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ABSTRACT

In the Revamped Bursa Malaysia Listing Requirement 2001, all
public listed companies are required to include a statement of internal
control (SIC) in their corporate annual reports. SIC is an important
statement to highlight to the stakeholders, the steps taken by the
company to manage and control its business risks. To manage risk
properly, appropriate risk assessments and evaluations are needed.
Once risks have been identified, the company needs to implement
an appropriate control system to manage and control these risks
regularly. Nevertheless, all relevant processes and procedures on
internal control system must be transparently described and illustrated
by the proposed SIC. This paper highlights the need to develop an
assessment instrument to evaluate the information content of the SIC.
An evaluation of the statement of internal control of selected second
board counters portrays a fairly unfavorable scenario. In general,
these companies do not provide good information content on their
internal control system. Most of the companies under review give
minimum information to the stakeholders. The low score of the SIC
is primarily due to the insufficient monitoring and enforcement by
the regulatory bodies in Malaysia. In moving forward, this study
proposes the use of a self-assessment SIC checklist. Companies must
take it upon themselves to be transparent and comply with the various
requirements enforced upon them. In other words, they must take care
of themselves.

Keywords: Statement of Internal Control, Disclosure, SIC Disclosure
Framework, Risk Assessment
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Introduction

Numerous recent events involving global corporate failures such as
Dotcoms, Nortel, Cisco, Tyco, Parmalet and Enron have resulted in the
change of corporate landscape, particularly how corporate annual reports are
being presented. Such issue has attracted the attention of the stakeholders,
particularly investors, in putting a lot of pressure on corporation to be more
alert on risk management and to report them accordingly in their annual
reports. In tandem with the situation, Bursa Malaysia has made the issuance
of the Statement of Internal Control (SIC) as a Listing Requirement (see
Paragraph 15.27 (b) of the Bursa Malaysia Listing Requirement). The
requirement specifically stipulates that all public listed companies (PLCs)
whose accounting year ends after December 31, 2001 are required to prepare
the SIC in their annual reports.

SIC is an important statement to highlight to the stakeholders, the steps taken
by the company to manage and control its business risks. To manage risk
properly, appropriate risk assessments and evaluations are needed. Once
risks have been identified, the company needs to implement an appropriate
control system to manage and control these risks regularly. Nevertheless,
all relevant processes and procedures on internal control system must be
transparently described and illustrated by the proposed SIC. The objectives
of the internal control system are to further strengthen the reliability and
integrity of information; ensure compliance with policies, procedures, laws
and regulations; safeguard the assets; ensure economical and efficient use
of resources and accomplishments; and establish objectives and goals for
operations and programs.

The Board of Directors (BOD) plays an important role in identifying the
risks associated within the company and implements an appropriate system
for managing such risks. Besides, the BOD should also review the adequacy
of the company internal control system in relations to the compliance of
such rules, laws, regulations and guidelines. Effectively, the BOD of each
(PLC) must establish an internal audit function (department) as the best
practice that in turn is responsible in obtaining assurance of the internal
control system of the company.
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Bursa Malaysia on the other hand does not provide relevant, sufficient
guidelines to companies to deliver the information to the stakeholders
especially the shareholders. The only guideline that is available is Statement
of Internal Control — Guidance for Director of Public Listed Companies
issued by the Institute of Internal Auditors (ILA, Malaysia). However, this
guideline does not detail the range of information that is sufficient to be
deliberated and disclosed to the stakeholders. Finally, the disclosure of
the internal control system is on the discretion of the BOD. So, there is a
possibility that companies may not disclose their weaknesses because these
impact the shareholders directly. The Turnbull Review (2005) highlights
that companies faced the difficulty of deciding what sort of information
they should disclose to stakeholders and worry that they might be giving
away pertinent information that could adversely affect their competitive
advantage.

Research Objectives

The general objective of this study is to evaluate the information content
of the SIC so that it fulfills the aspiration of the Malaysian Institute of
Corporate Governance. Specifically, this study hopes to achieve the
following objectives:

1.  develop an Internal Control disclosure framework that supports the
aspiration of the Malaysian Institute of Corporate Governance which
could be used as a guideline to determine the information content of
the SICs.

2. assess the information content of the SIC issued by PLCs in Malaysia
by using the framework developed in (1) above.

3. analyze the trend of the information content score for the SIC from
2001 to 2005.

4. rank companies based on the information content of their SIC.
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Literature Review
Regulatory Framework Perspectives

In Malaysia, the importance of maintaining a strong internal control system
is stressed in Part 1 (D II), Internal Control under Accountability and
Audit of the Malaysian Code of Corporate Governance (2007). The Code
places the responsibility to maintain a sound internal control system in
the hands of the (BOD). Effectively, the BOD is responsible to review the
adequacy and the integrity of a company’s internal control and management
information systems. In addition, the BOD must ensure that a company
complies with applicable laws, regulations, rules, directives and guidelines.
The results of earlier surveys conducted by the Malaysian Institute of
Corporate Governance in 2001, however, indicate that the majority of the
Malaysian PLCs” BODs do not consider themselves ultimately responsible
for ensuring that the effective system of internal control is in place. So, the
Revamped Listing Requirement (2005) forces the BODs to ensure that there
is a satisfactory framework of reporting the internal financial control and
regulatory compliance. In addition, the Combined Code (1998) in the United
Kingdom (UK) also states that Company Directors should conduct a review
on the effectiveness of their internal control systems and should accordingly
report the information to the shareholders (Solomon et al., 2000).

Bursa Malaysia Listing Requirements emphasize the importance of the
internal control system under Para 15.27, page 379 of the said statement.
Specifically, this statement states that:

“A listed issuer must ensure that its BODs make the following
additional statements in its annual report: -

(a) statement explaining the board of directors’ responsibility in
preparing the annual audited accounts; and

(b) a statement about the state of the internal control of the listed
issuer as a group”.

The Statement of Audit Standard 300 issued in the United States (US)

defines the internal control system as one that “comprises the control
environment and control procedures”. It includes all the policies and
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procedures adopted by the directors and management of an entity to assist
in achieving its objectives of ensuring, so far as practicable, the orderly and
efficient conduct of its business, including adherence to internal policies, the
safeguarding of assets, the prevention and detection of fraud or error, the
accuracy and completeness of the accounting records and timely preparation
of reliable financial information. The control environment and control
procedures otherwise known as control activities must be embedded within
the organization and the companies need to make the information available
to the stakeholders. This standard also requires the auditor to perform a
thorough evaluation of the internal control system of the company and to
make the necessary comments on the state of the system. Auditors should
obtain a full understanding of the internal control system of the company to
determine the nature, timing and extent of audit testing. This evaluation is
important for error and fraud detections and prevention of an audit failure.
The feedback obtained from the evaluation must be reported to client
management. On the other hand, the strong evaluation of the internal control
is important for abbreviation of unnecessary substantive testing and this
may directly minimize audit costs. Thus, reliance on the internal control
may be an important means of improving audit efficiency in the coming
years (Bierstaker, 2003).

Meanwhile, the Cadbury Report (1992) in the UK defines internal control
as “an internal control established in order to provide reasonable assurance
of the safeguarding of assets against unauthorized use or disposition and the
maintenance of proper accounting records and the reliability of financial
information used within the business or for publication” (Spira and Page,
2003, pp: 58). The main highlight of this report is to focus the attention to
the disclosure of risk information as part of the agenda of the Corporate
Governance reformation. This is consistent with the Turnbull Report (2000)
which states that “a company’s system of internal control has a key role in
the management of risks that is significant to the fulfillment of its business
objectives”. Thus, the statement of internal control must disclose the risk
management process carried out by the company.

The Committee of Sponsoring Organization of the Treadway Commission
(COSO) in the US identifies five important components of internal control
system which cover risk management framework, control environment,
control activities, information and communication processes and monitoring
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process. Hence, the PL.Cs should combine each element to come out with
a sound internal control system.

The Statement of Internal Control — Guidance for Directors of Public Listed
Companies (2000) issued by the Institute of Internal Auditors Malaysia states
that establishing an appropriate control environment is the responsibility
of the board and top management. The control environment will cover
matters such as overall attitude, awareness and actions of the directors and
management regarding the internal control system. It will include written
communication of company values; the expected code of conduct, policies
and procedures; the function of the board of directors’ committees; the
management philosophy and operating style; the company’s organizational
structure and method of assigning authority and the responsibility and
clear definition of authorities as well as the responsibility of each manager,
employee and department.

Meanwhile, Section 8 of the Rutterman Report (1994) issued in the UK as
sighted by Bryan S., Lilien S., (2005), prescribes a minimum content of
the director’s report on internal control as follows:

1. acknowledgement by the directors that they are responsible for the
company’s system of internal financial control;

2. explanation that such a system can provide only reasonable and not
absolute assurance against material misstatements or loss;

3. description of the key procedures that the directors have established
which are re-designed to provide effective internal financial control;
and

4.  confirmation that the directors (or board committee) have reviewed
the effectiveness of the system of financial control.

Generally, the Rutterman Report (1994) emphasizes the information
pertaining to the responsibility of the BODs towards maintaining a
sound internal control system and their obligation to regularly review the
company’s internal control system, and acknowledge the limitations and
key procedures of the internal control system.
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To disclose internal control system matters, the directors cannot simply
withhold the bad news even though they engage in maintaining a good
corporate image of the company (Linsley and Shrives, 2006). The Turnbull
Report (2000) had extended the requirements of the director to report the
state of internal control beyond a company’s financial aspects because
all risks have potential financial implications and this prevents some
consequences to its business, operation and compliance.

SIC Disclosure Framework

This study proposes the development of a SIC disclosure and assessment
framework. The proposed framework encompasses four important
elements namely (i) the objectives of the internal control, (ii) the roles and
responsibilities of the BOD & audit committee, (iii) internal audit function
and the risk management and (iv) the control structure and environment
(See Figure 1).

OBJECTIVES RISK MANAGEMENT

.

INTERNAL CONTROL

INFORMATION
FRAMEWORK
ROLES AND CONTROL STRUCTURE AND
RESPONSIBILITIES ENVIRONMENT

Figure 1: Proposed SIC Disclosure and Assessment Framework

First, companies must report how they will achieve the objectives of
maintaining a sound internal control system. Second, the report must also
elaborate on the roles and responsibilities of every member (e.g. Board,
internal audit, audit committee) of the organization towards maintaining a
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credible internal control system. Third, the report must detail out the risk
management framework used by the company and finally, companies must
report on the information related to control structure, control environment,
control activities, communication and monitoring processes of the internal
control system.

The analysis of each company is using Statement of Internal Control Grid
that was developed during the study. There are four components which
include objectives, roles and responsibility, risk management and control
structure & environment. There are one parameter under objectives, five
parameters under roles and responsibility, four parameters respectively
under risk management and control structure & environment. Score will
be given by using the parameter of full disclosure - 4, fair disclosure — 3,
minimum disclosure — 2 and no disclosure — 1. The total score is 56, but
to facilitate the analysis, the score computed is converted to percentage.
Effectively, a “full disclosure” firm could get a score of 75% to 100%, a
“fair disclosure” firm could get a score between 50% and 74%, a “minimum
disclosure” could get a score between 25% and 49% and a “‘none disclosure”
firm could get a score of less than 25%. The score is computed by taking the
score of the company divided by the total score which is 56 and multiplied
with 100% (see Appendix 1).

Findings on SIC Contents

This study reviews the SIC of selected Second Board companies in Malaysia
with the hope of analyzing the information content of the SIC based on
the four components of the theoretical framework. Only 74 Second Board
companies whose financial year ends on 31* December were isolated for
this study from 2002 to 2005. A total of 306 statements of internal control
were assessed. The analysis of the SIC was based on the predetermined
checklist that covered all the four elements of internal control framework.
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SIC Scores for Financial Year End: 2002-2005

2005

2004

Control structure and environment
Risk management

Roles and responsibility

Objectives

Control structure and environment
Risk management

Roles and responsibility

Objectives

2003

Control structure and environment
Risk management
Roles and responsibility

Objectives

Control structure and environment

55%

53%

54%

55%

51%

54%

54%
50%

51%

64%

64%

63%

62%

Risk management 52%

2002

Roles and responsibility 48%

Objectives 49%

Figure 2: SIC Scores for Financial Year End: 2002-2005

The evaluation of information content on objectives reveals that although the
scores have increased from 2002 to 2005, they were relatively very low with
amaximum of 54% in 2005. When the scores were further scrutinized based
on the parameter on each of the dimension that was pre-determined within
the SIC checklist (see Appendix 1), 72% of the companies indicated the
importance to ensure the reliability and integrity of information, to safeguard
company assets and shareholders’ investment, to ensure compliance with
policies, plans, procedures, laws and regulation, to ensure economical and
efficient use of resources and to ensure accomplishment of established
objectives and goals for operations and programs.

Basically, the second board companies supplied more information on the

roles and responsibilities of the Internal Audit function followed by those
of the BOD and the Audit Committee. Less or no information was provided
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on the roles of the other members, for example other top management
including the roles and responsibilities of the Finance department as well
as the personnel of that organization.

In Figure 2, the general results showed that there was an increasing trend
for risk management reporting from 2002 to 2005. However, the scores
obtained by the second board companies were still relatively low, with
none exceeding the 60% mark.

The best SIC reporting was in the category related to the control structure
and environment with overall scores exceeding the 60% marks for all
four years of 2002 to 2005. Specifically, all elements under this category
obtained a score of more than 60% except for the information content on the
information and communication processes, implicating the need to enhance
the communicating channel in relaying the importance of SIC for the PLCs.

The Scores Obtained Based on Objectives
53%
52%
51%
49%
Objectives Ohjectives Objectives Objectives
2002 2003 2004 2005

Figure 3: The Scores Obtained Based on Objectives

Figure 3 shows the scores obtained in the four years based on the objectives
of the company to maintain a sound internal control system by the PLCs.
Although the trend showed an increase from 2002 to 2005, the scores were
still very low with a maximum of 53% in 2005. This was respectively
followed by the accomplishment of established objectives and goals for
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operations and programs (47%), to ensure the reliability and integrity of
information (16%), to ensure compliance with policies, plans, procedures,
laws and regulations (15%) and finally to ensure economical and efficient use
of resources (3%). 12% of the companies did not provide any information.

Scores Obtained in Relation to the Roles and Responsibilities

Basis of SIC preparation | 41%
Compliance of code | 44%
Internal Audit Department | 63%
Audit committee | 46%
BOD | 58%
Basis of SIC preparation | 40%
Complianceof code | 46%
Internal Audit Department | 61%
Audit committee | 57%
BOD | 58%
Basis of SIC preparation | 40%
Complianceof code | 44%
Internal Audit Department | 60%
Audit committee | 55%
BOD | 56%
Basis of SIC preparation | 40%
Complianceof code | 42%
Internal Audit Department | 63%
Audit committee | 50%
BOD | 54%

2005

2004

2003

2002

Figure 4: The Scores Obtained in Relation to the Roles and Responsibilities

For all the years under review, all the information available in relation
to the roles and responsibilities showed an increasing trend except for
the information on the roles and responsibilities of the Audit Committee.
Although, most of the dimensions had an increasing trend, the score was still
very low which was less than 70%. Basically, the companies supplied more
information on the roles and responsibilities of the Internal Audit function
followed by those of the BOD and the Audit Committee. Less information
was provided on the disclosure of compliance of specific codes and the
basis used to prepare the SIC, whereby both of the dimensions showed a
score of less than 50%. This phenomenon should not happen because the
companies know which codes they comply to and the basis used to guide
the preparation of the statement. However, only information on the roles

69



MALAYSIAN ACCOUNTING REVIEW, VOLUME 11 NO. 1, 2012

and responsibilities of the Internal Audit function showed a disclosure of
more than 60%. The failure of the company to provide sufficient information
showed a lower credibility of the statement.

The PLCs chose to deliver more information on the roles and responsibilities
of the Internal Audit department. When the scores were scrutinized based
on the five parameters, 81% of the companies disclosed information on
the management of risk exposure by conducting periodic reviews on the
internal control system; followed by reporting of material internal control
deficiencies to the Audit Committee (74%); improving the organization’s
risk management and control system (34%); monitoring the effects of
change on an organization’s risk exposure and related control (18%), and
promoting an understanding within the organization’s risk exposure and
the management (16%). However, 9% of the companies did not provide
any information in relation to the roles and responsibilities of the Internal
Audit department.

On the other hand, when the scores for the roles and responsibilities of the
BOD were scrutinized based on the five parameters provided earlier, 81%
of the companies disclosed that the main role and responsibility of the
BOD was to review the adequacy and integrity of the company’s internal
control system. Furthermore, 46% of the PLCs disclosed information on
the responsibility of the BOD, which was to identify principal risk, and
36% of the PLCs disclosed information to ensure the implementation of
an appropriate system to manage the significant risk. There was a low
disclosure of the fourth and fifth parameters which were the review of the
management information system including the system for compliance with
applicable laws, regulations, rules, directives and guidelines and to ensure
that corrective measures have been taken on reported weaknesses. Only 4%
and 18% of the companies delivered information based on parameters 4 and
5 respectively. Based on these findings, ultimately, most of the BOD of the
PLCs assumed that the main responsibility of the BOD was to review the
adequacy and integrity of the company’s internal control system. However,
4% of the companies did not provide any information on the roles and
responsibilities of the BOD.

By looking at the compliance of code, 80% of the companies provided
information on the compliance as listed in Para 15.27 of the Listing
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Requirement of Bursa Malaysia (2001). However, the remaining companies
did not provide any information on the compliance of the specified code.
These results were consistent with the information on the basis of the SIC
preparation whereby only 58% of the companies provided the information
on the basis of the preparation. But all 58% of the companies only disclosed
the use of the Statement of Internal Control = Guidance for the Directors
of Public Listed Companies. The remaining companies did not provide any
information in pursuant to the basis used to prepare this SIC. These findings
showed that these companies did not consider providing information on the
compliance of code and the basis used to prepare the SIC even though this
information was as important as the other provided information.

Scores Obtained in Relation to Risk Management

1
Weaknesess of system | 38%

Limitation of system | 54%

2005

Risk management | 79%

Monitoring 78%

Weaknesess of system 38%

Limitation of system 52%

2004

77%
78%

Risk management

Monitoring

Weaknesess of system 37%

Limitation of system 52%

2003

Risk management 78%

Monitoring 77%

Weaknesess of system 33%

Limitation of system 53%

2002

Risk management | 74%

Monitoring 78%

Figure 5: The Scores Obtained in Relation to Risk Management

Basically, the risk management framework considers four important
dimensions. In Figure 5, the results show that there was an increasing trend
for all the dimensions from 2002 to 2005. However, the scores obtained by
the PLCs were relatively low which was less than 80%. The information
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content on risk management framework obtained a 74% score in 2002
compared to a 79% score in 2005. Generally, the information content on the
risk management framework and how the BOD monitors the effectiveness
of the internal control system was satisfactory because the score for these
two items was more than 70%. But, the score for information on limitation
and weaknesses of the internal control system is worrying because the
highest scores for these two items were only 54% and 38% respectively.

By relying on the information content of the risk management framework
and when the scores were scrutinized based on the five parameters, 80% of
the companies disclosed information on the preventive control, 72% of the
companies disclosed information on the compliance control and another 70%
of the companies disclosed information on the due diligence of financial and
operational controls. Only 51% of the companies disclosed information on
the detective controls. 8% of the companies disclosed the overall parameters
of the risk management framework. The disclosure of the risk management
framework was quite satisfactory since the four parameters had a disclosure
of more than 70%. This effort should be continued among the PLCs to
maintain the credibility and truthfulness towards the SIC.

By looking at the limitation of the internal control system, 99% of the
companies disclosed information that the internal control system may reduce
but may not eliminate all together the risks of the internal control system.
In addition, 97% of the companies also disclosed information on how the
sound internal control may provide reasonable but not absolute assurance.
The highest amount of disclosure for both these information was consistent
with the requirements stipulated under the Statement of Internal Control =
Guidance for the Directors of the PL.Cs whereby the company should provide
a “safe statement” within the SIC. Furthermore 14% of the companies
did disclose the occurrence of unforeseeable circumstances. However, no
company made any disclosure on human errors and management’s override
towards the internal control system.

In addition, by looking at the disclosure of the weaknesses, only 23% of
the PLCs disclosed information that the companies were exposed to the
weaknesses of the internal control system. The remaining PL.Cs disclosed
that there were no material weaknesses faced by the company’s internal
control system. However, the main focus of this dimension was that, all 23%
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of the PLCs did not provide any detailed information regarding the nature of
the weaknesses and the impact of the weaknesses towards financial reporting
as well as the ability of the companies to face uncertainties or business risks.
Hence, in order to be truthful in the disclosure of information, the company
should deliver more information to the public on matters such as nature of
the weaknesses, the impact of the weaknesses to the financial reporting as
well as the action taken by the companies to rectify the problems. Then, the
company should make fair and true view on the conclusion of its internal
control system.

Score for the Control Structure and Environment
Monitoring procedures 72%
.y Information and communication 45%
< Control activities 70%
Control environment 64%
Monitoring procedures 71%
p S Information and communication 46%
< Control activities 70%
Control environment 64%
- Mgm:i’né’priocedures N 70%
@ Information and communication 44%
Q Control activities 68%
Control environment 65%
Monitoring procedures 69%
of Information and communication 42%
5] Control activities 68%
Control environment 62%

Figure 6: The Score for the Control Structure and Environment

From Figure 6, this study was able to view the increasing trend of the
control structure and environment from 2002 to 2005. However, the trend of
information content was considered as medium where a lot of improvements
were still needed. All elements under the control structure and environment
obtained a score of more than 60% except for the information content on
the information and communication processes. The highest score obtained
among all these elements was for the monitoring process followed by the
information on control activities and control environment.
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By looking at the information of the monitoring procedures, based on the
five parameters, 91% of the companies disclosed the ongoing monitoring
performed by the companies towards the internal control system. This was
followed by the information on the roles and responsibilities of the BOD,
the Audit Committee, the Internal Audit department, top management and
relevant departments whereby 88% of PLCs disclosed those information.
73% of the companies provided information on the process of reviewing
the financial performance of the companies. 22% of the PLCs disclosed this
information on the follow up procedures to ensure that appropriate change
occurred in response to changes in risk and control assessments while only
8% of the companies disclosed information on the process of reporting
deficiencies to the top management. Again the PLCs had understood
the monitoring procedures. These processes are important because the
monitoring procedures will ensure that the available internal control system
is on the right track.

Referring to the control environment, 98% of the PLCs freely disclosed
information on the approval and authorization, as well as the segregation of
duties. These were then followed by the information on the reconciliation
and review of the operating performance whereby 80% of the companies
stated such information within the SIC. However, less information was
provided on the verification process and security of assets for the internal
control system.

All in all, a higher disclosure of these elements showed that the companies
understood the significance of the control structure and environment within
the PLCs. The disclosure of such information highlighted the fact that
the PLCs showed improvements in setting up the control structure and
environment. The willingness of PLCs to give such information was highly
appreciated in enhancing the credibility of the statement. A higher disclosure
of the information has portrayed a higher credibility on the statement.
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Score of Internal Control Components

Control structure and environment 64%

Risk management 55%

2005

Roles and responsibility 53%

Objectives 54%

Control structure and environment 64%

Risk management 55%

2004

Roles and responsibility 51%

Objectives 54%

Control structure and environment | 63%

Risk management 54%

2003

Roles and responsibility 50%

Objectives 51%

Control structure and environment 62%

Risk management 52%

2002

Roles and responsibility 48%

Objectives 49%

Figure 7: The Score of the Internal Control Components

Particularly all the components have been discussed in the earlier sections.
However, this section will look into the general perspectives of each
component from 2002 to 2005. Basically, there was an increasing trend for
each of the components but the increment was slightly smaller whereby the
increase was only between 2% and 4% only. In addition, out of the four
components, the PLCs provided more information on the control structure
and environment with an average score exceeding 60% for all the years
under review. This was followed by the information on risk management
framework, objectives of the company to maintain a sound internal control
system and roles and responsibilities of the BOD, Audit Committee and
Internal Audit Department.
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Conclusion

Overall, this study was able to meet its objectives. Although most of the
previous studies focused on the companies listed on the First Board counter,
this study looked into companies listed on the Second Board counter. From
this study, the highest score of the SIC was only 73% and 61% of the
companies obtained similar scores for at least three consecutive years. This
proved that PL.Cs did not care about the information provided within the
SIC. Through content analysis, this study drew attention to the regulatory
bodies where the SIC was unable to provide relevant information to the
stakeholders especially the shareholders.

The low score of the SIC was primarily due to the insufficient monitoring
provided by the regulatory bodies such as Bursa Malaysia and Institute
of Internal Auditors Malaysia. Both of these bodies did not monitor the
information content of the SIC. So, the PLCs did not have the initiative to
improve the SIC in the future.

This study aimed to achieve four objectives. The objectives of this study
were to develop an Internal Control framework that supported the aspiration
of the Malaysia Institute of Corporate Governance and to use it as a guideline
in determining the information content of SIC. By using the framework
developed in Phase One, the study assessed the information content of the
Malaysian SIC issued by the PLCs to analyze the trends of the information
content scores and ranked companies based on the information content of
their SIC from 2002 to 2005.

Basically, objectives numbers one and two of the four objectives were
achieved during Phases One and Two of this study. Both these objectives
were important in this study because they provided significant information
to conduct objectives three and four. The framework developed during this
study provided the highest contribution and could be used by the regulatory
bodies to evaluate and assess the information content of the SIC.

The third objective of this study was to observe the trend of the information
content of the SIC. Based on the overall analysis, the PLCs supplied more
information on the control structure and environment followed closely
by information on the risk management and objectives of the company to
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maintain a sound internal control system. However, less information was
provided on the roles and responsibilities of the BOD, Audit Committee
and the Internal Audit function.

The last objective of this study was to rank the companies based on the
score obtained. Basically the companies in the top three in 2004-2005 were
similar but the position in the rank was different. However, there was no
pattern found in companies ranked in 2002 and 2003. This highlighted that
the companies would copy the same SIC for at least two years.

The understanding of the objectives of the preparation of the statement is
important to all PLCs, so that they are more willing to give information to
the public. This study, which covered 74 companies listed in the Second
Board, found that 45 companies or 61% of the companies had a similar score
of the information content for at least three consecutive years. This finding
highlighted the fact that the PLCs adopted a “cut and paste” procedure
during the preparation of the said statement.

Meanwhile, the willingness of the companies to disclose more information
was considered low, since the highest score for the period under review was
only 73%. As PLCs, the companies should disclose more information since
they were normally owned by individuals and corporate organizations and
involved huge investments. Any matter that occurred within the companies
should be disclosed to these individuals and organizations. However, even
though the government had imposed a mandatory requirement to provide
such information to the public, the PLCs still withheld some information;
one example was the weakness of the internal control system. In fact, the
regulatory bodies should play a more effective role in strengthening the
regulation and reviewing the action taken by these companies. A tight
regulation without any close monitoring would not benefit both parties.

Another issue obtained from this study was the weaknesses of the internal
control system. Some of the companies confessed that they found minor
or major weaknesses of the internal control system but there was no
detailed information provided and the management still concluded that the
company’s internal control in the financial reporting was effective. In order
to be truthful in the disclosure of information, the company should deliver
more information to the public on matters such as the nature of weaknesses,
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the impact of weaknesses on the financial reporting as well as the action
taken by the companies to rectify the problems. Then, the company should
make fair and true view on the conclusion of its internal control system.

References

Anonymous (2000), Statement of Internal Control — Guidance for Director of
Public Listed Companies, The Institute of Internal Auditors of Malaysia.

Bryan S., Lilien S., (2005), Characteristic of firms with material weaknesses
in Internal Control: An assessment of Section 404 of Sarbanes Oxley,
Working paper, http://ssrn.com.

Combined Code on Corporate Governance, 1998, Financial Reporting
Council, July, London.

Cadbury Report (1992). Report of the committee on the financial aspects
of corporate governance, London, UK.

Committee of Sponsoring Organization of the Treadway Commission
(COSO0).

Bierstaker J.L. (2003), Auditor recall and evaluation of internal control
information: does task specific knowledge mitigate part list interference,
Management Auditing Journal, 18/2, page 90 — 99.

Bursa Malaysia (2001), Listing Requirement of Bursa Malaysia.

Linsley P.M., Shrives P.J., (2006), Examining risk reporting in UK public
companies, The Journal of Risk Finance, Volume 6, No. 4, page 292
- 305.

Spira L.F, Page M. (2003), Risk Management: The Reinvention of Internal
Control and The Changing Role of Internal Audit, Accounting, Auditing
and Accountability Journal, Volume 16, No. 4, page 640 — 658.

Solomon J.F, Solomon A., Norton S.D., (2000), A Conceptual Framework

for Corporate Disclosure Emerging from the Agenda for Corporate
Governance Reform, British Accounting Review, 32, page 447 — 478.

78



ASSESSING THE INFORMATION CONTENT OF THE STATEMENT OF INTERNAL CONTROL

Turnbull Review (2005), Review of the Turnbull Guidance on Internal
Control, Evidence Paper.

Turnbull Report (2000), Internal Control and Risk Management, London,
UK.

79



‘weidoid pue suonerado 1oy
S[e03 pue saA1}93[qO paysIqeIsd
Jo juowystjduodoe 2Insud 0,
'S$90IN0S31 JO SN JUIDIIJO

PUE [BITUIOU0ID AINSUD O],
‘uonje[ngar pue

sme] ‘sarmnpaooid ‘suepd ‘sororjod
yym 2ouer[dwod aInsus o,
“JUSUI}SOAUT SIOP[OYQIEYS PUB

"Wa)SAS [01JU0D [BUISIUL

‘paeIs | -paress Suraq s1osse Auedtwod prengayes o], punos Sururejurew Jo
SI W WA 221y} | pIjeIs Sureq “uonewIoyuL Jo AJIZaul S9AND3[qo Ay dye)s A[1Bd[0
"QUON] | QU0 JSB9[ 1Y 1S89[ 1Y SWwAN [V pue AJ[IQeI[aI 3y} 2INSUS O, juswdlels DIS YL (1
2Ap2IqO (V)
! (4 € 14
9INSO[ISI(] | AINSOPSI(Q | INSOPSI | dINSO[ISI
ON UINUITHITAT areq L
ON SHA
SRRIVINTA TAOIS IS IJILLSIHALDVAVHD VIIALIED

(9007 yewaoN pue yejase Aq)
LSI'DIDAHD (OIS) TOULNOD TYNUAINI A0 INAIWHALVLS 'V XIANAddV




"s9ssouyeaMm paytodar uo uaye)
Ud2q UONI. UOI}O1LI00 FULINSUF
*SQUITOPING PUE SOATIOAIIP ‘SI[NI

‘uonern3ar ‘smef a[qeordde
s douerjdwod I0J w)sAs
Jurpn[our weisAs UOBULIOJUL
JUSWIASBUBW MITAY

"WA)SAS [0)UOD [eUIOIUI

s Auedwoo oy Jo Ajagayur
pue Koenbape oy) M1y
“suI oy} d3euew

01 wdysAs arerrdordde jo

“pauIIno uonejuowddwr oy} 2INSUd 0, "$1030211p
‘paurpno Suraq ‘paurpno *(010 pue st Aypmbry Jo pIeoq ay} jo suonouny
ST W wdYI 1Y) Suraq [SLI SSaUISNq [SLI JO)IeW :X9) urew 9y SauIpINO
"QUON] | QU0 JSBI[ 1Y 1583 1Y SWAN Y st [ediourid jo uornesynuap| Juawdels DIS AL (1
Lnqisuodsay
pue sa[0y (g)
! (4 € 14
INSO[ISI(] | INSOPSI | JINSOPSIQ | AINSOSI(L
ON WINWIUTIAL e A
ON SHA
MAVINHA HIODS DIS DILSIALOVIAVHO VIIALID




JO 5109139 Ay} SULIOJIUOIN e
“WoISAS
[01U0J pue JuSWIFeURW
st s, uonjeziuesio Juraoidw] e
Sl JO
juowdgeurw Ay} pue amsodxd
3[SLI In0qe uoneziuesio oy
unpm Surpuejsiopun Junoworg e
010
pue Wo)sAs [013U0D [BUIAUI UO
smaraal orpouad Furonpuoo £q
21ns0dxa JSLI JO JuowaSeUBy e

Juaunredap jipne

QNG RN :smo[[o se A[eridordde [eUIIUL O} JO UONOUNY
*PIso[osIp Sureq "PIso[ISIp pageuew pue poojsiopun ) UO UONRULIOJUT
ST W W) 211} Suroq | ore saInsodxa YSLI Jey) SourRINSSE [rejop sapraoid
"QUON] | 9UO ISBd[ 1Y 1SBI[ 1Y SWNI [V SOp1A0Id SIOTAIIS JIpNE [RUINU] Juawlels DIS YL (€
"S10)1pne
[BUISIXO PUR JUSWoSeURUl
UM UOISSNOSIp SUIp[OH o
“T9ISAS [0UOD [RUIDIUT
JO SSQUIATIOAYJO AU} MAIAJY e
*10J0211(] JO pleog
A1) 0] SISSAU{LIM [BLIOJE
pue sSurpuyj Jo Juniodoy e
S QPO
‘parels | ‘parels Suroq Jo SuiSeurw pue uonen[eAy e ypne 1oy Apiqisuodsax
ST Wl W 931y} | "parels Suroq "Y[SII JO UOT)BITIUSPT oY) PUR SO[0I d1B)S A[IBI[D
'QUON] | QU0 SB[ 1Y 1883 1Y SWAL [V uo A3o7ens uroguo dofoas e aware)s DIS YL (7




smeAg VIN
‘pIepuels Suniodoy [eroueur

'1961 10V Auedwo)

‘paso[osIp "9OUBUIDAOD) “JUSI) LIS YY)
"pasolosIp Suraq "Paso[asIp aperodio)) jo 9po) ueIsAe[e]N aredaid o) pasn siseq oy
ST Wol W 1) Suraq ‘soruedwo)) paIsIT d1qng SOUI[INO [ONUOD [BUIIUT
'QUON | QU0 1SBd[ 1Y 18891 1Y SwANl [V JO S1019211(J 10 dduepInn) Jojuowdess Ay (S
‘prepue)g Suntoday [eroueury
sme] A9 VIN
1961 1V Auedwo)
‘peyleq SonLINI9S
“Paso[IsIp BISAB[RIA BSINg JO JuoWaInbay] -apo)) oyy10ads
“Paso[osIp Suraq “paso[osIp Sunsry () LT'S1 vled Jo oouer[dwos o uo
ST W) W) 9917} Suroq "90URUIDAOL) UOTJEWLIOJUT JT[} SUTBJUOD
"QUON | OUoO ISe9[ I 1S89[ 1Y SWN [V 9je10d10)) JO 9p0O)) UBISAR[BIA J1osi Juawazess IS oYL (f

0P IUIIO))

JIpNY 03 ASUSIOLJOP [0NUOD
Jeurojul Jerdjew Jo Suntodoy
‘[o1nu0d

Ppaje[a1 pue amsodxa s

s, uoneziuedIo ue uo agueyd




(el

pue ‘A[1931enb ‘Ajyzuowr
‘AP1oam :xa) Ajrerngar ssaooid
[0TIU0D [BUINUI JO MOIADY
‘s10)1pne

[BUIXD WOIJ [01JUO0D [BUIAUI
JO 9181S U0 YorqPADJ PAUTEIqO
*OOPIUIIOD

JuowaFeURW YSLI YSI[qeISH
"SIPIUWO]) PNy YSIqeISH
‘sulty Sununosde orqnd :xo

"WRISAS [01JUO0D [BUIOIUT
JO SSQUSATIORNQ A}

‘pajeIs | "pajess Jureq sanaed [euIa)xs 9y 03 UOROUNJ J1ojIuowr SpIeoq ay) Moy
ST WA W 931y} | "pajeIs Juraq Y} 901n08IN0 0 Juswredap Uuo uorneuLoyul pa[relap
‘QUON] | 9UO JSBI[ I 1SBJ[ 1Y SWwNI [V JIpne [ewrojur ue ysijqeisy surejuod juswdiels DIS (1
judwSeueIA s (D)
I (4 € L4
INSO[ISI(] | AINSO[SI | INSOSI( | JINSOPSI(L
ON WNWIUIA Areq g
ON SHA
MAVINHA HIODS DIS ILLSTIALDVIVHD VIIALIID




“QUON

“PASOIOSIp
ST o)
auO SB[ 1Y

“PasOISIp
Sureq
wa)l 221y}
1589 1Y

"PasoIsIp
Sureq
SWA IV

"$30[
UONOBSURI) PUB SSIOOE QUI[-UO
JO M31A91 pue 193pa] [eJouad
PIM soUR[Rq JOSPI] AreIpisqns
JO uoneIu0dal ‘sje3pnq
pue suefd yim synsar payodal
JO suosLIediwod ‘QouBudIuIEw
9[1J 20ua19§21 Jo [eaoidde pue
MITAJI 1X3) S[OJUOI DATIIANR( o
*s98s3001d Furmorq apsiym,,
9A13091J0 pue ssaooxd Sunadpnq
QAI09JJ9 ‘s)asse [ea1sAyd pue
[B1OUBUL} ‘UBWINY UO PIENIajes
[eatsAyd ‘sannp o uone3argas
'X9) S[OIIU0D JANUIAI]
"SME]
pue suone[n3ai ‘sa[n1 payroads
U0 S[0u0d douerdwo) e
‘sampaooxd [euonead) e
‘saanoadsiad
[e10UBUL} UO QOUASI[Ip an( o
'SI9A09 P[NOYS
ylomawely JustdSeur ySry

‘Auedwoo ayy jo

Jlomaurely JustuoFeuewt
SII 3[OYM 37} SISSNOSIP
JudwAeIS DS YL (T




‘pasojosip
ST ST A}
Jo Aue g1 -1

CrIvin
SNNOD)

“JUQWAYe)SSIU

[eLI)BW JO S0UPIOUI )
sonpai 03 Ayjiqe Auedwoo oy,
“SOSSOUNBAM S} UOIJBIPAWL
10§ ‘sueld JuorLIno JudwSeuB
“JUSWUOIIAUD

[onuos oy pue Junzodar
[eroueuly Ay uo joedwr Ay [,
"SOSSAUBIM

[eLIdYRUI JO dINJRU OY ],

“WOISAS [01JU0D

[BUIOJUL JO SASSOUYEOM
[ELIOJEW S} UO PISO[OSIP
Judwegels OIS YL (¥

"QUON

“PAsOISIP
ST Wy
U0 583 1Y

“PosOTISIp
Suraq
W)L 1Y)
1589 1Y

"Paso[osIp

Suraq
SWR IV

*JOJIO UBWNH

*SOIUEB)SUINOIID

9]qea9S2I0JUN JO IOUILINIIO)
(0939 pue ssao01d Fursoro
Sunodar [eroueury Surmp
sauo Sunsn(pe Sunyew ‘porrdd
Jouid ® 03 JuaWNOOp Saes Surjep
Joeq :Xd) uonouny funiodar
[BIOURUIJ JOAO [OJJUOD [BUIIUL
JO OPLLIdAOC JUAWITRUBI
"90UBINSSE AN[OSqE JOU

nq 9]qeuoseal sop1aoid [01u0d
[BUIOIUT JO WOISAS PUNog
“WOISAS [01U0D

[BUIDIUI WO} YSII AU} JeUNUI[d
J0UUED JNq $IONPAI [ONUOD
[BUIUI JO WA)SAS A[OyM Y],

“WOISAS [01JU0D

[BUIOIUL Y} JO SUOTIEIIWI]
2doos oy uo sassnosip
Judwelels OIS YL (¢




-Aiiqisuodsax

pue KAuoyne Jurugisse

JO POY)oW puE 2INJONNS
[euoneziuegio s Auedwod oy,
-9141s Sunerodo

pue Aydosoqiyd s juswoSeuejy
‘parels A[Iedo

99 TWIIOY JIPNE PUE SIOJOITP
JO pIeoq dy) Jo suonounj Ay [,

VN RN ‘saanpadord “JUSWUOIIAUD
‘paso[asIp Suroq gENURNIY pue sardrod onpuod o 9pod [0JU0D JO SONISLIdIOBIBYD
ST W) TWIOJT Q3 Suraq | Paroadxo oy ‘sonjea Auedwod ) UO ATEUITUNS B
"QUON] | QU0 SB[ 1y 1S3 1Y SWAL [V Jo uonesdruntuiod UL Surejuod JudweIs IS (1
JUSWUOIIAUT pue
1n)onas [o.nuo) (q)
I (4 € 14
INSO[ISI(Y | 9INSOPSI | JINSOPSIQ | INSOpSIq
ON LLLLLLLLLLLED AN A1eq A
ON SHA
MAVINTA TAOIS DIS DILLSIIALOVIAVHD VRIALIID




10} UOLJBOIUNWILIOD JO [UURYD
YSI[QE}SA AU} UO PIssnosiq e
Elcliierasiiig
JIoMO[ 0} Juowd3eue
doy wo1y uonesIUNUIOD
JO SUBIW OY] UO SSNOSI(] o
‘pazA[eue
9q 03 syurejdwos 1o 10119
JUSWINOOP PUE JO[[0D 0} SSAJ0I] e
*JOSN 91} 0} PAULIOJUL
AJowm uo3q se $2A1393[qo pue
sampaoold 29 sarorjod parepd e
‘uonewIojul A10)e[n3oI

*Kuedwod 2y Jo sassasoxd

PIso[osIp PIso[osIp puUE DIou0dd ‘Ansnpur UOIJBOIUNUIWOD) pue
2INSO[OSIp ud9q oABY Ud9q 9ABY |  "9INSO[OSIP SB 7[NS SI0INOS [BUINXS WOIf UOI)BULIOJUI Y} UO SSNOSIP
ON woyI AuQ woll oM, nd JOBqPAdJ JO9[[09 0 §S3001 e wawe)s JIS YL (€
sennp jo suonesaIdog e
S1O8SB JO AJLNJAS e
douewroytod Suryerodo
JO MOIAJI PUE SUOLIRI[IOU0OTY o
"PasO[ISIp SUONBOIJLIDA e "SONIATIOR
“Paso[asIp 3uroq “PAso[ISIp uonezuoyne pue [eaorddy e [011U0D JO O1SLIAOBIRYO
ST W) Wl 931} Suraq :SMO[[0] S [9A9] ) UO SOLIBWIWINS
"QUON] | QU0 JSBI 1Y 1589 1Y SWAN [[V | AIOAS J& PALINOO0 SANIANOR [01IU0)) Juowge)s DIS oYL, (g

‘Judunredap
pue 22Ko1dwd ‘roSeuewr
[oeo J0j seniiqisuodsax
pue sanLIoyINe pauLjop A[1ed[) e




"QUON

"PasO[SIp
ST W)
QU0 188 Y

"Paso[osIp
Surdq
W 2217}
1883[ 1Y

"paso[osIp
Suraq
SW IV

Juowedap pojeor

pue juowdFeuewr doj Jy10

29 JIpne [eUI9}Xd pue Juaurredap
JIpNE [BUIOIUI ‘93)JIUILIO)

npne jo Aypiqisuodsal

PUE S3[01 3Y} SAUI[INQ

‘183K oy Surmp souetioptad
[BIOUBUL} O} MIIADI 0 SSA001]
"$10J0311p

JO pIeoq pue JUWAFeuLt

doj oy 03 SA1OULIOLIP
Sunodar jo ssa001g
“JUSUSSISSE [OIU0D

pue st ur sagueyo 03 asuodsal
u1 s1990 agueyd deudoidde
1By} 2Insud 0) anpasold

dn M0[[0J JO Q0UAISIXA Y],
“WA)SAS

uonerado s Auedwos ayy urgim
$sa001d Surioyuow Sur03-uQ

“Kuedwod ayp Jo $3ss3001d
Juwoyuot 2y} UO SSNOSIP

Juawaels JIS YL, (¢

“TUA)SAS
[013U09 [eUIRUI UO Swa[qoid
pajoadsns 110da1 03 S[enpraIpur




