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Financial statements Financial statements –– what they arewhat they areFinancial statements Financial statements –– what they arewhat they are

Reporting of historical financial performance of an entity (entities) 
over specified period with comparative figures

StatementStatement StatementStatement

p p p g
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of financial of financial 
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of compreof compre
‐‐hensive hensive 
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i ii i
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Financial statements Financial statements –– what they are (cont’d)what they are (cont’d)Financial statements Financial statements –– what they are (cont’d)what they are (cont’d)

Quarterly financial reporting to regulators

DetailedDetailed StatementStatement St t tSt t t
Group Group 

results & results & 
b lb l

Detailed Detailed 
analysis of analysis of 
Group’s Group’s 
operatingoperating

Statement Statement 
of of 

comprehencomprehen‐‐
sive incomesive income

Statement Statement 
of cash of cash 
flows flows 

( i i( i i

Notes to Notes to 
Quarterly Quarterly 
Reports Reports 

balancesbalances operating operating 
segments’ segments’ 

performanceperformance
(minimum (minimum 
content)content)

(minimum (minimum 
content)content)

(most (most 
informative)informative)

What about Management Accounts of individual subsidiaries, 
significant associates & significant JVs?
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Users of financial statementsUsers of financial statementsUsers of financial statementsUsers of financial statements

 Shareholders

 Regulators Regulators

 Fund managers/analysts

 Potential investors

 Competitors

 Suppliers & other stakeholders

B f th i t i i l ti & thBecause of their extensive circulation & use, the 
integrity of financial statements is paramount,
especially when they have been audited
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Financial reporting Financial reporting ‐‐ whose responsibility?whose responsibility?

Focus: Responsibility over Financial Focus: Responsibility over Financial 
Reporting Reporting 

It is important to note that the 
directors, not external auditors, are 
primarily responsible for preparationprimarily responsible for preparation 
of financial statements in accordance 
with provisions of Companies Act 1965 
(Section 166A [3]) &must sign a(Section 166A [3]) & must sign a 
directors’ declaration before the 
audit report can be signed. 

Source: Bursa Corporate Governance Guide 
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Financial reporting Financial reporting ‐‐ whose responsibility? (cont’d)whose responsibility? (cont’d)

Focus: Responsibility over Financial Focus: Responsibility over Financial 
Reporting Reporting 

June, 2011 ‐ Australian Securities & Investment 
Committee (ASIC) won its case against the giant 

property group Centro, for its Board of p p y g p ,
directors failed to spot errors in the financial 
statements.
(not just peanuts but A$1.5 billion (short‐term 
liabilities shown as long‐term) & omission of 
A$1.75 billion guarantees)
Judge ruled:  
1) th ld t d l t ti l d ti h

Upon appeal, the Board escaped fine Upon appeal, the Board escaped fine 
& ban. CEO fined only A$30K whilst & ban. CEO fined only A$30K whilst 
CFO was banned from running aCFO was banned from running a1) they could not delegate essential duties when 

it came to reading financial statements
2) directors cannot abrogate their responsibilities

by simply relying on the advice of others

CFO was banned from running a CFO was banned from running a 
corporation for 2 yearscorporation for 2 years
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Financial reporting – whose responsibility? (cont’d)(cont’d)

Oversight of financial reporting process delegated to Audit Committee 
(“AC”) – Board may delegate but not abdicate
 Board cannot expect total assurance w/o proper assessment & consideration 
of FS

 Key areas of AC’s coverage & Board’s approval:
 Changes in/ implementation of major accounting policies 
 Significant & unusual events g
 Compliance with accounting standards & other legal requirements 
 Significant adjustments arising from External Audit
 Appropriateness of going concern assumptions Appropriateness of going concern assumptions

 Board to deliberate on AC’s recommendation & approve FS 
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The Audit Committee’s role in financial reportingThe Audit Committee’s role in financial reportingThe Audit Committee s role in financial reporting The Audit Committee s role in financial reporting 
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Principle 5 Principle 5 –– Uphold integrity in financial reportingUphold integrity in financial reporting

Prin.Prin.
No.No.

Rec. Rec. 
No.No.

MCCG 2012MCCG 2012
Rec.Rec.

CommentariesCommentaries & i& implications to mplications to 
Boards/AuditBoards/Audit CommitteeCommittee

5 5.1 Audit Committee 
(“AC”) should ensure 

Deployment of process to ensure changes in 
reporting standards are notified to AC ( )

financial statements 
comply with 
applicable financial

p g
What about requiring ALL AC members to 

be financial literate?
 D AC ill i h E l A diapplicable financial 

reporting standards
 Does AC still meet with External Auditors 

twice a year in absence of Management?
 Should the AC assume oversight of the 

Risk Management system of Group? 
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Principle 6 Principle 6 –– Recognise & manage risksRecognise & manage risks

Prin.Prin.
No.No.

Rec. Rec. 
No.No.

MCCG 2012MCCG 2012
Rec.Rec.

CommentariesCommentaries & i& implications to mplications to 
Boards/Audit CommitteeBoards/Audit Committee

6 6.2 Board should 
establish an IA
function which 

• Identify a Head of IA reporting directly to AC
• Head of IA with relevant qualificationsqualifications

• Provides assurance to AC/Board on
reports directly to AC

Provides assurance to AC/Board on 
effectiveness of internal controls (Scope of (Scope of 
coverage coverage –– strategic,strategic, financial, operational & financial, operational & 
regulatory compliance)regulatory compliance)g y pg y p

• Work to be carried out according to standardsstandards
set by professional bodies professional bodies (e.g. The Institute of 
Internal Auditors, Inc), )

• review & appraise effectiveness of governancegovernance, , 
risk management & internal controlsrisk management & internal controls in 
Company 
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Understanding FS Understanding FS –– somesome key areas of focuskey areas of focus

 Assess Group’s financial condition & consider its “going concern” ability
 Monitor integrity of financial information & understand effects of 

changes in accounting policies
 Assess process on recording of transactions to address accuracy, 

completeness existence & consistency (cut‐off issues)completeness, existence & consistency (cut‐off issues)
 Understand methods to account for complex & unusual transactions 

(intra‐group transactions)
 Analyze key ratios (margins, turnover, etc) vis‐à‐vis industry
 Consider Related Party Transactions/ Conflict of Interest Situations,  their 

fi i l liti & h th th ithi h h ld ’ d t / ifinancial realities & whether they are within shareholders’ mandate/ in 
Company’s best interest

 Communicating significant accounting policy & audit adjustments
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Understanding FS Understanding FS –– key areas of focus (cont’d)key areas of focus (cont’d)

Policies on clear reporting & submission of FS adequately communicated to 
Management
Satisfied that Management has submitted accurate FS information, 
including versions control
Adequate time given to review FS & related information (including non‐Adequate time given to review FS & related information (including non‐
financial information)
Sufficiency & competency of resources for reporting function
Evaluation of domestic & international audit results, both internal & 
independent
H t t i d f hi hl t h i l ti t d d i l diHow to stay apprised of highly technical accounting standards, including 
changes thereof – briefing by external auditors, etc. 
Use of external help – valuation, impairment, etc.
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Use of external help valuation, impairment, etc.



Asking Management probing questionsAsking Management probing questionsAsking Management probing questionsAsking Management probing questions
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Key drivers to assist Audit Committee in questioning Key drivers to assist Audit Committee in questioning 
Management on financial reporting Management on financial reporting 
Integrity of Financial Reporting may 
be affected by:

Some vulnerable areas that may impair integrity of FSSome vulnerable areas that may impair integrity of FS

 difficult economic times (KPI‐driven, 
profit guarantee, etc)

 changes to regulations & understanding Provisions for changes to regulations & understanding 
their implications (IFRS, FRS, MFRS)

 performance pressures

Intra‐group 
transactions

Revenue 
recognition

Provisions for 
bad/ 

doubtful 
debts

 rapid business growth

 complexities of financial instruments Inappropriate 
classification  Off balance 

sheet
Fictitious 
assets/

Materiality 
concept

 liquidity constraints

 internal control changes

 l d

of financial 
instruments

sheet 
transactions

assets/ 
revenues

concept 
abuse
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Questioning Management’s representation Questioning Management’s representation 

Some sample questions – assuming Group’s business is 
understood
What is your assessment of overall control  environment?  

What materiality level did you employ in assessing 
whether financial reports are presented in a true &whether financial reports are presented in a true & 
fair view?  

What are the financial statements captions where significant 
differences exist between the current & prior period? Whydifferences exist between the current & prior period? Why 
have these variances occurred?   

What were the major financial reporting standards & 
regulatory changes instituted during the year & what was egu ato y c a ges st tuted du g t e yea & at as
their impact to the Company’s financial report? 

Which aspects of the Company’s financial viability & 
sustainability do you feel least comfortable with? 
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Questioning Management’s representation (cont’d)Questioning Management’s representation (cont’d)
Asking tough questions in tough times Asking tough questions in tough times 

Is the Group’s  risk 
profile congruent 
with KPIs & KRIs, 

i l di IA A th t fincluding IA 
findings I’m aware 

of? 

Are the transfer 
pricing policies & 
related party 
transaction 
framework 

detrimental to 

Do major 
investments 

involve pertinent 
due diligence?  
Outcome of due 

Minority 
Shareholders 

Is the rationale for 
changes in

Explanations by 
Management on

diligence? 

changes in 
accounting 
policies by 

Management 
reasonable? 

Do the Board 

Management on 
fluctuations in 
performance  in 
line with my 

understanding? 

Committees exist 
only in form 
rather than 

substance?  What 
are the items 
reserved for

Has Management  
put in place 
business 

continuity & 
sustainability 
measures?
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Questioning Management’s representation (cont’d) Questioning Management’s representation (cont’d) 

Some obvious “anomalies”

 f b k b h / l l Significant bank borrowings with no/ little 
borrowing cost

 Substantial bank deposits with no/ insignificant p g
investment income

 Large amounts of bank balance with large 
amounts of bank overdraftsamounts of bank overdrafts

 Substantial amount of plant & equipment but 
minimal repairs/ maintenance

 Si ifi b f idl b h Significant number of idle assets but huge amount 
of rental of buildings/land

 Huge spike in Q4 revenue/earnings & contribution 
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Challenging the status quoChallenging the status quoChallenging the status quoChallenging the status quo
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Some challenges faced by AC when dealing with auditorsSome challenges faced by AC when dealing with auditors
(The “eyes” & “ears” of AC)(The “eyes” & “ears” of AC)

 Internal audit function reports directly to AC

 AC reviews competency of IA personnel

 Meet with external auditors twice 
in absence of EDs & Management 

p y p

 A statement on IA function to be included in 
Annual Report – whether performed in‐
h d & i d f

 Any external help needed to vet 
quarterly reports – limited review 
by EA

house or outsourced & costs incurred for 
year

 AC has right to convene meetings with

 Assessment of IA’s competence –
professional IA standards 
deployed (MCCG 2012) AC has right to convene meetings with 

external auditors, internal audit (or both) in 
absence of other directors or employees

deployed (MCCG 2012)

 Assessment of EA’s professional 
independence

 Continuous engagement by AC 
Chairman with Senior 
Management Head of IA & EA
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Questioning the “Questioning the “eyes & earseyes & ears” of AC  ” of AC  
Internal AuditorsInternal Auditors External Auditors 

What’s your assessment of Company’s 
financial reporting processes both

Which aspects of our financial report 
cause you most concern?financial reporting processes, both 

internal & external? 

Have you had sufficient access to all 

cause you most concern? 

How would you evaluate the IA function 
on its approach to identifying, assessing, 

areas of Company & appropriate 
resources to facilitate your work?

Wh ’ f C ’

monitoring & reporting on financial risks 
& controls? 

A fi i l i li i hi hWhat’s your assessment of Company’s 
compliance with regulations? 

Any other concerns that should be

Are financial reporting policies which 
have been applied, usual or unusual for a 
company in our industry? 

Any other concerns that should be 
considered by AC, e.g. limitation in 
scope?

Any changes in accounting policy or 
disclosure likely to be challenged? 
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Questioning the “Questioning the “eyes & earseyes & ears” of AC  ” of AC  

Warren Buffet, CEO of Berkshire Hathaway suggests 4 questions the AC can 
pose to the auditors:
Would the external auditors report the financial statements differently?Would the external auditors report the financial statements differently? 

If the auditor were an investor, would the information received be sufficient? 

 Is the Company following the same IA procedures that the Head of IA would Is the Company following the same IA procedures that the Head of IA would 
have followed? 

 Is the auditor aware of accounting/ operational actions resulting in revenue or f g p g
expenses reported in a different period? 
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A simple case studyA simple case study –– exercising foresightexercising foresightA simple case study A simple case study  exercising foresightexercising foresight
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Some recent financial reporting fiascosSome recent financial reporting fiascosSome recent financial reporting fiascosSome recent financial reporting fiascos

KenmarkKenmark Silver BirdSilver Bird Xian LengXian Leng PatimasPatimas
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Financial reporting fiasco Financial reporting fiasco –– Xian Leng Holdings BhdXian Leng Holdings BhdFinancial reporting fiasco Financial reporting fiasco –– Xian Leng Holdings BhdXian Leng Holdings Bhd

ld hd d l d h

Special audit shows questionable payments in Xian Leng
Xian Leng Holdings Bhd said a special audit has 
revealed that RM85.7 million in payments under 
capital expenditure (CAPEX) had been made to 4 
contractors under questionable circumstancescontractors under questionable circumstances.

“The bulk of the payments were made via cash 
cheques & there was lack of corroborative evidence
showing that amount was paid to and/or receivedshowing that amount was paid to and/or received 
by the 4 contractors.

[Apart from ex‐directors who were involved in 
th i ti f t & h ] “ f thN   f  h   h  N   f  h   h   authorisation of payment & cheques], “none of the 

other directors, whether past, present, independent 
or executive were aware of the issuance of the cash 
cheques…”

None of the other None of the other 
directors were aware of directors were aware of 
the issuance of the cash the issuance of the cash 
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Key takeaways for the Internal AuditorKey takeaways for the Internal Auditor

Do I really understand the Group’s business? (Why is GroupDo I really understand the Group’s business? (Why is Group
performing so well? Do I know the critical success factors?)performing so well? Do I know the critical success factors?)

Are structured processes in place to address Completeness, Are structured processes in place to address Completeness, 
Existence & Accuracy of transactions? Do the processes Existence & Accuracy of transactions? Do the processes 
address the Valuation & Ownership/Obligations on address the Valuation & Ownership/Obligations on 
assets/liabilities & off Balance Sheet items, including how assets/liabilities & off Balance Sheet items, including how 
such items are Presented in financial statements?such items are Presented in financial statements?

How are RPTs/COI identified & addressedHow are RPTs/COI identified & addressed is there ais there aHow are RPTs/COI identified & addressed How are RPTs/COI identified & addressed –– is there a is there a 
structured framework to address completeness, transfer pricing structured framework to address completeness, transfer pricing 
& adherence to mandate on RRPTs?& adherence to mandate on RRPTs?

Am I using the work of, or feedback from, assurance providers, Am I using the work of, or feedback from, assurance providers, 
e.g. auditors, valuers, etc., adequately on financial reporting?e.g. auditors, valuers, etc., adequately on financial reporting?
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Have I exercised professional scepticism & asked pertinent Have I exercised professional scepticism & asked pertinent 
probing questions of Management on areas I’m unclear of, probing questions of Management on areas I’m unclear of, 
especially on financial performance?especially on financial performance?
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