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Audit study throws up
$$34b of proposed fixes

Almost two-thirds are accepted by firms; expenses are the most frequently adjusted
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@MichelleQuahBT
[SINGAPORE] For the first
time, investors and other
stakeholders now have a
sense of just how accurate
the financial statements of
listed companies were be-
fore they were audited, and
how much these accounts
had to be adjusted by their
auditors.

A new study has shown
that S$33.9 billion worth of
adjustments had to be pro-
posed for a third of all listed
companies here, for the
year ended Dec 31, 2013.

The study, the first of its
kind in the world, was pub-
lished by the Accounting
and Corporate Regulatory
Authority (Acra) and the
Singapore Management
University on Wednesday,
at Acra’s annual Public Ac-
countants  Conference
(PAC).

It covered 257 listed
companies of different siz-
es and across industries;
the companies had a total
market capitalisation of
S$288.3 billion, or 31 per
cent of the Singapore Ex-
change’s total market capi-
talisation.

The study, “Audit Adjust-
ments Matter: Upholding Fi-
nancial Reporting Quality”,
looked at all the adjust-
ments to the FY13 financial
statements proposed by au-
ditors in their audits of
these companies. The ad-
justments were proposed to
correct factual, judgmental
or projected mis-state-
ments by the companies in
their accounts.

The S$33.9 billion in
proposed adjustments took
the form of 3,222 sets of ad-
justing entries. An adjust-
ing entry typically has at
least two line adjustments —
a debit line and a credit
line. For those 3,222 sets of
adjusting entries, there
were 7,842 line adjust-
ments, of which 3,931 were
debit lines and 3,911 were
credit lines.

The study also showed,
however, that the bulk of
the proposed adjustments
were accepted by the com-
panies in arriving at their
audited financial state-
ments. Of the 3,222 ac-
counting entries, 65 per
cent were accepted, repre-
senting S$30 billion of the
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33 companies account for the bulk of adjustments, both in terms of accounting
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Note: 33 companies had 20 or more proposed adjustments each; total sample size of 257 companies

total proposed adjust-
ments. Expenses were the
most frequently adjusted ac-
counts, making up a quar-
ter (26 per cent) of the
7,842 line adjustments.

About half (49 per cent)
the companies had fewer
than five proposed adjust-
ments each; this group com-
prised an even spread of
larger and smaller compa-
nies.

However, 13 per cent of
the companies in the sam-
ple (33 companies), mainly
those in growth stages, had
more than 20 proposed ad-
justments each. These ac-
counted for nearly
three-quarters (73 per
cent) of all proposed
amounts, totalling S$24.7
billion.

The study said this could
be due to accounting sys-
tems and capabilities not
keeping pace with the com-
panies’ expansion, and that
these companies should im-
prove their internal control
systems and processes.

Commenting on this,
Senior Minister of State for
Finance and Transport
Josephine Teo, said in her
speech at the PAC: “What
we now know is that size it-
selfis not an impediment to
good quality financial re-
porting. However, when
companies are at a growth
stage, there is a greater risk
that this capability does not
get built in tandem with the
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needs of the growing enter-
prise. It is therefore timely
to remind growing compa-
nies to take heed.”

Manufacturing compa-
nies and those that express
their financial statements
in renminbi accounted for
the bulk of adjustments in
the various categories.

In terms of industry,
companies from manufac-
turing (32 per cent of the
sample population) had the
most audit adjustments —
59 per cent or S$20.1 bil-
lion of total proposed adjust-
ments. Services and com-
merce companies were
next, accounting for 18 per
cent and 11 per cent of all
adjustments.

Financial statements ex-
pressed in renminbi made
up the bulk (60 per cent) of
the adjustments. It is be-
lieved that this stemmed
from many Chinese compa-
nies adopting Generally Ac-
cepted Accounting Princi-
ples as their financial re-
porting standard, as op-
posed to the Singapore Fi-
nancial Reporting Stand-
ards used here.

Commenting on the find-
ings, David Gerald, the pres-
ident and chief executive
officer of the Securities In-
vestors Association (Singa-
pore), said: “This study pro-
vides assurance that audi-
tors are doing their part in
ensuring financial report-
ing quality remains high.
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We wouldlike to see prepar-
ers (of financial statements)
up their game.” Acra’s
chief executive Kenneth
Yap echoed the view, say-
ing: “This ground-breaking
study has shown there is
much room for improve-
ment in the preparation of

Ms Teo: Size itself
is not an impediment
to good quality
Jfinancial reporting

financial statements prior
to audits. Companies with
multiple audit adjustments
need to shape up. Investors
and company directors can
and should also demand
higher quality accounting
from their companies.”

He added that Acra, on
its part, will continue to
step up its enforcement of
accounting standards to lev-
el the playing field and en-
sure the reliability of finan-
cial statements.
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