
n  by the FinAnciAl stAtements review committee

t
e

C
h

n
iC

a
l

Financial 
Reporting 
disclosures
SHEDDING LIGHT ON AN ENTITY’S PERFORMANCE

The Committee noted that 
approximately 37% entities accounted for 
FGCs issued as contingent liabilities in 
accordance with MFRS 137 “Provisions, 
Contingent Liabilities and Contingent 
Assets”. Where it had been assessed 
that an outflow of cash is not probable, 
these FGCs were disclosed as contingent 
liabilities. MFRS 137 does not apply 
to financial instruments (including 
guarantees) that are within the scope 
of MFRS 139 “Financial Instruments: 
Recognition and Measurement” 
(MFRS137.2).

These corporate guarantees are 
FGCs that meet the definition of financial 
liabilities and shall be recognised and 
measured in accordance with MFRS 
139. FGCs are initially measured at fair 
value which take into consideration the 
probability, extent and expected timing of 
an outlay of cash by the guarantor due to 
a default by the borrower. 

After initial recognition, FGCs shall 
be measured at the higher of the best 
estimate of the amount required to settle 
the obligation in accordance with MFRS 
137 and the amount initially recognised 

FINANCIAl reporting serves as a 
fundamental medium of communication 
between an entity and its stakeholders. 
Management and the Board of Directors 
are entrusted with the assets of an entity 
and financial reports illustrate how 
effective they have been in managing 
these assets to drive performance. By 
observing how management has exercised 
professional judgement in determining 
what is important and how to disclose it, 
stakeholders are able to gauge the quality 
of an entity’s management.

In providing guidance to members 
on good financial reporting, the Financial 
Statements Review Committee (“FSRC” 
or “the Committee”) wishes to highlight 
deficiencies arising from their review of 
financial statements of public-listed entities 
for the period from July 2015 to June 2016.

finanCial Guarantee 
ContraCts (fGCs)

Typically, a parent entity issues 
corporate guarantees to financial 
institutions to secure credit facilities 
extended to subsidiary companies. 
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less where appropriate, cumulative amortisation  
is recognised (MFRS 139.47(c)).

MFRS 4 “Insurance Contracts” can only be 
applied if an issuer of FGCs has previously 
asserted explicitly that it regards such contracts 
as insurance contracts and has used accounting 
applicable to insurance contracts; hence, the 
issuer may elect to apply MFRS 139 or MFRS 
4 to such contracts. The issuer may make that 
election contract by contract, but the election for 
each contract is irrevocable (MFRS 139.2(e)).

Where the issuer has the option to apply 
MFRS 4 but does not elect to do so, the issued 
FGCs shall be accounted for in accordance with 
the provisions of MFRS 139 (MFRS 139.2(e)). 

The Committee wishes to reiterate that there 
should be clear and consistent application of 
the accounting policy, accompanied with the 
respective disclosure requirements covered by 
MFRS 7 “Financial Instruments: Disclosures” or 
MFRS 4 accordingly.

CaPital manaGement

An entity is required to provide sufficient 
information to enable stakeholders to evaluate 
the entity’s objectives, policies and processes 
for managing capital (MFRS 101.134). Such 
disclosure communicates important information 
about the entity’s capital strategy. As each entity 
has different definitions of what it manages as 
capital, an entity is required to disclose qualitative 

and quantitative information to illustrate what it 
manages as capital (MFRS 101.135). 

However, approximately 21% of the financial 
statements reviewed did not have summary 
quantitative data about what is being managed 
as capital. The disclosures should reflect the 
information provided internally to the entity’s key 
management personnel. An example of how the 
disclosure requirements are met is illustrated in 
IG10 of MFRS 101. 

liquidity risk disClosures

Commonly, an entity only discloses the 
contractual undiscounted cash flows for the 
principal amount of the term loans but fails to factor 
in the contractual undiscounted interest cash flows 
in respect of the loans with approximately 21% of 
reviews performed displaying this error.  

MFRS 7 “Financial Instruments: Disclosures” 
requires the disclosure of a maturity analysis for 
non-derivative financial liabilities that shows the 
remaining contractual maturities (MFRS7.39(a)). 
This should include all cash flows expected from 
the financial liability based on the contractual 
terms, including any interest payable. Therefore, 
total contractual undiscounted cash flows for term 
loans (including interest) is unlikely to be equal 
to the carrying amount of the term loans in the 
statement of financial position. 

Illustrated below is an example of how the 
disclosures should be made:

carrying 
amount

contractual 
cash flows under 1 year 1-2 years 3-5 years More than 

5 years

Trade payables 5,000 5,000 5,000 - - -

other payables 2,000 2,000 2,000 - - -

Term loans 16,900 18,000 3,000 5,000 5,000 5,000

bank overdraft 2,000 2,000 2,000 - - -

25,900 27,000 12,000 5,000 5,000 5,000

Financial 
guarantee 
contracts*

NIL 7,000 7,000 - - -

* The disclosure represents the maximum amount that is required to be settled in the event of a <triggering event>.
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oPeratinG seGments 

The FSRC finds that certain 
disclosures required by MFRS 8 
“Operating Segments” are omitted in 
the financial statements. For instance, 
approximately 16% of the financial 
statements reviewed did not have 
disclosures relating to the entity’s 
major customers.

If revenues from transactions with 
a single external customer amount to 
10% or more of an entity’s revenue, 
the entity is required to disclose the 
following:

(i) The fact that there are 
customer(s) whose 
transactions amount to 
10% or more of the entity’s 
revenue;

(ii) The total amount of revenue 
from each customer 
identified in (i); and

(iii) The identity of the 
segment(s) reporting the 
revenues

However, the entity need not 
disclose the identity of the major 
customer(s) nor the amount that 
each segment reports from the said 
customer(s) (MFRS 8.34). An example 
of how this disclosure requirement is 
met is illustrated via IG6 of MFRS 8.

These disclosures are necessary 
to enable stakeholders to gauge the 
entity’s extent of reliance on its major 
customers.

ConClusion

Above all, the FSRC wishes to 
reiterate that the responsibility for the 
preparation of financial statements 
under the Companies Act 1965 lies with 
the entity’s management and Board of 
Directors. 

Whilst the auditor plays an important 
role in enhancing the credibility 
of the financial statements, this role 
would be further enhanced with the 
entity’s management and Board of 
Directors engaging with the auditors 
throughout the financial reporting 
process. This is especially crucial in 

light of the enhanced auditor reporting 
requirements becoming effective from 
December 2016 onwards.

Parties in the financial reporting 
ecosystem should not treat financial 
reports as just another item to tick off 
their annual to-do-list. Instead, all parties 
should take the opportunity to engage 
stakeholders by enhancing the quality 
of financial reporting and providing 
comprehensive credible information on 
the financials of an entity. n

The Financial statements review 
Committee (“FSRC” or “the 
Committee”) of the Institute was set up 
with the aim of upholding the quality of 
financial reporting of entities listed on 
Bursa Malaysia. 

The Committee reviews audited 
financial statements and audit reports 
that are prepared by or are the 
responsibility of members of MIA, for 
the purpose of determining compliance 
with statutory and other requirements, 
approved accounting standards 
and approved auditing standards in 
Malaysia.
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