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accounting MIA Surveillance and Enforcement 

T
here have been many changes in financial reporting 

in recent years. In line with full convergence with 

IFRS in 2012, Malaysian Accounting Standards Board 

(MASB) had, in November 2011, issued the Malaysian 

Financial Reporting Standards (MFRS) framework 

which is effective for annual periods beginning on or after 1 

January 2012.

Amongst the benefits of full convergence with IFRS is improved 

credibility and transparency to financial reporting, which will 

help incorporate better practices within corporate Malaysia by 

adopting international standards.

Despite the full convergence with IFRS, users of existing 

Financial Reporting Standards (FRS) and Interpretations con-

tinue to strive in interpreting and applying these standards.

In order to ensure that the profession adopts and complies 

fully with the relevant standards, the Malaysian Institute of 

Accountants’ Financial Statements Review (FSR) function serves 

to ensure that the quality of financial information presented with-

in financial reporting meets the required standards. The review 

of financial statements of selected listed companies is carried out 

by a committee known as the FSR Committee (FSRC).

The primary objective of the FSRC is to monitor the quality of 

financial statements and the auditors’ reports that are prepared 

by or are the responsibility of members of MIA, for the purpose 

of determining compliance with statutory and other require-

ments, approved accounting standards and approved auditing 

standards in Malaysia.

OBSERVATIONS

For the period from July 2010 to June 2011, FSRC reviewed sev-

eral financial statements of listed companies. The FSRC wishes 

to share some of the common findings identified during the 

review process for the period from July 2010 to June 2011, as 

shown in Table A.

The FSRC draws particular attention to the following, which 

continue to be the areas of deficiencies found in the financial 

statements since the past reviews:

1. GOING CONCERN

The going concern assumption is a fundamental principle in the 

preparation of financial statements. Under the going concern 

assumption, an entity is normally viewed as continuing in busi-

ness for the foreseeable future with neither the intention nor the 

necessity of liquidation, ceasing trading or seeking protection 

from creditors pursuant to laws or regulations.

The management and directors are required to satisfy them-

selves that the going concern assumption used as the basis in the 

preparation of the financial statements is appropriate. Under FRS 

101 “Presentation of Financial Statements”, the management of 

an entity is explicitly required to make an assessment of the 

entity’s ability to continue as a going concern. Management’s 

assessment of the entity’s ability to continue as a going concern 

involves making a judgement, about inherently uncertain future 

outcomes of events and conditions.

In this connection, the FSRC have raised queries to the prepar-

ers whether the required assessment has been made by manage-

ment on the appropriateness of the use of the going concern 

assumption in the preparation of the financial statements when 

the financial statements showed signs of deteriorating financial 

position.

Paragraph 25 of FRS 101 “Presentation of Financial 

Statements” requires that when preparing financial statements, 

management shall make an assessment of an entity’s ability 

to continue as a going concern. An entity shall prepare finan-

cial statements on a going concern basis unless management 

either intends to liquidate the entity or cease trading, or has no 

realistic alternative but to do so. When management is aware, 

in making its assessment, of material uncertainties related to 

events or conditions that may cast significant doubt upon the 

entity’s ability to continue as a going concern, the entity shall 

disclose those uncertainties. When an entity does not prepare 

financial statements on a going concern basis, it shall disclose 

that fact, together with the basis on which it prepared the finan-

cial statements and the reason why the entity is not regarded 

as going concern.

TO ENCOURAGE QUALITY FINANCIAL REPORTING, MIA’S FINANCIAL STATEMENTS REVIEW 

COMMITTEE FSRC HAS RELEASED ITS COMMON FINDINGS BASED ON REVIEWS DURING 

THE FINANCIAL YEAR JULY 2010  JUNE 2011. 
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The review findings noted that some financial statements have 

not adequately disclosed the material uncertainties related to 

events or conditions that may cast significant doubt upon the 

entity’s ability to continue as a going concern. Examples of events 

and conditions that are commonly noted amongst others, are net 

liability or net current liability position, substantial operating 

losses, negative operating cash flows, indication of withdrawal 

of financial support by lenders, e.g. breach of loan covenants, 

defaulted bank loans; and adverse key financial ratios.

The auditors’ responsibility is to obtain sufficient appropriate 

audit evidence about the appropriateness of the management’s 

use of the going concern assumption in the preparation and 

presentation of the financial statements and to conclude whether 

there is a material uncertainty about the entity’s ability to con-

tinue as a going concern.

In relation to the auditors, queries were raised as to whether 

the requirements of ISA 570 “Going Concern” have been com-

plied with. ISA 570 stipulates the procedures that the auditors 

will evaluate the appropriateness of the management’s use of the 

going concern assumption, and to consider whether there are 

material uncertainties about the entity’s ability to continue as a 

going concern. ISA 570 also provides examples of indicators, i.e. 

the events or conditions that may cast significant doubt upon the 

entity’s ability to continue as a going concern.

In the event that the use of going concern assumption is appro-

priate but a material uncertainty exists, Paragraph 19 of ISA 570 

states that if adequate disclosure is made in the financial state-

ments, the auditor should express an unmodified opinion but 

include an emphasis of matter paragraph in the auditor’s report 

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 and draws atten-

tion to the note in the financial statements that discloses the mat-

ters. Paragraph 20 of ISA 570 states that if adequate disclosure is 

not made in the financial statements, the auditor should express 

a qualified or adverse opinion, as appropriate, in accordance 

with ISA 705 “Modifications to the opinion in the Independent 

Auditors’ Report”.

What is considered as “adequate disclosure”, to be disclosed in 

the financial statements is clearly spelt out in paragraph 18 of ISA 

570, where it states that financial statements should:

a) Adequately describe the principal events or conditions that 

may cast significant doubt on the entity’s ability to continue 

as a going concern and management’s plans to deal with 

these events or conditions; and

b) Disclose clearly that there is a material uncertainty related 

to events or conditions that may cast significant doubt on 

the entity’s ability to continue as a going concern and, 

therefore, that it may be unable to realise its assets and 

discharge its liabilities in the normal course of business.

The FSRC findings also include instances where auditors:

a) Expressed an unmodified opinion with an emphasis of 

matter paragraphs in the auditor’s report when there were 

no disclosures in the financial statements of the principal 

events or conditions that may cast significant doubt on the 

entity’s ability to continue as a going concern; and

b) Expressed an unmodified opinion with an emphasis of 

matter paragraph in the auditor’s report when a mate-

rial uncertainty exists and the financial statements did not 

make any disclosure of the management’s plan to deal with 

the principal events or conditions that may cast significant 

doubt on the entity’s ability to continue as a going concern.

2. IMPAIRMENT OF ASSETS

The previous year has been marked by increased volatility in the 

global markets. The economic slowdown in many countries may 

worsen as the financial crisis continues. This widespread slow-

down means that assets in many industries will generate lower 

cash flows than originally expected. This inevitably increases the 

probability that assets may be impaired.

As much as the industry is concerned over the likelihood of 

impairment of assets, the FSRC review findings noted that there 

were indications where some preparers may have chosen to 

ignore the fact that carrying values of certain of their assets may 

be impaired.
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Paragraph 9 of FRS 136 “Impairment of Assets” states that an 

entity shall assess at the end of each reporting period whether 

there is any indication that an asset may be impaired, such as 

deteriorating financial position. If any such indication exists, the 

entity shall estimate the recoverable amount of the asset.

FRS 136 also describes the indications that an entity shall 

consider in the assessment of an impairment loss that may have 

occurred. The FSRC review findings noted some clear indica-

tions of impairment of certain assets in financial statements 

but without evidence of impairment testing being performed. 

Indications of impairment noted include:

a) Negative gross profits (gross loss)

b) Significant shareholders’ deficit balance

c) Significant continuous after tax losses

d) Significant net current liabilities position

e) Default in repayment of loan obligations

f) Increase in unit sales but increase in loss incurred

g) Continuous increased in negative operating cash flow

h) Restructuring exercise undertaken on loan obligations

i) Significant delay in commencement of property develop-

ment activities

j) Impairment recognised for investment in subsidiaries but 

no impairment recognised on amount due from the same 

subsidiaries

k) Impairment recognised by a subsidiary on the only signifi-

cant asset of the subsidiary but no impairment recognised 

on the parent’s cost of investment in the subsidiary

The FSRC also noted situations where material impairment 

loss was recognised during the year or where there was mate-

rial reversal of impairment loss recognised during the year, but 

without making the necessary disclosures required by FRS 136. 

Some of the disclosures required by FRS 136 include disclosure 

of events leading to recognition/ reversal of impairment loss, 

whether recoverable amount is fair value less cost to sell or 

value in use; the basis for determining fair value less cost to sell; 

and, the discount rate used in determining value in use. For a 

cash-generating unit, FRS 136 requires the disclosure of the 

following:

a) A description of the cash-generating unit (such as whether 

it is a product line, a plant, a business operation, a geo-

graphical area, or a reportable segment as defined in FRS 

8);

b) The amount of the impairment loss recognised or reversed 

by class of assets and, if the entity reports segment infor-

mation in accordance with FRS 8, by reportable segment; 

and

c) If the aggregation of assets for identifying the cash-gen-

erating unit has changed since the previous estimate of 

the cash-generating unit’s recoverable amount (if any), a 

description of the current and former way of aggregating 

assets and the reasons for changing the way the cash-

generating unit is identified.

Paragraph 130 and 131 of FRS 136 clearly states the disclosure 

requirement for each material impairment loss recognised or 

reversed during the period for an individual asset, including 

goodwill, or a cash-generating unit.

Paragraph 134 and 135 of FRS 136 require further disclosures 

on the recoverable amount for goodwill or intangible assets with 

indefinitely useful lives allocated to that unit (group of units).

3. FINANCIAL STATEMENTS PRESENTATION

The objective of financial statements is to provide information in 

relation to the financial position, financial performance and cash 

flows of an entity that is useful to a wide range of users in making 

economic decisions.

As such, apart from compliance, preparers of financial state-

ments should strive to provide relevant information to users. 

FRS 101 “Presentation of Financial Statements” provides clear 

guidance on this. The objective of this Standard is to prescribe 

the basis for presentation of financial statements to ensure com-

parability both with the entity’s financial statements of previous 

periods and with the financial statements of other entities.

The FSRC noted a few common review findings that relate to the 

presentation of financial statements:

3.1  Nature of expenses not adequately analysed, particu-

larly the expenses included in the cost of sales.

 • Paragraph 29 of FRS 101 requires that an entity shall 

present separately each material class of similar items. 

An entity shall present separately items of dissimilar 

nature or function unless they are immaterial.

 • When items of income or expenses are material, an 

entity shall disclose their nature and amount separately 

as required by Paragraph 97 of FRS 101.

 • An entity should present the analysis of expenses rec-

ognised in profit or loss using classification based on 

either their nature or their function within the entity. 

The selection of the method by “nature of expenses” or 

In light of ever-changing economic conditions, 

these are definitely challenging times for those 

involved in the financial reporting process. We 

wish to remind that the Board of Directors owns 

the responsibility in the preparation of financial 

statements under the Companies Act, 1965, 

whilst, the Audit Committee plays an important 

role in the financial reporting process. The Audit 

Committee should strive to achieve optimal 

governance through monitoring the compliance 

of financial reporting and other regulation.
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“function of expenses” is judgemental. The entity should 

choose a method whichever provides information that is 

reliable and more relevant according to the activities and 

operations of the entity.

 • Paragraph 104 of FRS 101 requires an entity to disclose 

additional information on the nature of expenses if the 

entity is classifying the expenses by function.

3.2  Major components included within other receivables 

and other payables were not disclosed. 

 • Paragraph 77 of FRS 101 states that an entity shall disclose, 

either in the statement of financial position or in the notes, 

further sub classifications of the line items presented, clas-

sified in a manner appropriate to the entity’s operations. 

For example, receivables are disaggregated into amounts 

receivable from trade customers, receivables from related 

parties, prepayments and other amounts.

3.3  Nature and purpose of each reserve within equity 

were not disclosed.

 • Paragraph 79 of FRS 101 states that an entity shall disclose 

a description of the nature and purpose of each reserve 

within equity, either in the statement of financial position 

or the statement of changes in equity, or in the notes.

3.4  Term loans classified as non-current when it should 

be classified as current.

 • The above wrong classification normally happens in 

situations where a company has breached certain term 

loan covenants before the reporting date, but there was 

no evidence of the lender’s demand for immediate settle-

ment of the outstanding term loan liability either before 

the reporting date or after the reporting date.

 • However, in accordance to FRS 101, an entity shall clas-

sify a liability as current when (amongst others), the 

entity “does not have an unconditional right to defer 

settlement of the liability for at least twelve months after 

the reporting period.”

 • In the above circumstances, because of the breach of 

certain loan covenants before the reporting date, the 

lender has the contractual right to demand immediate 

settlement of the loan. If such is the contractual position, 

it would mean the company does not have an uncondi-

tional right to defer settlement of the loan for at least 

twelve months after the reporting period. Accordingly, 

such loan should have been classified as current

4. STATEMENT OF CASH FLOWS 

The most common review findings noted on the statement of 

cash flows is the inappropriate classification of cash flow items 

of operating, investing and financing activities. Classification 

by activity provides information that allows users to assess the 

impact of those activities on the financial position of the entity 

and the amount of its cash and cash equivalents.

The FSRC noted that movement in advances to/ from subsidi-

aries disclosed as “operating cash flow” in the parent’s cash flow 

statement instead of “investing/financing cash flow”.

The nature of the amount due from/ to subsidiaries or other 

related companies should be analysed from the company’s 

perspective and not how the other entity utilises the advances 

given.

If the transaction is non-trade in nature, then the cash move-

ment should be reflected as investing or financing activities 

accordingly in the cash flow statements of the parent, instead of 

reporting the net movement as working capital changes.

Similarly, in the respective financial statements of the subsidiar-

ies, the advances from/ to the parent or related company should 

be evaluated from the subsidiaries’ perspective in determining 

the classification in the subsidiaries’ cash flow statements.

Paragraph 6 of FRS 107 “Statement of Cash Flows” defines the 

activities as follows:

~ Operating activities - the principal revenue-producing activi-

ties of the entity and other activities that are not investing 

or financing activities.

~ Investing activities - the acquisition and disposal of long-

term assets and other investments not included in cash 

equivalents.

~ Financing activities - activities that result in changes in the 

size and composition of the contributed equity and borrow-

ings of the entity.

Paragraph 14, 16 and 17 state the examples of cash flows from 

operating activities, investing activities and financing activities 

respectively.

The entity should evaluate the cash flows carefully and classify 

to the appropriate activities in accordance with FRS 107.

CONCLUSION

In light of ever-changing economic conditions, these are definitely 

challenging times for those involved in the financial reporting 

process. We wish to remind that the Board of Directors owns the 

responsibility in the preparation of financial statements under the 

Companies Act, 1965, whilst, the Audit Committee plays an impor-

tant role in the financial reporting process. The Audit Committee 

should strive to achieve optimal governance through monitoring 

the compliance of financial reporting and other regulation.

Meanwhile, the auditors’ role is important to enhance the 

credibility of financial statements. An auditor will conduct an 

audit in accordance with the approved standards on auditing and 

should be able to obtain reasonable assurance that the financial 

statements are free of material misstatement.

Compliance with financial reporting standards should not be 

a burden to those involved in the financial reporting process. 

In line with their respective responsibilities, they should work 

hand in hand to improve the quality of financial reporting and to 

provide the users with comprehensive and credible information 

on the financials of an entity. It is important that members con-

tinuously uphold the quality of financial reporting. 
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Table A: Common Findings of FSRC for Review Period from July 2010 to June 2011

NO AREAS FOR IMPROVEMENT FINDINGS NOTED

1 Going Concern • Inadequate disclosure on management’s plan in dealing with material uncertainty 

on going concern. (FRS 101.23)

• Queries were raised on whether going concern assumption has been considered 

by the management when the financial statements showed signs of deteriorating 

financial position; and, whether the auditors have evaluated the appropriate-

ness of the management’s use of the going concern assumption, and to consider 

whether there are material uncertainties about the entity’s ability to continue as a 

going concern. (FRS 101.23 and ISA 570)

2 Judgements in applying accounting 

policy and key sources of estimation 

uncertainty

• Keys sources of estimation uncertainty are not presented in a manner that helps 

users of financial statements to understand the judgements management makes, 

e.g. sensitivity analysis not provided; the expected resolution of an uncertainty 

and the range of reasonably possible outcomes within the next financial year in 

respect of the carrying amounts of the assets and liabilities affected are not stated, 

etc. (FRS 101.120)

3 Impairment of investments in subsidiary 

company/associated company/ good-

will/intangible assets

• Inadequate disclosures when there is material impairment loss recognised. E.g. 

non-disclosure of whether the recoverable amount is fair value less costs to sell 

(FVLCTS) or value in use (VIU), basis of determining FVLCTS, discount rate(s) used 

in determining VIU. (FRS 136.130 (d) – (g))

• Cost of investment in subsidiary company or associated company was impaired, 

but recoverability of amounts due from these companies not carefully evaluated.

  Queries were made on whether impairment testing had been performed on prop-

erty, plant and equipment and investment in subsidiaries, given deteriorating 

financial position, which is one of several impairment indicatiors.

4 Deferred Taxation • Non-disclosure of deductible temporary differences, unused tax losses and unused 

tax credits of which no deferred assets are being recognised. (FRS 112.81(e))

• Non–disclosure of nature of evidence supporting recognition of deferred tax 

assets. (FRS 112.82)

• Deferred tax assets is deemed probable to realise in spite of the company having 

financial distress, e.g. - Net Current Liabilities position

5 Cash flow statements • Inappropriate cash flow classifications/ movement in advances to/ from subsidiar-

ies disclosed as “operating cash flow” in the parent’s cash flow statement, instead 

of “investing/financing cash flow”. (FRS 107.6, FRS 107.16 & FRS 107.17)

• Non-disclosure of major classes of gross cash receipts and gross cash payments 

separately that arose from investing and financing activities. (FRS 107.21)

6 Staff Cost • Non-disclosure on staff cost (FRS 119.6)

7 Profit/(Loss) Before Taxation • Inadequacy of disclosure on nature of expenses of the Group (FRS 101.93/94)

• Non-separate disclosure on the nature and amount when items of income and 

expense are material. (FRS 101.86)

• Non-full elimination of unrealised profits from intercompany transactions (FRS 

127.24)

8 Significant accounting policies - 

Investment Property

• The fair value of investment property shall reflect market conditions at the end 

of the reporting period. Example of error made, i.e. adopted fair value policy but 

used the revaluation value in 2007 to reflect current market condition (2008) (FRS 

140.38)

• Amortisation was done on straight line method, although adopted fair value 

policy. (FRS 140.33)

• Non-disclosure on direct operating expenses arising from repair & maintenance of 

investment property (FRS 140.75 (f )(ii)- (iii))
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