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ABSTRACT

This study examines the audit certificates and financial statements of the Negeri
Sembilan local authorities. The main aspects emphasized in the study are the types of
report issued and audit incidents exist in the certificates. Eight local authorities were

assessed for the period of nine year from 1989 to 1997.

Audit reports were classified into three types, that is Clean report (CR), Audit
Qualification (AQ) and Comment Short of Audit Qualification (CSAQ). Based on the
reports issued, the financial reporting of local authorities are of poor credibility. 69
CSAQ were issued with one AQ and two CR over the study period. Pertaining to the
audit incidents there is variability in the pattern of the incidents. Some of the councils
have many while some have very few of incidents. This may suggests that it is not
impossible to totally eliminate audit incidents and get a clean report. Tampin District
Council (MDT) has shown the worst performance of all local authorities with eight
CSAQ and one AQ issued to them due to the embezzlement case. While, Seremban
Municipal Council (MPS) has proved to other local anthonties that it is not impossible
to get a clean report from the Auditor General Office. This Council has shown the
best performance with two clean reports. Even though they have the most total of
audit incidents, but they manage' to reduce the number of incidents throughout the
years to the minimal of two caseé. Therefore it is important for local authorities to
improve the credibility of the accounts by making lesser mistakes in order to obtain

clean report every year.

Possible explanations for the present of numerous audit incidents are lack of
accounting skills and insufficient qualified staffs in preparing the accounts. While
incidents occurs under the ‘Others’ categorize illustrates the lack of commitment and
seriousness in discharging responsibilities. Without a doubt, Negert Sembilan local
authorities should improve their financial reporting and accountability responsibilities

to the public.

il



ACKNOWLEDGEMENT

Praise to Allah for the completion of this thesis. My utmost gratitude to Dr. Asmah
Abdul Aziz, my supervisor for her wonderful suggestion on this topic. Her guidance,
patience, advices and priceless time are responsible in bringing this thesis to its

standard.

My thanks to the State Secretariat of Negeri Sembilan Branch especially to Director
of Ministry of Housing and Local Authority, Mr. Sabri Hj. Said, for allowing me
access to the financial statements. Thanks to Negeri Sembilan Accountant, Mrs.
Marina Maaris, for her generous assistance in supplying necessary information

pertaining to the local authorities and answering all my inquiries.

I would like to thank to the Director of Auditor General Office of Negeri Sembilan
Branch — Mr. Wahab Ahmad for allowing me access to the information on local
authorities; and Mrs. Siti Aminah Abmad for her helpful comments on auditing
issues. My thanks also goes to University Technology Mara for granting me with

scholarship to undertake this master programs.

Special appreciation goes to my entire family especially my father Abdul Wahid
Sulaiman for his tireless support and encouragement to succeed in whatever I do; my
mother for her patience, advices and understanding and to siblings who
continuously pray for the success of my work and study. I am grateful for the
encouragement and co-operation I received from my classmates. May all the hard

work and sacrifices we have to abide is rewarded.

i3



TABLE OF CONTENTS

ABSTRACT............ cesesrsrressesesannans cervensesesianns PPN |

ACKNOWLEDGEMENT.....cocitiiiiiiiiniiitirntiiiiienecseecnnen il

LIST OF FIGURES.......cccotteiivttetieiiernierocorcscesisnesiosossssns .\
LIST OF TABLES........ccccvviuiuinnenn. vessssensenusens sesssersssvessensV
LIST OF APPENDICES........... censseasersercsianane crvereracrereanaennes Vi
CHAPTER 1: RESEARCH SCOPE........cccerennens R |
1.1 INTRODUCTION. ..ot 1
1.2 OBJECTIVES OF STUDY.....civiiiiiiiiiiiiiiiiicic e eeeenn 2
1.3 RESEARCH QUESTIONS.......ccooiviiiiniii e 3
1.4  THE DEVELOPMENT OF LOCAL AUTHORITIES IN
NEGERI SEMBILAN.........coiiiiiiiieiiiiiniiieiie e cee 5
1.5 CHAPTER ORGANIZATION.........ooiiiiiiiiiiniiicc e 11
CHAPTER 2: LITERATURE REVIEW......cccccovtiiiveinrrannnns .
2.1 INTRODUCTION......ctiiiiiimiiiiin it nn e e 12
2.2 CONCEPTUAL FRAMEWORK........ccooiiiiiiiiniiiicinenneens 12
2.3 FINANCIAL REPORTING INMALAYSIA.......c.coiiiiienan 15
24  RELEVANT LITERATURE ON AUDIT
QUALIFICATIONS. ...ttt e e 22
24.1 STUDIES ONPRIVATE SECTOR.........c.coocvveenenennn. 22
2.4.2 STUDIES ON PUBLIC SECTOR..........ccoovviiiiiananinnn 29

25 CHAPTERSUMMARY ...ttt e 35



FINANCIAL REPORTING OF NEGERI SEMBILAN LOCAL AUTHORITIES:
AN EXPLORATORY STUDY ON AUDIT REPORT

CHAPTER 1

RESEARCH SCOPE

1.1  INTRODUCTION

This study examines the types of audit report issued to the Negeri Sembilan local
authorities by the Auditor General Office. Based on the audit report issued, this paper
will assess the credibility of the financial reporting for the period of nine years using

the descriptive approach.

Local authorities serve as an important mechanism to further the government
policies. In addition they serve to facilitate the implementation of relevant strategies
and programs of the federal and state government. In the context of country’s
development, administrative system of local government plays a vital role of
planning, coordinating, and managing and controlling development process at the
local level (Ibrahim and Nordin, 1984).

As the major service providers in the community and most of their activities involve
public, they are accountable to the public on all aspects of their actions. Most of the
resources used to pay for governmental operating activities are provided
involuntarily through various taxes, therefore a need to assure accountability in
administering those resources exist (Kidwell, 1999). For governmental units
developing good financial administration system is critical to ensure funds are
collected, allocated and distributed in efficient manner. Therefore, every local
authority is required to prepare accounts of their activities to justify what has been
done with the public funds. Public are interested enough to know how the local

government spent their money.
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