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Abstract: This research examines the audit certificates and financial statements of selected local 
authorities in Malaysia. The researchers investigate the duration of time taken by auditors to certify the 
annual accounts of selected local authorities, to determine whether the trend of audit lags have 
improved over time, and to present statistical evidence on audit lags in Malaysia. 59 audited financial 
statements of the selected local authorities were analysed for eleven years from year 1990 to 2000, i.e. 
649 audited financial statements. Timely financial reports indicate that the management gives priority 
to the preparation of financial statements and disclosing the management of f ind to the public. The 
study was conducted by document analysis and statistical investigation. It is revealed that the audit lags 
in Malaysia during the study period ranges between 2.92 months and 58.13 months. Only 3.7 percent 
of the audited accounts were certified within six months and 35.7 percent were certified after one year. 
12.9 percent of the accounts were certified after two years. This means that many selected local 
authorities did not emphasise on the importance of timely financial reports. By the end of year 2000, 
the longest audit lag was 28.89 months. Thus although the situation has improved, the local authorities 
ought to publish the annual reports and accounts on time because this reflects the efficiency of the 
management and proves that the local authority is accountable to the public.

INTRODUCTION

Financial reporting should be seen as a part of the process of accountability whereby the public is 
informed of important issues that have occurred in the last financial year as promptly as possible. The 
usefulness of information depends on its timeliness, reliability and comprehensibility. Timelines have 
been recognised as one of the important characteristics of financial statements by the professional 
bodies, regulatory authorities, financial analysts, investors, managers and the academics (Hossain and 
Taylor, 1998) [3], The usefulness of the information disclosed in annual reports will decline as the 
time lag increases. The primary benefit of audited financial statements may not be decision usefulness, 
but rather, the discipline imposed by timely confirmation of previously available information. Bamber, 
Bamber and Shoderbeck, (1993) [2] referred audit lag as the number of days between the client’s fiscal 
year-end and the audit report date. The importance of timely financial reporting by local governments 
is as much recognisable as the financial reporting by the private sector. The t imeliness of financial 
reporting is materially affected by the audit function because the financial statements cannot be issued 
until the audit is concluded. Obsolete reports will be useless to users because the information cannot be 
utilized in decision-making.

Objectives of Study

The objectives of this research are:
1. To determine the duration of time taken by auditors to audit and certify' the annual accounts
2. To present descriptive statistical evidence of audit lags
3. To provide recommendations for improvement in the financial reporting of these organizations.

Organization of This Paper

Section One provides the background of this research. It highlights the importance of financial 
reporting. The objectives of this research are listed. Section Two covers the relevant literature of audit 
lags. This section shows the importance of timeliness in financial reporting and covers the purposes 
and the users of financial reports in the public sector. Section Two also diagramatically shows the 
framework of the study.
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Section Three outlines the methods of data collection and data analysis used by the researchers. Section 
Four presents the in-depth discussion on the findings from this research in relation to audit lags. 
Section Five provides recommendations to eliminate audit incidents and to improve audit lags. Several 
future researches are suggested.

Literature Review on Audit Lags

Mayston (1992) [6] argued that meeting user needs is a wider objective than simply providing 
information for future-oriented decisions. He further grouped the potential users of financial reports in 
the public sectors as follows:
Group A: Voters, tax-payers and consumers of the goods and services produced by the public 

sector;
Group B: Representatives of those from Group A, such as (in the UK context) MPs. the Public 

Accounts Committee and Departmental Select Committees, and their advisers;
Group C: Policy-makers, such as government ministers and their civil service and other advisers;
Group D: Managers within governmental organizations and public sector agencies;
Group E: Employees and professionals working in the public sector;
Group F: Monitoring bodies such as the Audit Commission and the National Audit Office, and

regulatory agencies, such as the Office of Telekommunications;
Group G: Lenders to, and trade and other creditors of public sector bodies.

Other related literature were also referred to as listed in the bibliography, for example Abdul Aziz 
(2000) [1], Local Government Act 1976 (Act 171) [4] and others.

MATERIALS AND METHODS

Data Collection

The local authorities’ annual reports, collected from the National Audit Department, are from the 
Perak, Selangor, Negeri Sembilan and Sarawak branches. In order to enable the researchers to 
investigate the audit incidents and audit lag, eleven years of annual reports from each of the selected 
local authorities were collected. The period of research covers the fiscal years 1990 to 2000. Audit 
certificates from 59 local authorities in the four states were examined.

Data Analysis (Audit Lag)

From the data gathered, the researcher determines the trend in audit lag to see whether there is 
improvement in time taken to certify the annual accounts. Descriptive statistics are used to analyse and 
explain the findings, where the data were analysed using Microsoft Excel 2000 and SPSS 10.0. The 
data are organised and presented in tables.

RESULTS AND DISCUSSIONS

Definition of Audit Lag

For the purpose of this research, 'audit lag’ is defined as the period in months between the end of the 
financial year and the date when the auditor signed the certificate. According to Section 54 (2) Local 
Government Act 1976 [4], local authorities must submit their financial report to the AG Office before 
or on 31st May each year. The AG Office’s staff will then audit the financial reports or outsource them 
to the private audit firms appointed by them. Due to inadequate staff strength, much of Lie audit work 
has been outsourced to private auditors.
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Performance At The Individual Local Authorities in Malaysia

In Table 1 councils are ordered by means of audit lag in ascending order. Most of Sarawak’s local 
authorities obtained audit lags of less than a year except for Dewan Bandaraya Kuching Utara. Four 
local authorities in Negeri Sembilan i.e. Majlis Perbandaran Seremban, Majlis Daerah Kuala Pilah, 
Majlis Daerah Seremban and Majlis Daerah Jempol, are the last four laggards among the selected local 
authorities.

Table 1: Summary' Of Audit Lags For Local Authorities In Malaysia
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Table 2 shows that the longest audit lags range from 23.61 months to 58.13 months, while the shortest 
time taken by the local authorities ranges from 2.92 months to 8.13 months. In 1997, Majlis Daerah 
Sarikei took only 2.92 months to certify their accounts while the other local authorities’ accounts were 
certified within a 3 to 6 month period except in 1991 when the shortest audit lag for IMiajlis Daerah 
Lundu was 8.13 months. The longest audit lags range between 23.61 months to 58.13 months. Table 2 
shows that the audit lag for Majlis Daerah Kinta Selatan improved from 58.13 in 1990 to 46.16 months 
in 1991. The trend deteriorated in 1993, whereby the longest audit lag was 47.54 months obtained by 
Majlis Daerah Jempol. For the next three years it showed a declining trend. From 1996 to 1997, the 
longest audit lag became longer which was 25.93 months and increased in 1997 to 39.05 months. In 
1998 to 1999,the longest audit lags were 33.80 months and 40.89 months respectively. The trend was 
fluctuating. In year 2000, three local authorities had the longest audit lags at 28.89 months.

Table 2: Shortest and longest Audit Lags In Each Financialy

Financial 
Year

Shortest In 
Month

Council Longest In 

Morth
Council

1990 436 Majlis Daerah Samarahan 58.13 Majlis Daerah Kinta S alatan
1991 8.13 Majlis Daerah Lundu 46.16 Majlis Daerah Kinta S alatan
1992 5.93 Majlis Daerah Rembau 46.13 Majlis Daerah Sererrtan
1993 482 Majlis Daerah Samarahan 47.54 Majlis Daerah Jempol
1994 5.34 Majlis Daerah Maradong & Julau 35.57 Majlis Daerah Jempol
1995 5.64 Majlis Perbandaran Sibu 23.61 Majlis Daerah Jempol

23.61 Majlis Perbandaran Sttremban
1996 3.48 Majlis Daerah Bau 25.93 Majlis Perbandaran Serentian
1997 292 Majlis Daerah Sarikei 39.05 Majlis Daerah Kuala Filah
1998 5.48 Majlis Daerah Hulu Selangor 33.80 Majlis Daerah Kuala F'iiah
1999 5.28 Majlis Daerah Sri Aman 40.89 Majlis Daerah Jempol

2000 5.54 Majlis Daerah Subis 28.89 Majlis Daerah Jempol
28.89 Majlis Daerah Sererrtan
28.89 Dewan Bandaraya Kuching Utara

Performance at the Aggregate Level of Organizations in Malaysia

Table 3 and Table 4 provide a summary of audit lags for organizations in Malaysia from 1990 to 2000. 
The data are organized in terms of audit lags less than or equal to six months, and then more than six 
months but less than or equal to nine months. The other groupings are nine months to one year, and 
from one year until less than or equal to 15 months. Another four groupings include more than 15 
months and up to a period of more than two years.

Table 4 shows the cumulative figures of audit lags which are as follows: in the first six months, only 
3.7% were certified; within nine months, 31.1% were certified; within one-year period, 64.3% of 
accounts were being certified and by 18 months, 78.1% of accounts were certified. The balance of 
21.9% of accounts were certified after 18 months

Table 4 also shows that in 1990, 20.3% of accounts were certified within nine months. The situation 
deteriorated in 1991 when there were only 1.7% of the accounts certified within nine months. Most of 
the accounts took between 9 and 12 months to be certified. As in 1992, 10.2% were certified within 
nine months. This figure has improved as compared to the previous year. But the trend did not last long 
since it dropped again in 1993 to 6.8%. For the next seven years, the percentage of audit lags fluctuated 
but it is still in good condition because the percentage is higher as compared to the previous year. 
Within 9 months, 39.0% were certified in 1994, 33.9% were certified 1995, 42.4% were certified in 
1996, 37.3% in 1997, 50.8% were certified in 1998 and 1999, and lastly it dropped to 49.2% in 2000. 
Even though the percentages sometimes fluctuated, the performance was good since -fti'any accounts 
could be certified in a much shorter time.
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Table 3: Summary of Audit Lags For Local Authorities In Malaysia
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Table 4: Summary of Cumulative Accounts Audited For Lags In Malaysia
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RECOMMENDATIONS AND CONCLUSION

Overview of Research Results

The research findings show that there are extensive and constant audit lags throughout the research 
period. Six organizations had never obtained audit lags of less than a year. The data shows that there is 
a constant pattern.

Table 3, shows that 3.7% of the councils had a mean audit lag within six months; 33.1% of councils 
had a mean audit lag of 12 months or less; and 12.9 % of councils had a mean audit lag of more than 24 
months. From the selected organizations, those from Sarawak are the best performers, Majlis Daerah 
Sarikei, being the best local authority in Malaysia, and organizations from Negeri Sembilan are the 
worst performers especially Majlis Daerah Jempol.

Significance Contribution of this Research

Emphasis is placed on audit delay in the private sector, but not much attention has previously been 
given to these organizations. To the researchers’ knowledge, this is the first extensive study of its kind 
in Malaysia. It reveals the worrying length of audit lags which have been allowed to continue with little 
in the way of meaningful penalty or sanction. Excessive audit lags reflect badly on the efficiency of 
organizations. These organizations have a duty of accountability to the public; timely reports and clean 
audit certificates would show that they take this duty seriously. Despite the recent improvements 
mentioned above, questions remain as to why this problem was not spotted or acted upon earlier.

Limitation of study on audit incidents and audit lags

Initially, the study involved the assessments of financial statements and audit certificates for the year 
1991 to 2000. However, some of the financial information for the year 1998 to the year 2000 was 
received very late and some financial reports for the year 2000 were not available, as certificates from 
the AG’s Office had not been issued to these organizations. Calculation of audit lag is based on the date 
that appears on the audit certificate, i.e. date of audit completion. The date on which the accounts are 
sent by the council to the auditor is not in the public domain.

Suggestions for Future Research

There are several suggestions that could be undertaken for future research.

Firstly, a study could be performed to analyze causal relationships. Previously this study focused only 
on the descriptive view. Studies can be conducted on several hypotheses regarding the quality of these 
organizations. For example, there might be a need to examine if the size of the organization could have 
a significant effect on the quality of financial reporting.

Secondly, further research could also be done by conducting personal interviews with the accounting 
staff of the organizations and the auditors, in order to find the reasons for audit lags. Furthermore, the 
quality of the accounts presented by the council could also affect the audit lags.

The following recommendations are proposed to ensure continuous improvements in the financial 
accountability of Malaysian organizations.

Firstly, all organizations should establish effective audit committee. In the private sector, the audit 
committee plays an important role in ensuring effective and efficient internal control, accounting 
system, and governance in the company. It would be good practice to have an audit committee in the 
organizations, as their presence will strengthen internal control, financial management and accounting 
system of the organizations. In addition to the various agenda, they should also emphasise changes in 
accounting policies and compliance with accounting standards and other legal requirements. Fewer 
errors would be made and accounts would more likely be prepared in less time. In addition, their 
presence could perhaps encourage organizations to take audit incidents more seriously. Any 
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modification should be made as soon as possible to avoid recurrence in the following year or prevent 
problems from becoming unresolved issues.

An alternative to the audit committee would be to establish an internal audit department. The 
establishment of such a department would depend on the financial capability of the organization. Big 
organizations such as the Shah Alam City Council, Johor Bahru City Council, and Seremban Municipal 
Council would be most appropriate for the adoption of this idea. Most probably they have the required 
financial capability to establish internal audit departments in their Councils. To ensure the 
independence of the internal auditors in giving their opinion, they should be answerable to the 
President.

Conclusion on Audit Lags

The findings show that Malaysian organizations have experienced lengthy audit lags. These findings 
also imply that annual accounts are rarely utilised by the public for, if they were, the delay would have 
created more complaints, as would be likely to occur if a quoted company delayed its accounts in such 
a fashion. As such, it was recognised, using Luder’s model [5] and principal-agent theory, that the 
stimuli to produce timely and error-free financial information is not as strong in the case of local 
government as it is in the private sector, where institutional shareholders and Stock Exchange 
requirements make it imperative that timely information be produced. However, it is still true that 
having long audit lags does not directly or materially affect these organizations in any manner. These 
organizations continue to receive financial resources from the government and the public, even if they 
have their accounts certified very long after the financial year.

More generally, a local authority ought to publish the annual report and accounts on time because this 
reflects the efficiency of the management and proves that the local authority is accountable to the 
public. Publishing and distributing the annual reports and accounts on time may also improve its 
relationship with the local people.
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