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• The Securities Commission Malaysia has been given the power by 
Parliament to undertake these functions: 

 
 Promote and develop an effective and robust audit oversight framework 

in Malaysia; 
 
 Promote confidence in the quality and reliability of audited financial 

statements in Malaysia; and 
 
 Regulate auditors of Public Interest Entities (PIE). 

 
• The AOB was established on 1 April 2010 to discharge the above functions. 

About the  
Audit Oversight Board 



© Securities Commission Malaysia 

Audit 
Oversight 
Board Malaysia 

 “Fostering high quality independent auditing to promote confidence in the quality and reliability of audited financial 
statements of public interest entities in Malaysia”  

 

 Outcomes Strategic Themes  Services Areas 

Confidence in 
audited financial 

statements 

Audit opinion 
based on sufficient 

and appropriate 
evidence 

Externalisation of 
professional values 

and ethics 

Resourceful and 
capable audit 

practices 

High quality 
financial reporting 
practices by PIE 

Standards setting 
and guidance 

Registration 

Inspection and 
Remediation 

Enforcement of 
standards 

Support adoption and implementation of 
standards 

Promote high quality audit practices 
 

Influence financial reporting ecosystem 
 

Leverage on stakeholders support 
 

Promotion of 
quality and 

Collaboration with 
stakeholders 

5 

Mission Statement and 
Strategic Themes 
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Registration and 
Recognition 

Profile of 
audit firms 

No. of                       
audit 
firms 

No. of 
individual 
auditors 

No. of 
PIEs 

% of Market 
Capitalisation 

≥10 partners 8 181 940 95.41% 

5 – 9 partners 6 30 75 0.53% 

2 – 4 partners 35 90 123 3.93% 

Sole proprietor 3 3 6 0.01% 

TOTAL 52 304 1,144 99.89% 

75 67 53 52 

297 293 302 304 
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No of audit firms registered

No of individual auditors registered

Profile of audit 
firms 

No. of                       
audit firms 

No. of individual 
auditors 

No. of PIEs 
% of Market 

Capitalisation 

Singapore 3 6 4* 0.01% 

UK 1 2 1 0.08% 

Hong Kong 1 2 1 0.02% 

Subtotal 5 10 6 0.11% 

Recognition as at 31 Dec 2014 

*One PIE subject to appointment of auditor 

Registration as at 31 Dec 2014 
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Inspection 

2013 Top 5 Inspection Findings 

Global  
2014 IFIAR Survey 

(results from up to 9 larger firms                                        
per member jurisdiction) 

Internal Control Testing 

Fair Value Measurement 

Inventory 

Revenue Recognition 

Substantive Analytical Procedures 

Malaysia  
2013 AOB Findings  

(submitted for 2014 IFIAR Survey,                       
results from 7 larger firms) 

Going Concern 

Adequacy of                                              
Financial Statements Disclosures 

Inventory 

Substantive Analytical Procedures 

Use of Experts and Specialists 
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AOB Action 

74   
additional 

registration 
conditions 

17  
warning 
letters       
(firms)  

9                 
specific 

remediation 
measures* 
(auditors) 

5                
6-months 

registration 
(auditors) 

11   
sanctions 

Failure to comply with 
auditing & ethical 

standards in 
performance of audit 

engagements 

 

10 
Public Reprimands, 

including 4 with 
monetary penalty 

(auditors) 

 

1 
Prohibition from 

accepting clients for 
12 months & 

monetary penalty 
(firm) 

Action Taken by AOB on Audit Firms & Auditors (2010-2014) 

Arising from areas such as: 

• Registration concerns, 
inspection findings & 
enforcement actions 
(auditors) 

• Improvement on  
quality control (firms) 

6 
Failure to register before 
accepting appointment as 

PIE auditor (firms) 
 

11 
Failure to comply with 
Partner Rotation Rule 

(firms) 
*Note: Specific remediation measures are wef 29 July 2013. 
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Bank Negara 
Malaysia 

Financial 
Reporting 
Function 

Internal Audit 
Function 

Directors & 
Management 

Financial 
Statements 

External 
Auditors 

Malaysian Accounting 
Standards Board 

Bursa 
Malaysia 

Other experts: 
Valuers, 

Actuarists, 
Lawyers 

Investors & Analysts 

PIEs 

Securities 
Commission 

Ministry of 
Finance 

Malaysian Institute of 
Accountants 

Educational Institutions 

AOB 

Regulators 

Legend: 

Participate in preparation                  
of financial statements 

Independent opinion on         
financial statements 

Standards setters 

Primary users of 
financial statements 

Supply of talents 

Oversight by Audit Committee 

Companies 
Commission 

The Financial Reporting 
Ecosystem 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=mjDBYneggvOvAM&tbnid=3GpSSo6MW6daCM:&ved=0CAUQjRw&url=http://www.canstockphoto.com/purchases-and-sales-files-containing-10751390.html&ei=bNBPUtexJs2XrAfu2YGADA&bvm=bv.53537100,d.bmk&psig=AFQjCNGBpGSJ7LGgNzoo3-M5yMjES35gwA&ust=1381048781757021
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Key responsibilities of the Audit Committee 

Assess risks and 
control 

environment 

[may be delegated to 
another specific 

committee] 

Oversee financial 
reporting 

Review conflict 
of interest 

situations and 
related party 
transactions 

Evaluate the 
audit process 

Source:   
Corporate Governance  

Guide (2nd Edition),  
by Bursa Malaysia  

Supported by: 
• Right personnel 
• Adequate resources 
• Right infrastructure 

• Implementation of policies 
for risk identification and 
evaluation. 

• Adequate and effective 
internal controls to 
address: 
 Control environment 
 Risk assessment 
 Control activities 
 Information 
 Monitoring 

Audit Committee –  
Key Responsibilities 

• Review competency of 
internal audit (IA) 
function e.g. Quality 
Assurance Review by 
external parties. 

• Review and monitor 
suitability and 
independence of external 
auditors (EA), including 
consideration of: 
 Competence 
 Scope of audit 
 Audit fee 

• Ensure IA and EA 
maintain an effective 
relationship and co-
ordinate their efforts. 

• Review and report to the 
Board any (recurrent) 
related party transactions 
and conflict of interest 
situations that may arise 
in the company or the 
group. 

• Ensure establishment of 
proper framework.  

• Assessment should 
consider economic and 
commercial substance 
over form. 

• Integrity of financial reporting 
• Financial statements give a true and fair view of the 

financial position and results of the company. 
• Compliance with all applicable legal and regulatory 

financial reporting requirements and accounting standards. 

To ensure: 
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Key responsibilities of the Audit Committee 

Assess risks and 
control 

environment 

[may be delegated to 
another specific 

committee] 

Oversee financial 
reporting 

Review conflict 
of interest 

situations and 
related party 
transactions 

Evaluate the 
audit process 

Source:   
Corporate Governance  

Guide (2nd Edition),  
by Bursa Malaysia  

• Implementation of policies 
for risk identification and 
evaluation. 

• Adequate and effective 
internal controls to 
address: 
 Control environment 
 Risk assessment 
 Control activities 
 Information 
 Monitoring 

Audit Committee –  
Key Responsibilities 

• Integrity of financial reporting 
• Financial statements give a true and fair view of the 

financial position and results of the company. 
• Compliance with all applicable legal and regulatory 

financial reporting requirements and accounting standards. 

To ensure: 
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Case Study: Asset Impairment 

Key area of focus  

 Understanding management’s key assumptions, including 

management’s experts where relevant. 

 Basis to support the conclusion 

 Determination of recoverable amount with appropriate comparison with 

the asset’s carrying amount 

 Consideration of sensitivity analysis to evaluate the impact of key 

assumptions used 

Case Study 
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Case Study: Asset Impairment (cont.) 

350 

Forecast 
2014 

Forecast 
2015 

Forecast 
2016 

Forecast 
2017 

Revenue 

(270) 

424 466 512 

Projection 
2013 

Cost of sales 

 Actual 
2012 

150 

(135) 

Gross Profit 15 

(245) 

105 

Admin and 
other cost 

(65) 

(LBT) / PBT (50) 

Tax (20%) - 

(LAT) / PAT (50) 

(85) 

20 

16 

(4) 

Terminal 
value 

115 

(94) 

21 

17 

(4) 

(296) 

128 

(10) 

25 

20 

(5) 

(326) 

140 

(11) 

27 

22 

(5) 

(359) 

153 

GP Margin 10% 30% 30% 30% 30% 30% 

(12) 

29 

23 

(6) 

Value in Use = NPV = 

1,300 

773 

Carrying amount of Sub A 

Goodwill 

100 

500 

600 

173 

CONCLUSION: 
NO IMPAIRMENT ON 
ASSETS AND GOODWILL 

Key assumption 1: 
Increase in 
revenue in FYE 
2013 due to one 
new customer 
 

Key assumption 2: 
Constant growth 
rate  (g) of 10% 
year on year 
 

Key assumption 4: 
WACC (r) of 13%  
 

Key assumption 3: 
Calculated based on a growth 
rate of 11%  
 

385 

Example: Investment in a subsidiary which has been loss-making and in net current liabilities position 

Case Study 
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Case Study: Asset Impairment (cont.) 

350 

Forecast 
2014 

Forecast 
2015 

Forecast 
2016 

Forecast 
2017 

Revenue 

(270) 

424 466 512 

Projection 
2013 

Cost of sales 

 Actual 
2012 

150 

(135) 

Gross Profit 15 

(245) 

105 

Admin and 
other cost 

(65) 

(LBT) / PBT (50) 

Tax (20%) - 

(LAT) / PAT (50) 

(85) 

20 

16 

(4) 

Terminal 
value 

115 

(94) 

21 

17 

(4) 

(296) 

128 

(10) 

25 

20 

(5) 

(326) 

140 

(11) 

27 

22 

(5) 

(359) 

153 

GP Margin 10% 30% 30% 30% 30% 30% 

(12) 

29 

23 

(6) 

Value in Use = NPV = 

1,300 

773 

Carrying amount of Sub A 

Goodwill 

100 

500 

600 

173 

CONCLUSION: 
NO IMPAIRMENT ON 
ASSETS AND GOODWILL 

Key assumption 1: 
Increase in 
revenue in FYE 
2013 due to one 
new customer 
 

Key assumption 2: 
Constant growth 
rate  (g) of 10% 
year on year 
 

Key assumption 4: 
WACC (r) of 13%  
 

Supported by a  
mere “Letter of 
Intent” 

Historical growth 
of company last 
5 years = 5%, 
Forecasted  for 
next 2 years – 
7% Entire group’s average 

WACC, not specific to 
Sub A which actual 
cost of capital = 16% 

Key assumption 3: 
Calculated based on a growth 
rate of 11%  
 Basis to higher growth 

rate? 

IMPAIRMENT 
= 

If r = 16%, g = 7%  
 

401 429 459 

(262) (281) (300) (329) 

112 120 129 138 

(97) (91) (104) (111) 

21 23 25 27 

(4) (5) (5) (5) 

17 18 20 22 249 

178 

(422) 

385 

Example: Investment in a subsidiary which has been loss-making and in net current liabilities position 

Case Study 
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IMPORTANCE OF IT 

 
 

 
 
 
 
 
 
 
 

IMPLEMENTATION OF NEW SYSTEMS / TECHNOLOGY 
 
  Web  application and  payment 

systems 
 Data analytics (e.g. sales trends) 
 Outsourcing of IT services and 

hardware (e.g. web hosting) 

 Standalone  business support 
systems ( Finance / Accounts, 
HR, Manufacturing) 

 Integrated systems (e.g. ERP 
systems)  

IT RISKS 

IS YOUR ORGANISATION DOING ENOUGH TO MANAGE IT 
RISKS ? 

  IT Governance 
  Controls / Processes 

 IT Resource and Skills 
 Assurance   

Managing Information 
Technology (IT) Risks 

17 

Supports business 
operations  
Sales, payroll, inventory 
management, production 

Drive efficiency 
 Automated processes  
 Straight through 

processing 
 Paperless transactions 

Supports decision 
making  

Drive business growth 
via new sales channels: 
 Company website 
 E-commerce websites 
 Social media  
 Mobile devices 

http://www.google.com.my/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.infosightinc.com/IT-Security/data_loss_prevention.php&ei=zRckVfi1NsSjugSMroCwBw&bvm=bv.89947451,d.c2E&psig=AFQjCNEUqh7G0gCCbFoVnS1A8rL7Sa-W5g&ust=1428515081373089
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Key responsibilities of the Audit Committee 

Assess risks and 
control 

environment 

[may be delegated to 
another specific 

committee] 

Oversee financial 
reporting 

Review conflict 
of interest 

situations and 
related party 
transactions 

Evaluate the 
audit process 

Source:   
Corporate Governance  

Guide (2nd Edition),  
by Bursa Malaysia  

Audit Committee –  
Key Responsibilities 

• Integrity of financial reporting 
• Financial statements give a true and fair view of the 

financial position and results of the company. 
• Compliance with all applicable legal and regulatory 

financial reporting requirements and accounting standards. 

To ensure: 

• Review and report to the 
Board any (recurrent) 
related party transactions 
and conflict of interest 
situations that may arise 
in the company or the 
group. 

• Ensure establishment of 
proper framework.  

• Assessment should 
consider economic and 
commercial substance 
over form. 
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19 

Prevention and detection            
of Fraud 

Auditors’ responsibility 
 

 Management and TCWG 
primarily responsible for 
prevention and detection of 
fraud  

 Oversight consideration include: 
- Potential override of controls 
- Potential inappropriate 

influence over financial 
reporting 

 To obtain reasonable assurance that 
financial statements are free from 
material misstatements whether 
caused by fraud or error 

 To maintain appropriate level of 
professional skepticism throughout 
the audit 

 Relevant procedures                     
include: 
- Inquiry  
- Testing/review 

Case Study 

http://www.softicons.com/free-icons/business-icons/desktop-business-icons-by-aha-soft/company-icon
http://www.softicons.com/free-icons/business-icons/desktop-business-icons-by-aha-soft/company-icon
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PLC A 

Board of Directors (6 members) 

Independent 
Non-

Executive 
Directors 

(Audit Committee) 

Executive 
Directors 

(Run day to day 
operations) 

 

Collectively 
holds 42% 
interest in 
the PLC 

 

Father, 
daughter and 

son 

+ 

+ 

Risk of 
Management 
Override of 

Controls 
 

KEY RESPONSIBILITIES 

- oversight to create and maintain culture of 
honesty and ethical behavior 

- protect other key stakeholders’ interests (e.g. 
minority shareholders, bankers, creditors, etc.) 

Case Study 

http://www.softicons.com/free-icons/business-icons/desktop-business-icons-by-aha-soft/company-icon
http://www.softicons.com/free-icons/business-icons/desktop-business-icons-by-aha-soft/company-icon
https://www.google.com/imgres?imgurl=http://www.tmac.org/sites/default/files/company.png&imgrefurl=http://www.tmac.org/services/i2c-innovation-2-commercialization&docid=gfnk6VVuDtk_pM&tbnid=ZwuqVDSbGubiIM&w=400&h=400&ei=phldUsGfNsbhrAfmqIHgBg&ved=0CAUQxiAwAw&iact=c
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Receivables Revenue 

Expenses 
- Depreciation 
- Amortisation 

Non-Current Assets 
- PPE 
- Intangible assets 

Fictitious 
sales/Purported 

invoices 
 

Capitalised as 
NCA after 
credit term 

period 
 Expensed off 

over period of 
time 

 

- - - - - - - - - - - - - - - - - - - - - - - - 
 

CREATION 
 
 CONCEAL 
 
 

Strong internal control 
Effective oversight 

framework 

PREVENTION OF FRAUD 

21 

Case Study 
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Key responsibilities of the Audit Committee 

Assess risks and 
control 

environment 

[may be delegated to 
another specific 

committee] 

Oversee financial 
reporting 

Review conflict 
of interest 

situations and 
related party 
transactions 

Evaluate the 
audit process 

Source:   
Corporate Governance  

Guide (2nd Edition),  
by Bursa Malaysia  

Supported by: 
• Right personnel 
• Adequate resources 
• Right infrastructure 

Audit Committee –  
Key Responsibilities 

• Integrity of financial reporting 
• Financial statements give a true and fair view of the 

financial position and results of the company. 
• Compliance with all applicable legal and regulatory 

financial reporting requirements and accounting standards. 

To ensure: 
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Shortening of Financial Reporting Timeline (For PLCs) 
(Amendments to Bursa Malaysia Listing Requirements) 

Deliverable Timeline 

Annual reports                                         
FYE 31 Dec 2014 

Within 5 months from close of FY 

Annual reports                                        
FYE 31 Dec 2015 

Within 4 months from close of FY 

Are you prepared? 

New Auditor’s Report  
15 Dec 2016 

Impact from  
MFRS Developments 

Shortened Financial 
Reporting Timeline 

23 
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New Auditor’s Report 

Opinion 

Basis for Opinion 

Key Audit Matters 

Going Concern 

Other Information 

Responsibilities of Management /               
Those Charged with Governance 

Auditor’s Responsibilities 

Explicit statement of                                     
auditor independence and                      

fulfilment of other ethical responsibilities  

Report on Other Legal                                   
and Regulatory Requirements 

Name of engagement partner 

Opinion 

Basis for Opinion 

Key Audit Matters 

Going Concern 

Other Information 

Responsibilities of Management /               
Those Charged with Governance 

Auditor’s Responsibilities 

Explicit statement of                                     
auditor independence and                      

fulfilment of other ethical responsibilities  

Report on Other Legal                                   
and Regulatory Requirements 

Name of engagement partner 

Opinion 

Basis for Opinion 

Key Audit Matters 

Going Concern 

Other Information 

Responsibilities of Management /               
Those Charged with Governance 

Auditor’s Responsibilities 

Explicit statement of                                     
auditor independence and                      

fulfilment of other ethical responsibilities  

Report on Other Legal                                   
and Regulatory Requirements 

Name of engagement partner 

Existing Auditor’s Report 

Director’s Responsibility 

Auditor’s Responsibility 

Opinion 

Basis for Opinion 

Report on Other Legal                                 
and Regulatory Requirements 

Other Matters 

Name of Signing Partner 

25 

The Auditor’s Report –  
A Comparison 

Greater  
prominence 

  
New/revised 

reporting 

requirements 

Enhanced reporting 

requirements  

May be in an 
appx/website/etc. 

Mandatory  
for PLCs 
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Existing Auditor’s Report –  
Illustrative Example 

Source: MIA Recommended  
Practice Guide 5 (Revised) 
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New Auditor’s Report –  
Illustrative Example 

Source: IAASB New and Revised Auditor Reporting Standards and Related Conforming Amendments – At a Glance & ISA 720 (Revised) 

GREATER PROMINENCE 

[More] 

KEY AUDIT MATTERS  
(KAM) DISCLOSURES 

OTHER INFORMATION 

May include identification of other information in the annual 
report expected to be obtained after the date of the auditor’s report. 

GOING CONCERN (MANAGEMENT/TCWG) 

[More] 
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New Auditor’s Report –  
Illustrative Example 

Source: IAASB New and Revised Auditor Reporting Standards and Related Conforming Amendments – At a Glance & ISA 720 (Revised) 

AUDITOR’S RESPONSIBILITIES  
May be located either in: 
1. Body of auditor’s report; or  
2. Appendix to auditor’s report; or  
3. A website of an appropriate 

authority – with ref made to it. 

NAME OF  
ENGAGEMENT  
PARTNER (EP) 
(Malaysia –  EP is 
also the Signing 
Partner) 

AUDITOR 
INDEPENDENCE & 

OTHER ETHICAL 
RESPONSIBILITIES 

GOING CONCERN (AUDITOR) 

KAM DISCLOSURES 
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New Auditor’s Report –  
Key Audit Matters 

Matters 
communicated 

with TCWG 

Matters requiring 
significant 

audit attention 

Matters of 
most 

significance 
in the audit 

Source: IAASB Auditor Reporting Toolkit and Slides 

KEY AUDIT MATTERS 
(KAM)  

 

Description should: 

• Be entity specific;  

• Avoid standardised/ 
technical language; and  

• Shall include: 

1. Why the matter was 
determined to be a KAM? 

2. How the KAM was 
addressed in the audit? 

3. Reference to related 
disclosures. 

[Examples] 

KAM ≠ Piecemeal Opinion 
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New Auditor’s Report –  
KAM (Example) 

Extract from auditor’s report on 2014 annual report of Bodycote plc 

1. Why the matter was 
determined to be a KAM? 

2. How the KAM was 
addressed in the audit? 

3. Reference to                 
related disclosures  
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New Auditor’s Report –  
KAM (Example) 

Extract from auditor’s report on 2014 annual report of GKN plc 

1. Why the matter was 
determined to be a KAM? 

2. How the KAM was 
addressed in the audit? 

3. Reference to 
related disclosures. 

“However, … a failure to meet target production 
and assembly hour rates as the supply … increases, or 

a significant change in the total number … to be 
produced could reasonably be expected to give 

rise to an impairment charge in the future. 

“… planned levels 
of production and 
… improvements 

appear 
achievable, 

although not 
without 

challenge, …” 
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New Auditor’s Report –  
KAM (Example) 

Extract from auditor’s report on 2014 annual report of Pearson PLC 

1. Why the matter was 
determined to be a KAM? 

2. How the KAM was 
addressed in the audit? 

3. Reference to 
related disclosures. 
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New Auditor’s Report –  
KAM (Example) 

Extract from auditor’s report on 2014 annual report of AstraZeneca PLC 

1. Why the matter was 
determined to be a KAM? 

2. How the KAM was 
addressed in the audit? 

3. Reference to 
related disclosures. 

Use of 
auditor’s own 
experts, e.g. 
forensic and 
compliance 
specialists 

Is 
documentation 

in place to 
facilitate audit? 
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New Auditor’s Report –  
KAM (Example) 

Extract from auditor’s report on 2014 annual report of Rolls-Royce plc 

1. Why the matter was 
determined to be a KAM? 

2. How the KAM 
was addressed 
in the audit? 

3. Reference to related 
disclosures.  

“… our 
assessment is 

that the 
assumptions and 

resulting 
estimates … 

resulted in mildly 
cautious profit 
recognition …”  

34 

“… our testing identified 
weaknesses in the design 

and operation of               
controls …” 

 
Consistent with 

Statement of Risk 
Management and 
Internal Control? 
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New Auditor’s Report –  
KAM (Example) 

Extract from auditor’s report on 2014 annual report of Rolls-Royce plc 

1. Why the matter was 
determined to be a KAM? 

2. How the KAM 
was addressed 

in the audit? 

3. Reference to related 
disclosures.  

“Aside from 
one 

transaction … 
subsequently 

corrected … our 
testing did not 

identify any 
indication of 
manipulation 

of results.” 

35 

Risk of 
Management 
Override? 
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New Auditor’s Report –  
KAM (Example) 

Extract from auditor’s report on 2014 annual report of                         
InterContinental Hotels Group plc 

1. Why the matter 
was determined to 

be a KAM? 

2. How the KAM was 
addressed in the audit? 

3. Reference 
to related 

disclosures. 

How in control is the Audit Committee over cross border activities? 

Completeness and accuracy of information?  
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Enhanced reporting on Going Concern (GC) include: 

Source: ISA 570 (Revised) ADDITIONAL SENTENCE                              
IN KAM SECTION  

Description of responsibilities for GC 

Management/TCWG Auditor 

When material uncertainty  

relating to GC exists 

If disclosures are 
adequate  

Separate section  

“Material Uncertainty 
Related to Going Concern” 

If disclosures are 
inadequate 

“Modified Opinion”  

as 1st section of Auditor’s 
Report. 

Additional requirement 
to challenge adequacy 

of close calls  

Illustrative example of impact 
to the Auditor’s Report:  

This illustrative example applies when: 

 The use of Going Concern basis 
of accounting is appropriate; and  

 Material  uncertainty exists 
relating to events or conditions 
that may cast significant doubt 
on an entity’s ability to continue 
as a going concern. 

New Auditor’s Report –  
Going Concern 
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Key responsibilities of the Audit Committee 

Assess risks and 
control 

environment 

[may be delegated to 
another specific 

committee] 

Oversee financial 
reporting 

Review conflict 
of interest 

situations and 
related party 
transactions 

Evaluate the 
audit process 

Source:   
Corporate Governance  

Guide (2nd Edition),  
by Bursa Malaysia  

Audit Committee –  
Key Responsibilities 

• Review and monitor 
suitability and 
independence of external 
auditors (EA), including 
consideration of: 
 Competence 
 Scope of audit 
 Audit fee 

• Review competency of 
internal audit (IA) 
function e.g. Quality 
Assurance Review by 
external parties. 

• Ensure IA and EA 
maintain an effective 
relationship and co-
ordinate their efforts. • Integrity of financial reporting 

• Financial statements give a true and fair view of the 
financial position and results of the company. 

• Compliance with all applicable legal and regulatory 
financial reporting requirements and accounting standards. 

To ensure: 
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Case Study: Understanding of the Auditors’ Work  

Before Audit Conclusion 
 Disagreement with management 
 Unresolved significant 

accounting/auditing issues 
 Outstanding items (e.g. 

confirmation reply, clarification 
from management, etc.) 

 

Audit Conclusion 
 Clearance and conclusion of 

significant 
accounting/auditing issues 

 Deficiencies in the PIE’s 
internal control 

Audit Planning Stage 
 Timing of audit deliverables 
 Overall scope and identification 

of key risks/significant audit 
areas 

 Extent of planned audit 
procedures 
 

 To understand the scope of 
works and responsibility of the 
auditors 

 To provide feedback and input 
on the audit plan 
 

 
 

 To prevent last minute surprises 
- untimely escalation of matters 

 To evaluate the sufficiency of audit work performed 
 To satisfy the clearance of audit matters  
 To evaluate/follow-up on control deficiencies identified 
 

 
 

 
Are you effectively communicating with your Auditors? 

AUDIT COMMITTEE ENGAGEMENT WITH AUDITORS 

IMPORTANCE OF EFFECTIVE COMMUNICATION 

39 

Case Study 
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Case Study: Understanding of the Auditors’ Work  
 

Conflicting audit evidence 
Included in the company’s cash and bank as at 31 Dec 20X4 YE is an FD of RM35 million  

 

 

 
 

13 Apr’X5 7 Feb’X5 

FYE 

1 - 14 Dec’X4 1 - 14 Jan’X5 

Vouched on 
20 Jan’X1 

GL Balance 

31 Dec’X4 

Placement 
dates 

Maturity 
dates 

FD Certs 

Audit report 
sign-off 

Bank 
confirmation 

Receive 1st 
Confirmation 

What could go 
wrong =RM30m? 

2 Mar’X5 

Receive 2nd 
Confirmation 

Fax Bank 
confirmation 

Receive 3rd 
Confirmation 

30 Jun’X5 

Fax Bank 
confirmation 

= 
Balance as at  

31 Jan’X5 
Balance as at  
31 Dec’X4 

RM35m RM35m 

Balance as at  
31 Dec 20X4 

RM5m = RM35m RM35m 

WRONG DATE,  
NOT ACCEPTABLE 

WAS NOT 
RECEIVED 

BEFORE AUDIT 
SIGN-OFF 
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Case Study 
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Leasehold Land (vacant) 15 

Total 20 

PPE: 

(lease expiring:  Year 2025) 

Statement of Financial Position as at 
31 December 2014 (in RM’million) 

One page fax letter from the 
valuer’s offices 
Ascribed Value: RM16 million 

CONCLUSION: 
“Higher than 

Carrying Amount, 
Hence, no 

Impairment” 
BUT 

1. Fax copy signed by a clerk from the valuer’s office –      
quality and reliability? 

2. Contained limitation clause stating that “…provided lease 
term is extended another 50 years…”. 
 

Management’s basis to support 
valuation 

Example: Valuation of properties - Reliability of evidence provided by management 

Case Study: Understanding of the Auditors’ Work 

Freehold Land and building 
(use as office and factory) 

5 

41 

Case Study 

http://www.google.com.my/imgres?imgurl=http://www.cityofcarrollton.com/Modules/ShowImage.aspx?imageid=207&imgrefurl=http://www.cityofcarrollton.com/index.aspx?page=175&usg=__i-UUiRE2hp6L3AMwuRnZrXdYKgE=&h=240&w=192&sz=14&hl=en&start=74&zoom=1&tbnid=4lYoe6rYqjrLzM:&tbnh=110&tbnw=88&ei=jFWETvv4J8LQrQfb0aW8DA&prev=/search?q=valuation+report&start=63&hl=en&sa=N&gbv=2&tbm=isch&itbs=1
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Leasehold Land B (vacant) 

5 

Total 18 

PPE: 

(lease expiring:  Year 2025) 

Freehold Land and building A 
(use as office and factory) 

15 

Statement of Financial Position as at 
31 December 2014 (in RM’ million) 

Valuation report specific to this 
property 

Date of report: 31.12. 2011 

Ascribed value: RM7 million 

BUT 

1. No evaluation of the continued relevance of the outdated 
valuation report 

Valuation 
Report 

CONCLUSION: 
“Higher than 

Carrying Amount, 
Hence, no 

Impairment” 

Management’s basis to support 
valuation 

Example: Valuation of properties - Reliability of evidence provided by management 

Case Study: Understanding of the Auditors’ Work 

42 

Case Study 

http://www.google.com.my/imgres?imgurl=http://www.valuadder.com/photo13.jpg&imgrefurl=http://www.valuadder.com/valuationguide/business-valuation-five-steps.html&usg=__D5XSulZtocgdFgmlKHqpWUjKDyQ=&h=218&w=280&sz=13&hl=en&start=174&zoom=1&tbnid=ne6vzPu7JIXsHM:&tbnh=89&tbnw=114&ei=61WEToDKC8XjrAeby7TADA&prev=/search?q=valuation+report&start=168&hl=en&sa=N&gbv=2&tbm=isch&itbs=1
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Board of Directors 

 

Management 
External Auditors  

Internal Auditors 

Governance 
 

Communication & Transparency 

43 

Audit Committee 

Shared Responsibilities  
in the Financial  

Reporting Process 
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Presentation by  

Tan Bee Leng 

Malaysian Accounting Standards Board 
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 Revenue recognition 

 Progressively (% of completion) vs.            
A Point in Time (completion method) 

 May be accelerated or deferred 

 New estimates & judgments required 

 Additional disclosures requirements 

 New systems & processes  

MFRS 15 – Revenue from Contracts with Customers 

Impact? 
Depends on 
Industries 

Effective date: 
1 Jan 2017 
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46 

Contract  with customer 
….. 12 months with  
total amount  
of RM 1,800  

Handset RM0 
(revenue from the sale of monthly 

plans recognised in full as the service 

was provided, and no revenue 

recognised for handset)  
 

Services RM150 / month (per contract) 

Under MFRS 15 

RM' mil Standalone price % on total Revenue 
Handset (at initial) 500 25.8% 464.40 
Services 1,440 (120/month) 74.2% 1,335.60 (111.30/month) 
Total 1,940 100% 1,800 

Step 2: Identify performance obligations 

Step 4 Allocate the transaction price 
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Step 5 Performance obligation 
satisfied over time if: 

Customer receives and consumes benefits of entity’s 
performance as entity performs OR  

1 of 3 

2 of 3 

Entity’s performance creates or enhances an asset (e.g. 
WIP) that customer controls as asset is created or 

enhanced OR 

3 of 3 

Entity’s performance does not create an asset with an 
alternative use to entity and entity has an enforceable right 

to payment for performance completed to date 

Which of the three is applicable if 
the entity is involved in sale of 
residential properties? 

Case Study 2 – MFRS 15  
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Fact Pattern 

• Customer pays a non-refundable deposit and will make progress payments during 
construction.  

• The contract has substantive terms that preclude the entity from being able to direct the unit 
to another customer.  

• The customer does not have the right to terminate the contract unless the entity fails to 
perform as promised.  

• In the event of a default by the customer, the entity can either 
• require the customer to perform as required under the contract or  
• cancel the contract in exchange for the asset under construction and an entitlement to 

a penalty of a proportion of the contract price. 

Sounds 
familiar? 

Entity’s performance does not create an asset with 
an alternative use to entity and entity has an 
enforceable right to payment for performance 

completed to date 

Met? 
Not Met? 

Case Study 2 – MFRS 15  
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Criteria  Criteria 
met? 
 

Why? 

The entity’s performance does 
not create an asset with an 
alternative use to the entity 

Because the contract precludes the entity from transferring 
the specified unit to another customer 

Entity has both an enforceable 
right to payment for performance 
completed to date 

Because the entity could also choose to enforce its rights to 
full payment under the contract 
 
The fact that the entity may choose to cancel the contract in 
the event the customer defaults on its obligations would not 
affect that assessment if the entity’s rights to require the 
customer to continue to perform as required under the 
contract (i.e. pay the promised consideration) are 
enforceable. 

Peninsular Malaysia 

Met? 
Not Met? 
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Financial Instruments : Impairment MFRS 9 – Financial Instruments 

Effective date: 
1 Jan 2018 

 Classification and measurement 

 Impairment - ‘expected loss’ model  

 Hedge accounting 

Impact: Depends on the nature of the 

financial assets an entity holds and how it 

measures such assets under MFRS 139  

ECLs are cash shortfalls expected over the lifetime 
of the financial asset that is associated with the 
likelihood of a loss event. 
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Case Study 3 – MFRS 9 

 
 
Default rate 

 
 

0.2% 

 
 

0.5% 

 
 

2.4% 

 
 

15% 

 
 

25% 

 
 

100% 

Impairment 
provision 2,240 2,430 9,032 18,579 5,912 11,284 

Current (Not 
past due) 

1 – 30 days 
past due 

31 – 60 
days past 

due 

61 – 90 
days past 

due 
> 91 days 
past due Bankrupt 

Trade 
Receivables 1,120,008 486,009 376,356 123,857 23,650 11,284 

Impairment 0 0 0 2,477 
(2%) 

1,182 
(5%) 

11,284 
(100%) 

Adoption of IFRS 9 – Expected credit loss model Additional impairment 
34,534 

MFRS 139 
 Objective evidence of impairment (trigger event) 
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Real-life example 

2015 First Quarter Trading Update  (February 2015)  
Extract 
  
The quarterly average of the September 2014 Half Year results is used for comparison purposes 
unless otherwise stated. First quarter 2015 financials have been prepared incorporating the 
requirements of AASB 9 , with transitional adjustments reflected in retained earnings. 
Prior comparative periods have not been restated. Unaudited cash earnings were approximately 
$1.65 billion, which is 6% up on the prior corresponding period. ·…   
 
The charge for Bad and Doubtful Debts (B&DDs) for the quarter rose 30% to 
$227 million, but was stable excluding releases from the Group Economic Cycle Adjustment 
(ECA) and UK CRE overlay in the September 2014 Half Year. 
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Financial Instruments : Impairment Amendments to IAS 41 on Bearer Plants 
- What is your plan? 

Effective date: 
1 Jan 2016 

New 
requirements 

Capital Maintenance Approach: transition to new Standard, what is your plan? 
- to use the ‘reconstructed cost’ approach or  
- the deemed cost provision in IFRS 1, i.e. fair value as surrogate cost (the FV determined 

either at date of transition or previous GAAP revaluation or FV at an event date) as surrogate of 
cost) 



Prepared by MASB Staff.  

It does not represent the official position of the Board. 54 

Disclaimer 
The views and opinions expressed herein do not represent the official views of the MASB or necessarily represent 
the organisations that the participants belong to. Official positions of the MASB on accounting matters are 
determined only after extensive deliberations and due process. The materials presented are intended to convey 
the general information only and they should not be taken as the official MASB view. 
Neither the MASB nor any member of the MASB Secretariat accepts responsibility or legal liability arising from or 
connected to the accuracy, completeness or reliability of the materials and information contained herein. 
Participants are hereby advised that entity specific matters concerning the application of the MFRSs and the 
appropriate treatment should be addressed by the preparers with their respective auditors and/or their 
independent accounting advisors.  
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