

	
	

	Leisure & Hotels
	7

	Property Development
	3

	Commerce
	8

	Conglomerates
	4

	Bank, Insurance and Finance (‘BIF’)
	12

	Industry
	4

	Sugar
	2

	Total
	40



To guide the review, the FRC developed an internal checklist on established financial and non-financial risk disclosures requirements based on International Financial Reporting Standards (‘IFRS’). This checklist enabled the systematic assessment of the nature and extent of risk information disclosed across the selected annual reports.

General observations on the financial and non-financial risk disclosures 

· The nature and extent of risk disclosures varied on the size, sectors and governance structures of the PIEs. 
· Financial risk disclosures were generally consistent with IFRS requirements. 
· [bookmark: _Hlk179378022]Listed and larger PIEs with established audit and risk committees provided more structured and comprehensive disclosures. 
· Smaller non-listed PIEs often provided the minimum non-financial risk information, largely limited to what is required by the Code of Corporate Governance.  
· Financial risks were usually disclosed in financial statements, whilst non-financial risks disclosures appear in the corporate governance reports or other statutory reports. However, a clear linkage between financial risks and non-financial risks was often lacking. 




Cross-sectoral comparison: BIF and Non-BIF sectors

· Entities within the BIF sector demonstrated more comprehensive disclosures for both financial and non-financial risks owing to regulatory oversight by institutions such as the Bank of Mauritius and the Financial Services Commission. 
· PIEs outside the BIF sector generally exhibited less detailed risk reporting.

Key findings on the financial and non-financial risk disclosures

Whilst many PIEs demonstrated good compliance with IFRS and the Code of Corporate Governance Principles, several gaps were identified:
· Incomplete information on liquidity risk including cash outflow and maturity analysis of financial assets (IFRS 7).
· Limited explanation of risk management procedures as required by the Code of Corporate Governance.

Areas for improvement in relation to financial and non-financial risks

The FRC encourages PIEs to strengthen their financial and non-financial risk reporting practices by incorporating the following: 

A. Financial risks disclosures
· Clear details on the level of drawn and undrawn finance facilities in place (IAS 7).   
· Cash flows disclosures representing changes in operational capacity and information by reporting segment (IAS 7).

B. Non-financial risks disclosures
· Identification and classification of non-financial risks into internal and external sources.
· Disclosure of risk appetites and associated metrics.
· Use of stress tests to assess the financial resilience and the capital adequacy.
· Highlight of top and emerging risks of the entity, reviewed regularly by senior management/committee.
· Trend analysis of key risks indicators over time.
· Use of key risk indicators to quantify exposure to major negative events.
· Classification of risks based on their probability and the potential impact. 
· Interaction of risks disclosures with the entity’s strategy, business model and key performance indicators.
· Future outlook and opportunities relating to identified risks. 
· Consistent reporting of the principal risks and uncertainties across all sections of the annual report.

Conclusion

The FRC urges PIEs to consider the findings of this thematic review as they prepare their future annual reports. Enhanced risk disclosures not only provide transparency but also help stakeholders make better informed decisions.

The full report on the Thematic Review is available on the website of FRC (http://frc.govmu.org).

Disclaimer 
It must be noted that the FRC’s findings and recommendations are not exhaustive and were based only on the thematic review undertaken.
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Key findings with regards to financial and non-financial risks disclosures

FRC carried out the thematic review of 40 PIEs under the topic ‘financial and non-financial risks disclosures’.  From the annual reports of the 40 PIEs, the main observations with respect to financial and non-financial disclosures are set out below:

	Areas of observations
	Details of observations
	Conclusion

	Financial risks

	Liquidity risk (mandatory disclosures as per IFRS 7)
	All 40 PIEs had provided disclosures regarding maturity analyses for non-derivatives financial liabilities and derivative financial liabilities, description of how it manages the liquidity risk and summary quantitative data about its exposure to liquidity risk.

98% of the PIEs had not made disclosure on the management of liquidity risk if the outflow of cash could occur significantly earlier than indicated in the data and if the cash outflow could be for a significantly different amount than that indicated in the maturity table. The reasons for the non-disclosure were unknown.

85% PIEs had not provided disclosures with respect to maturity analyses of financial assets they hold for managing liquidity risk. The reasons for the non-disclosure under this requirement were not known.
	There is scope for improvement in risk disclosure in this area.

	Financial risks under IAS 7 (voluntary disclosures)
	The PIEs had not made the following voluntary disclosures as per IAS 7:
· The level of drawn and undrawn finance facilities in place (55%);

· The cash flows representing increases in operating capacity (93%); and

· The amount of the cash flows of each reportable segment (45%).
	PIEs are encouraged to disclose more information in relation to the liquidity risk in their next annual reports.

	Non-financial risks

	Risk management procedures (mandatory disclosures as per the Code of Corporate Governance)
	60% of the PIEs had made relevant risk management policies disclosures although 40% entities had not provided same.
	There is scope for improvement in risk disclosures in these areas.

	Sources of non-financial risks (voluntary disclosures)
	98% of the entities had not categorised non-financial risks into internal and external factors.
	PIEs are encouraged to provide more voluntary disclosures to their users of accounts in their next annual reports.

	Risk appetites (voluntary disclosures)
	75% of the PIEs had not made disclosures about risk appetites and their metrics. 
	

	Stress tests (voluntary disclosures)
	80% of the entities had not conducted stress tests to assess the resilience of their balance sheet and the capital adequacy.
	

	Emerging risks (voluntary disclosures)
	60% of the PIEs had disclosed the top and emerging risks of the entity which are subject to regular review by senior management/committee.
	

	Trend or movement of key risks (voluntary disclosures)
	The annual reports of 75% of the PIEs did not contain a trend or movement of the key risks affecting the entities.
	

	Measurement of the risk of major negative events (voluntary disclosures)
	53% of the PIEs had disclosed the key risk indicators which are designed to measure the risk of major negative events disclosed in the annual report.
	

	Classification of risks (voluntary disclosures)
	78% of the PIEs had not made classification of risks based on their probability and the potential financial and non-financial impact of their occurrence. 
	

	Linkage of risks (voluntary disclosures)
	The annual reports of 90% of the PIEs had not included disclosures with respect to the risks which were linked to strategy, business model and key performance indicators.
	

	Outlook and opportunities of risks
(voluntary disclosures)
	70% of the PIEs had not discussed the future outlook and opportunities of the risks in their annual reports. 
	

	Consistency of risks throughout the annual reports (voluntary disclosures)
	50% of the entities had provided disclosures on the principal risks and uncertainties which are consistent with the rest of the report and accounts. 
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Key findings with respect to risk disclosures by sectors 

Financial and non-financial risks affect all sectors, but the level of risk disclosures differs depending on the sector and industry. Entities in the banking and financial services sector are regulated by the Bank of Mauritius and Financial Services Commission and are required to provide more risk disclosures. For other non-financial entities, they are subject to the requirements of IFRS and the Code of Corporate Governance to offer information regarding risk or non-financial risk in their annual report.

From the selection carried out, there are 40 entities in the sample, 12 of which are in the financial sector (‘BIF’) and the remaining 28 entities come from non-financial sectors (‘Non-BIF’) such as leisure & hotels, property development, commerce, conglomerate, industry and sugar.

From the thematic review, it is observed that there were some sector differences in respect of financial and non-financial risks. There was a higher proportion of PIEs in the non-financial sector that had not made financial and non-financial disclosures.  The key findings by financial and non-financial sectors are as follows:

	Areas of observations
	Details of observations
	Conclusion

	Financial risks

	Liquidity risk (mandatory disclosures as per IFRS 7)
	Of the 39 PIEs, (28% BIF and 72% Non-BIF) had not made disclosure on the management of liquidity risk if the out flow of cash could occur significantly earlier than indicated in the data and if the cash outflow could be for a significantly different amount than that indicated in the maturity table. The reasons for the non-disclosure were unknown.

34 PIEs (21% BIF and 79% Non-BIF) had not provided disclosures with respect to maturity analyses of financial assets they hold for managing liquidity risk. The reasons for the non-disclosure under this requirement were not known.

	There is scope for improvement in financial risk disclosures in this area.

	Financial risks under IAS 7 (voluntary disclosures)
	22 PIEs (9% BIF and 91% Non-BIF) had not disclosed the amount of undrawn borrowing facilities.

37 PIEs (27% BIF and 73% Non-BIF) had not provided disclosures with respect to the aggregate amount of cash flows that represent increases in operating capacity separately from those cash flows that are required to maintain operating capacity. 

18 PIEs (33% BIF and 67% Non-BIF) had not disclosed the amount of the cash flows arising from the operating, investing and financing activities of each reportable segment for unknown reasons.
	PIEs are encouraged to include these voluntary financial risk disclosures in their next annual reports.

	Non-financial risks

	Risk management procedures (mandatory disclosures as per the Code of Corporate Governance)
	24 PIEs (42% BIF and 58% Non-BIF) both engaged in financial and non-financial sectors had made disclosures on risk management procedures. Out of the remaining 16 PIEs (13% BIF and 88% Non-BIF) did not provide disclosures regarding same.
	There is scope for improvement in non-financial risk disclosures in this area.


	[bookmark: _Hlk196745233]Sources of non-financial risks (voluntary disclosures)
	Except for 1 listed PIE in non-financial sector, 97% of the PIES engaged in the financial and non-financial sectors had not divided non-financial risks into internal and external factors.
	PIEs are encouraged to disclose these voluntary non-financial disclosures in their next annual reports.

	Risk appetite (voluntary disclosures)

	30 PIEs (17% BIF and 83% Non-BIF) had not made disclosures with regard to risk appetites and its metrics.
	

	Stress tests (voluntary disclosures)
	32 entities (13% BIF and 87% Non-BIF) had not made disclosures on stress tests.
	

	Emerging risks (voluntary disclosures)
	16 PIEs (19% BIF and 81% Non-BIF) had not provided disclosures on emerging risks under this area.  
	

	Trend or movement of key risks (voluntary disclosures)
	30 PIEs (27% BIF and 73% Non-BIF) had not disclosed a trend or movement of the key risks affecting the entities. 
	

	Measurement of the risk of major negative events (voluntary disclosures)
	19 PIEs (26% BIF and 74% Non-BIF) had not provided had made disclosures on the measurement of the risk of major negative events.
	

	Classification of risks (voluntary disclosures)
	31 entities (32% BIF and 68% Non-BIF) had not had classified risks based on their probability and the potential impact of their occurrence. 
	

	Linkage of risks (voluntary disclosures)
	36 entities (28% BIF and 72% Non-BIF) had not made disclosures with respect to risks which were linked to strategy, business model and key performance indicators. 
	

	Outlook and opportunities of risks (voluntary disclosures)

	28 entities (25% BIF and 75% Non-BIF) had not provided information about the future outlook and opportunities of the risks in their annual reports. 
	

	Consistency of risks throughout the annual reports (voluntary disclosures)
	20 entities (30% BIF and 70% Non-BIF) had not  made disclosures on the principal risks and uncertainties which are consistent with the rest of the report and accounts. 
	





