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Wake-Up Call: Are Malaysian Companies Not Meeting the Mark for Financial Reporting?

December 2005. Financial statements that are
prepared for the financial periods beginning
on or after 1 January 2006 will have to comply
with either Financial Reporting Standards
(FRS) or Private Entity Reporting Standards
(PERS).

The FSRC, whilst it continues to inform
and educate members on good presenta-
tion and disclosure practices, is guided by
a penalty tariff, which went into effect in
2007. The tariff is divided into three cat-
egories. Categories of penalty differentiate
the severity of non-compliances.

Category 1 prescribes the minimum ac-
tion. It requires members who are respon-
sible for the preparation of the financial state-
ments to take necessary action on the finan-
cial statements and members who are re-
sponsible for reporting on them to be in-
formed of the action;

Category 2 applies when the number
of non-compliances is substantial. It re-
quires members who are responsible for
the preparation of the financial statements
or for reporting on the financial statements
to take the necessary corrective action.
Members may be given a warning letter
and an offending company’s financial state-
ments could be put under surveillance for
up to two consecutive years; and

Category 3 carries the most severe ac-
tion on members who are responsible for
the preparation or for reporting on the fi-

nancial statements due to serious non-dis-
closures or departures from GAAP. This
could include referring the offenders to the
Investigation Committee of MIA and/or
other regulatory bodies for appropriate ac-
tion or serving members with warning let-
ters or reprimands, or other appropriate
measures. The financial statements of the
company concerned could be put under sur-
veillance for up to 4 consecutive years. The
company could also  be referred to the Prac-
tice Review Committee of MIA for action.

The following are the areas where common
major deficiencies are noted by the FSRC:

Going Concern
The going concern assumption is a fun-

damental principle in the preparation of fi-
nancial statements. FRS 1012004 (MASB 1),
Presentation of Financial Statements, Para-
graph 23 states that when preparing finan-
cial statements, management should make
an assessment of an entity’s ability to con-
tinue as a going concern. The standard also
elaborates that financial statements should
be prepared on a going concern basis un-
less management either intends to liqui-
date the entity or to cease trading, or has
no realistic alternative but to do so.

FRS 1012004, Paragraph 23 also requires that
when the management is aware of material
uncertainties relating to events or conditions
that may cast significant doubt upon the
entity’s ability to continue as a going concern,

those uncertainties should be disclosed.
The FSRC report highlighted that several

financial statements have not adequately de-
scribed the material uncertainties related
to events or conditions that may cast sig-
nificant doubt upon the entity’s ability to
continue as a going concern and the
management’s plans to deal with such
events and conditions. Examples of events
and conditions that are commonly noted are
net liability or net current liability position,
negative operating cash flows and no indi-
cation of financial support by lenders.

Take reclassification of compara-
tive figures, for example. It may
sound petty, but many financial
statements lack disclosure of the

nature and reason for reclassification. FRS
1012004 (MASB 1), Presentation of Financial
Statements, highlights the need to disclose
the comparative information when it is rel-
evant to an understanding of the current
period’s financial statements. This is a clear
financial reporting standard ruling that re-
quires companies to provide, unless it is im-
practical, reclassified comparative amounts
and state their nature, amounts and reasons.

FSRC found enough areas that needed at-
tention and has grouped these into 15 areas.

FSRC’s Role
The Financial Statements Review Com-

mittee (FSRC) is entrusted with the re-
sponsibility to monitor the quality of finan-
cial statements for the purpose of determin-
ing compliance with statutory and other re-
quirements, approved accounting stan-
dards and approved auditing standards,
and generally accepted accounting and
auditing standards and practices.

The common findings on non–compliance
with applicable accounting standards and ap-
proved standards on auditing were compiled
from the reviews of the financial statements
conducted by the FSRC from July 2005 to June
2006. The review covered public-listed com-
panies, non-listed companies and government-
linked corporations. The FSRC also looks into
matters referred to it by other regulators and
may review financial statements where there
are public interest issues. In its recent study,
the FSRC reviewed financial statements
against the MASB Approved Accounting Stan-
dards in Malaysia issued or adopted up to 31

Are investors getting clear, comprehensive and credible
information from companies? It goes without saying that
financial reporting provides useful information about the
financial position of the company to users of financial state-
ments and facilitates informed decision-making. Financial
statements should be of sufficient quality to meet the needs of
investors. In a review by the Financial Statements Review
Committee (FSRC), some areas were found wanting.

“Financial statements that are prepared for the financial periods

beginning on or after 1 January 2006 will have to comply with

either Financial Reporting Standards (FRS) or Private Entity

Reporting Standards (PERS).”
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If management failed to make assessment
of the entity’s ability to continue as a going
concern, or did not disclose the material
uncertainties that may cast doubt upon the
entity’s ability to continue as a going con-
cern, the truth and fairness of the financial
statements would be undermined.

The FSRC report also noted that certain
auditor’s reports do not make specific ref-
erence to the material uncertainties that
may cast significant doubt about the entity’s
ability to continue as a going concern and
failed to render an appropriate opinion on
the financial statements. The Malaysian Ap-
proved Standards on Auditing, AI 570, Go-
ing Concern provides guidance on an
auditor’s responsibility with respect to the
going concern assumption used in the
preparation of financial statements.

AI 570, Paragraph 30 requires an auditor
to determine, based on the audit evidence
obtained, if a material uncertainty exists re-
lated to events or conditions that, alone or in
aggregate, may cast significant doubt on the
entity’s ability to continue as a going concern.

The way an auditor could deal with the situ-
ation will depend on whether:
(a) Adequate disclosure is made in the
financial statements

When the going concern assumption is
appropriate but a material uncertainty ex-
ists, adequate disclosure should be made
in the financial statements. AI 570, Para-
graph 32 requires auditors to consider
whether the financial statements:

Adequately describe the principal
events or conditions that give rise to
the significant doubt on the entity’s
ability to continue in operation and
management’s plans to deal with these
events or conditions; and
State clearly that there is a material un-
certainty related to events or conditions
which may cast significant doubt on the
entity’s ability to continue as a going con-
cern and, therefore, that it may be unable
to realise its assets and discharge its li-
abilities in the normal course of business.

When the above disclosures are made,
the auditors should add an emphasis-of-mat-
ter paragraph that highlights the existence
of a material uncertainty relating to the
event or condition that may cast significant
doubt on the entity’s ability to continue as a
going concern. This paragraph should draw

attention to the note in the financial state-
ments that discloses the matters.

The wording in the note to the financial
statements should be the management’s ex-
planation, and should be prominently dis-
closed, for example as part of a ‘basis of prepa-
ration’ note or a separate note on going con-
cern immediately following the basis of prepa-
ration note. It needs to convey, as a minimum:
� The matters giving rise to uncertainty;
� The financial impact, such as quantum

of losses, effect on balance sheet, etc;
� Management’s plans for tackling the is-

sue, for instance, negotiated loan facilities;
� Justify why, given the uncertainties, man-

agement still considers it appropriate to
adopt the going concern basis in prepar-
ing the financial statements.
Some may even consider that it is not

appropriate for the auditor to omit or
modify the terms “significant doubt” or
“substantial doubt” as prescribed by AI 570
to terms such as “some question” or “some
doubt” in the auditor’s report.
(b) Adequate disclosure is not made in
the financial statements

As mentioned earlier, FRS 1012004 Paragraph
23 requires that, when management is aware
of material uncertainties that may cast doubt
on the entity’s ability to continue as a going
concern, those uncertainties should be dis-
closed. If management does not present this
information in the financial statements, an
unmodified audit opinion is no longer appro-
priate. The omission of this disclosure, as any
other material disclosure, should lead the
auditor to express a qualified or adverse opin-
ion, as required by AI 570, Paragraph 34.
(c) The entity will not be able to
continue as a going concern

When the going concern presumption
can no longer be used for the preparation
of financial statements, the company should
adopt an alternative basis of accounting.
FRS 1012004, Paragraph 23 states that when
financial statements are not prepared on a
going concern basis, that fact should be dis-
closed, together with the basis on which the
financial statements are prepared and the
reason why the enterprise is not considered
to be a going concern. It is appropriate to
add an emphasis-of-matter paragraph draw-
ing attention to the fact that the financial
statements are prepared on an alternative
basis, e.g., a break-up or liquidation basis.

The way an auditor will deal with the
situation will depend on management’s
procedures:

Management prepares the financial
statements using the liquidation basis of ac-
counting (break-up basis)

If the liquidation basis of accounting has
been properly applied and adequate disclo-
sures have been made, the auditor’s opinion
should be unmodified. The auditor may in-
clude an emphasis-of-matter paragraph in the
first year that the liquidation basis is applied
to draw the user’s attention to the fact that
the financial statements are being presented
on a liquidation basis of accounting.

Management prepares the financial
statements on a going concern basis

If there is clear evidence that the entity
will not be able to continue as a going con-
cern, the auditor should express an ad-
verse opinion if management continues to
prepare the financial statements on a go-
ing concern basis.
(d) Management is unwilling to make or
extend its assessment of going concern
when requested to do so

It is the auditor’s responsibility to consider
the appropriateness of management’s use of
the going concern assumption in the prepa-
ration of the financial statements. For ex-
ample, the auditor should consider the same
period as that used by management in mak-
ing its assessment under the applicable finan-
cial reporting framework. If management’s
assessment of the entity’s ability to continue
as a going concern covers less than twelve
months from the balance sheet date, the au-
ditor should ask management to extend its
assessment period to twelve months from the
balance sheet date. In this process the audi-
tor may need to ask management to make
or extend its assessment. If management is
unwilling to do so, it is not the auditor’s re-
sponsibility to rectify the lack of analysis by
management. A report modified for limita-
tion of scope may be appropriate because it
may not be possible for the auditor to obtain
sufficient appropriate evidence regarding the
use of the going concern assumption in the
preparation of the financial statements.

In some circumstances, the lack of man-
agement analysis on its assessment of go-
ing concern may not preclude the auditor
from being satisfied with the entity’s ability
to continue as a going concern if the audi-
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tor is able to use other audit procedures and
is satisfied with the result of the assessment.
For example, the auditor’s other procedures
may be sufficient to assess the appropriate-
ness of management’s use of the going con-
cern assumption in the preparation of the
financial statements because the entity has
a history of profitable operations and a ready
access to financial resources.

If management is unwilling to make or ex-
tend its assessment of going concern and the
auditor is not able to use other audit proce-
dures to satisfy himself regarding the going
concern issue, the auditor would normally
expect to express a disclaimer of opinion.

Inadequate Disclosure
The FSRC has also highlighted four com-

mon areas of inadequate disclosures relating
to financial instruments, i.e., the non-disclo-
sures of fair values of financial guarantees (e.g.
on banking and credit facilities of subsidiar-
ies), non-current financial assets/liabilities,
the amounts due by/to subsidiary companies
and associated companies and the method
and assumptions used to estimate fair value.

The common reasons noted for non-disclo-
sure of fair value of the above financial instru-
ments were the constraints of time, lack of
fixed repayment terms and inability to esti-
mate fair value without incurring costs. It
could be seen that many companies made use
of shortcuts to comply with the requirement
of FRS 132 2004 (MASB 24), Financial In-
struments: Disclosure and Presentations by dis-
closing such limitations even though the fair
value of the financial instruments could be es-
timated. Preparers are challenged to make
good estimates of fair value when quoted mar-
ket prices don’t exist. As a result, difficulties
occur when making estimates of fair value.

Compliance costs
It is a real issue that the change in the fair

value accounting in the financial reporting
of the companies increases compliance costs.
There would be a training cost to those com-
panies who need to comply with fair value
accounting and have in-house accountants.
Accounting firms, too, would incur training
costs. In other words, for companies that
make use of financial instruments, there will
be costs and the ongoing cost of using fair-
value accounting would depend entirely on
the circumstances of the company.

The reality is that constraints of time or cost
can no longer be used as reasons for failure
to determine the fair value of financial assets/
liabilities. Companies’ failure to fully under-
stand fair value accounting and how it reflects
current changes in market conditions need
to be looked into. There is an important need
for more education, better guidance on esti-
mating fair value and auditing those estimates.

Clarity of Presentation
There are two issues with regard to the

lack of clarity on the presentation of the
newer accounting policies — Deferred
Taxation and Employee Benefits.

It was reported that policies adopted
on the recognition of deferred tax as-
sets on deductible temporar y dif fer-
ences, unused tax losses and unused
tax credits were usually not clearly
made. The policy should describe how
deferred tax assets are recognised in
preparing financial statements. FRS
1122004 (MASB 25), Income Taxes clearly
highlights the component, describing
which deferred tax asset should be pro-
vided for and which should not be pro-
vided for.

Enterprises are required to recognise de-

ferred tax assets for all deductible tempo-
rary differences to the extent that it is prob-
able that taxable profits will be available
against which the deductible temporary
differences can be utilised, unless the de-
ferred tax asset arises from:
a) Negative goodwill which is treated as

deferred income; or
b) The initial recognition of an asset or li-

ability in a transaction which is not a busi-
ness combination and, at the time of the
transaction, affects neither accounting
profit nor taxable profit (tax loss). This
is provided in Paragraph 26 of FRS 1122004.

Paragraph 37 of FRS 1122004 fur ther
requires enterprises to recognise de-
ferred tax assets for the carr y for ward
of unused tax losses and unused tax
credits to the extent that it is probable
that future taxable profit will be avail-
able against which the unused tax
losses and unused tax credits can be
utilised.

On the issue of employee benefits, the
report noted inadequate disclosure of in-
formation on three grounds:

The recognition policy for short-term
employee benefits;

Wake-Up Call: Are Malaysian Companies Not Meeting the Mark for Financial Reporting?

1

“It is therefore in the best interest of the companies and, in

general, the capital market that the directors and the auditors, in

line with their responsibilities, improve the quality of financial

reporting — to give investors clear, comprehensive and credible

information and to contribute to the overall integrity of the

securities market.”
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Defined contribution plan i.e. contribu-
tion to a statutory pension scheme; and,
Defined contribution plan expense.

The terms used by the standard may not
sound so common to all. But certainly the
term Employees Provident Fund, widely
known as EPF, would ring a bell. EPF is
itself a defined contribution plan.

What are the relevant standards/statutes
and recommended practices on employee
benefits? The report highlighted three
paragraphs from the FRS 1192004 (MASB
29), Employee Benefits which provide the
requirement for recognising and measur-
ing the respective employee benefits.

Paragraphs 12(a) & (b) require an en-
terprise to recognise the expected cost of
short-term employee benefits in the form
of compensated absences under Paragraph
11 as follows:
� In the case of accumulating compensated

absences, when the employees render a
service that increases their entitlement
to future compensated absences; and

� In the case of non-accumulating compen-
sated absences, when the absences occur.
Paragraph 45 states that when an employee

has rendered service to an enterprise during
a period, the enterprise should recognise the
contribution payable to a defined contribution
plan in exchange for that service:
� as a liability (accrued expense), after de-

ducting any contribution already paid. If
the contribution already paid exceeds the
contribution due for service before the bal-
ance sheet date, an enterprise should
recognise that excess as an asset (prepaid
expense) to the extent that the prepayment
will lead to, for example, a reduction in fu-
ture payments or a cash refund; and

� as an expense, unless another MASB Stan-
dard requires or permits the inclusion of
the contribution in the cost of an asset (see,
for example, MASB 2, Inventories, and
MASB 15, Property, Plant and Equipment).
Enterprises are also required to disclose

the amount recognised as an expense for
defined contribution plans as required by

Paragraph 47 of FRS 1192004.
The Table shows other common findings

of the FSRC.

MOVING FORWARD
Compliance with the financial reporting

standards should not be seen as a burden
to reporting entities. It should be looked at
from the perspective of the purpose of re-
porting to meet the common needs of most
users. It shows the results of the steward-
ship of management, or the accountability
of management for the resources entrusted
to it. It is therefore in the best interest of
the companies and, in general, the capital
market that the directors and the auditors,
in line with their responsibilities, improve
the quality of financial reporting — to give
investors clear, comprehensive and credible
information and to contribute to the overall
integrity of the securities market.

There are bigger challenges ahead.
There is no better time than the present to
move forward.
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COMMON FINDINGS

Inventories
� Inventories were not segregated into cost and Net

Realisable Value (NRV).

Disclosure of Material Expenses
� Expense items of material in amount were separately

classified from other ordinary activities as excep-
tional items. These items were not disclosed as part
of operating items (either by nature or function of
expenses) in arriving at profit or loss from ordinary
activities.

� Entity that classifies expenses by function did not
provide adequate additional information on the na-
ture of expenses.

Cash Flow Statements
Classification by activity provides information that al-
lows users to assess the impact of those activities on
the financial position of the entity and the amount of
its cash and cash equivalents.
� Wrong classification of cash flow items of operating, fi-

nancing and investing activities (e.g. non-trade balances
with inter-company included under operating activities).

� Inclusion of non-cash transactions in the cash flow
statement.

RELEVANT STANDARDS/STATUTES
AND RECOMMENDED PRACTICES

FRS 1022004 (MASB 2), Inventories, Paragraph 11 requires that
inventories should be measured at the lower end of cost and
net realisable value.
The financial statement should disclose the total carrying amount
of inventories and the carrying amount in classifications appro-
priate to the enterprise (FRS 102.37(b)); and the carrying amount
of inventories carried at net realisable value (FRS 102.37(c)).
(Please note that under FRS 102, the requirement to disclose
separately those inventory held at cost and those held at NRV
is removed)

FRS 108 2004 (MASB 3), Net Profit or Loss for the Period, Funda-
mental Errors and Changes in Accounting Policies, Paragraph 12
explains that virtually all items of income and expense must be
included in the determination of net profit or loss for the period
arising in the course of the ordinary activities of the enterprise.
Nevertheless, Paragraph 18 allows for a situation where items
of income and expense within the profit or loss from ordinary
activities are of such size, nature and incidence that their dis-
closure is relevant to explain the performance of the enter-
prise for the period, the nature and amount of such items
should be disclosed separately.

FRS 1012004 (MASB 1) requires enterprises classifying ex-
penses by function to disclose additional information on the
nature of expenses, including depreciation and amortisation
expenses and staff costs.

FRS 1072004 (MASB 5), Cash Flow Statements requires the cash
flow statement to report cash flow during the period, classi-
fied by operating, investing and financing activities.

FRS 1072004  (MASB 5), Cash Flow Statements, Paragraph 43

APPLICABLE
TO FRS?

✘

✔

✔

✔

✔

APPLICABLE
TO PERS?

✔

✔

✔

✔

✔
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Many investing and financing activities do have a di-
rect impact on current cash flow although they do
affect the capital and asset structure of an enterprise.
Several companies include the acquisition of assets
by means of finance leases in the cash flow statement.

The Effect of Changes in Foreign Exchange Rates
� No information on whether foreign exchange gains/

losses are realised or unrealised.

Lease
� Non-disclosure of reconciliation between total of

minimum lease payments at the balance sheet date
and their present value.

Consolidated Financial Statements and
Investments in Subsidiaries
� Application of acquisition method on changes in

stakes/composition of the group which are settled
by other than cash considerations.

Property, Plant and Equipment
� Accounting policy does not clearly state the adjust-

ment for impairment losses.

� Non-disclosure of the company’s policy on the adop-
tion of the transitional provision of IAS 16 (Revised):
Property, Plant and Equipment.
FRS 1162004 (MASB 15) (which supersedes IAS 16)
would require revaluations to be carried out at
regular intervals.

 Segment Reporting
� Non-disclosure or inadequate disclosure of account-

ing policy on segment reporting. Entities disclosed
segmental information reporting but did not disclose
the accounting policy for segment reporting. It is
common that the method of pricing inter segment
transfers is omitted.

Financial Instruments — Fair Value Disclosures
� Non-disclosure of fair value of non-current financial

assets/liabilities.

� Non-disclosure of fair value of the amount due by/
to subsidiary companies and associated companies
due to a lack of fixed repayment terms and the in-
ability to estimate fair value without incurring costs.

� Non-disclosure of the method and assumptions used
to estimate fair value.

COMMON FINDINGS

states that investing and financing transactions that do not
require the use of cash and cash equivalents should be ex-
cluded from the cash flow statement.

FRS 1212004  (MASB 6), The Effect of Changes in Foreign Exchange
Rates, Paragraph 42(i) & (ii) requires an enterprise to disclose
exchange differences included in the income in respect of:
� gain and losses realised in the period from currency trans-

actions; and
� unrealised gain and losses from the foreign exchange trans-

lation.

FRS 1172004  (MASB 10) Leases, Paragraph 26(b) requires that
the total of minimum lease payments and their present value
should be presented as follows:
i) not later than 1 year;
ii) later than 1 year and not later than 5 years;
iii) later than 5 years.

FRS 1272004 (MASB 11), Consolidated Financial Statements and
Accounting for Investments in Subsidiaries, Paragraph 41 requires
that all other changes in stakes and changes in composition of a
group which do not meet the standards in paragraph 37 or para-
graph 39 should be treated as equity transactions between the
group and its majority and minority shareholders.
Any difference between the group’s share of net assets before
and after the change, and any consideration received or paid,
should be adjusted to or against group reserves.

FRS 1162004 (MASB 15), Property, Plant and Equipment, Para-
graph 33 and 34 requires that an item of property, plant and equip-
ment should be carried at its cost/valuation less any accumu-
lated depreciation and any accumulated impairment losses.

The transitional provision is available only on the first applica-
tion of the MASB Approved Accounting Standard IAS 16 (Re-
vised): Property, Plant and Equipment, which is effective for
periods ending on or after 1 September 1998. The transitional
provision will remain in force until and unless the enterprise
chooses to adopt a revaluation policy in place of a cost policy.

FRS 1142004 (MASB 22), Segment Reporting, Paragraph 26 re-
quires that policies relate specifically to segment reporting,
such as identification of segments, method of pricing inter-
segment transfers, and the basis for allocating revenues and
expenses to segments to be disclosed.
Paragraph 76 of the standard requires that the basis of pric-
ing inter-segment transfers and any change therein shall be
disclosed in the financial statements.

FRS 1322004 (MASB 24), Financial Instruments: Disclosure and
Presentation, paragraph 86 requires that, for each class of finan-
cial asset and financial liability, both recognised and unrecognised,
an enterprise should disclose information about fair value.
When it is not practicable within constraints of timelines or
cost to determine the fair value of a financial asset or a finan-
cial liability with sufficient reliability, that fact should be dis-
closed together with information about the principal charac-
teristics of the underlying financial instrument that is perti-
nent to its fair value. However, this exception is narrowly in-
terpreted.
Paragraph 88 clarifies that the fair value of a financial asset or
financial liability may be determined by one of several gener-
ally accepted methods.
Disclosure of fair value information includes disclosure of the method
adopted and any significant assumptions made in its application.
It shall be noted that financial guarantees will have to be fair
valued and recognised on the balance sheet when FRS 139 on
Financial Instruments: Recognition and Measurement comes into
effect and is applied to measure the financial guarantees.

APPLICABLE
TO FRS?

✘

✔

FRS is silent
on this
matter. It
depends on
the
accounting
policy choice
of the
company

✔

✔

✔

✔

APPLICABLE
TO PERS?

✔

✔

✔

✔

✔

✔

Not
applicable.
This
standard is
not PERS.

RELEVANT STANDARDS/STATUTES
AND RECOMMENDED PRACTICES
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AT

Financial Instrument — Other disclosures
� Non-disclosure of significant concentration of credit

risk.

� Non-disclosure of significant terms of receivables/
payables.

Disclosures on Taxation
� Components of tax expense (income) items as re-

quired by the standard were not presented or dis-
closed. Certain components that are applicable to
the company were not disclosed

� Tax reconciliation was not clearly/correctly pre-
sented. Items which were included in the reconcili-
ation do not explain the relationship between the
tax expense (income) and accounting profit.

� Inadequate disclosures on deferred tax assets and
liabilities in respect of each type of temporary dif-
ferences, unused tax losses and unused tax credits.

� Disclosure of the nature of the evidence support-
ing the recognition of deferred tax assets.

Quality of Financial Statements
Common errors found in the financial statements:
� Wrong cross-referencing from the financial state-

ments to the notes to the financial statements
� Pagination error made in the Directors’ Statement

and Auditor’s Report.
� Typographical errors in the description of line items

and figures.
� Figures do not cast or tally with the related notes.
� One instance where there was even a reference,

unremoved, to the auditor needing to insert a number.
Presentation errors provide misleading information
to the user of financial statements. Errors are fun-
damental and the preparer of the financial state-
ments needs to practice extra care to safeguard the
quality of the financial statements.
The above findings indicated that some companies
were not well organised in the final stages of the
reporting process.

FRS 1322004 (MASB 24), Financial Instruments: Disclosure and
Presentation, Paragraph 74(b) requires that for each class of finan-
cial asset, both recognised and unrecognised, an enterprise should
disclose information about its exposure to credit risk including
significant concentration of credit risk.

Paragraph 55(a) of FRS 132 requires an enterprise to dis-
close information about the extent and nature of the finan-
cial instruments, including significant terms and conditions
that may affect the amount, timing and certainty of future
cash flows.
Paragraph 57 provides a listing of terms and conditions that
may warrant disclosure when the financial instruments held
or issued by an entity create a potentially significant expo-
sure to financial risks.

FRS 1122004 (MASB 25), Income Taxes, Paragraph 78 pre-
scribes the components of tax expense (income).

Paragraph 79(c) requires an enterprise to disclose separately
the explanation of the relationship between tax expense (in-
come) and accounting profit in either or both of the follow-
ing forms:
� a numerical reconciliation between tax expense (income) and

the product of accounting profit multiplied by the applicable
tax rate(s), disclosing also the basis on which the applicable
tax rate(s) is (are) computed; or

� a numerical reconciliation between the average effective
tax rate and the applicable tax rate, disclosing also the
basis on which the applicable tax rate is computed.

Paragraph 79(f) requires an enterprise to disclose separately
in respect of each type of temporary differences, unused tax
losses and unused tax credits:
� the amount of the deferred tax assets and liabilities recognised

in the balance sheet for each period presented;
� the amount of the deferred tax income or expense

recognised in the income statement, if this is not appar-
ent from the changes in the amounts recognised in the
balance sheet.

Paragraph 80 requires an enterprise to disclose the amount
of a deferred tax asset and the nature of the evidence sup-
porting its recognition, when:
� the utilisation of the deferred tax asset is dependent on

future taxable profits in excess of the profits arising from
the reversal of existing taxable temporary differences; and

� the enterprise has suffered a loss in either the current or
preceding period in the tax jurisdiction to which the de-
ferred tax asset relates.

APPLICABLE
TO FRS?

✔

✔

✔

APPLICABLE
TO PERS?

Not
applicable.
This
standard is
not PERS.

✔

✔

RELEVANT STANDARDS/STATUTES
AND RECOMMENDED PRACTICES

COMMON FINDINGS
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