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As a rule of

thumb,
whenever the
current liabilities
exceed the current
assets, there is a
potential for
invoking a going
concern
uncertainty.

TIMELY DISCLOSURES

A

THE ISSUE OF GOING CONCERN

N May 18, the board of

directors of a public-

listed company (PLC)

announced that put-
suant to paragraph 9.19(37) of the
Main Listing Requirements (LRs)
of Bursa Malaysia Securities Bhd,
the company’s external auditor
had expressed its unqualified
opinion with material uncertain-
ty related to going concern in the
audited financial statements of
the company for the financial
year ended Dec 31, 2021.

Any delay in announcing Para-
graph 9.19(37) of the LRs requires
the listed issuer to make an im-
mediate announcement to Bursa
Malaysia should there be any
modified opinion or material un-
certainty related to going con-
cern in an external auditot’s re-
port.

But the annual report for the
year ended Dec 31, 2021 was an-
nounced on April 30.

The question then is why there
was a delay of 18 days before mak-
ing the announcement under the
LRs?

Should not the announcement
be made on the same day the an-
nual report was released as the
subject matter of the announce-
ment is already contained in the
auditor’s report in the annual re-
port. .

This indicates prima facie ev-

idence that the board and the
company secretary may not be
aware of the provisions of the LRs
and the need to make timely dis-
closures.

Going concern

Going concern is an accounting
term for a company that has the
resources needed to continue op-
erating indefinitely until it pro-
vides evidence to the contrary.
This term also refers to a com-
pany’s ability to make enough
money to stay afloat or to avoid
bankruptcy. The auditor has ex-
pressed uncertainty that the
company has the resources need-
ed to continue operating indef-
initely.

The auditor drew attention to
the financial statements, which
indicated that the company in-
curred a net loss during the year

ended Dec 31, 2021 and, as of that -

date, the group and the compa-
ny’s current liabilities exceeded
its current assets by 2.6 times and
1.6 times, respectively.

The auditor hasindicated thata
material uncertainty exists and
that it may cast significant doubt
on the group’s ability to continue
as a going concern.

As a rule of thumb, whenever
the current liabilities exceed the
current assets, there is a potential
for invoking a going concern un-

certainty. The ratio of current as-
sets to current liabilities is called
the working capital ratio. The
greater this ratio is above one, the
better the working capital of the
company and its ability to exist as
a going concern. Ratios below
one is cause for concern.

Again, as a rule of thumb.

Current assets are assets that
are to be realised within the next
year for the payment of current
liabilities which are, in trn,
those due to be settled within the
next one year. It is obvious why
there will be a concern if the cur-
rent assets are below the current
liabilities.

In the case of the PLC in ques-
tion, the directors also had a say
in relation to the observations of
the auditor. After all, it is the di-
rectors’ company’s financial
statements.

The directors stated that as at
the date of the report, there is no
reason for the directors to believe
that the group will not generate
sufficient cash from its opera-
tions within the next 12 months
from the reporting date to repay
the existing borrowings, com-
plete the projects in progress and
meet working capital.
~ The working capital ratio of be-
low one is based on a snapshot
position on the date of the year
end. In this case, the ratio is as at

Dec 31, 2021. Thus, the directors
are entitled to say, “forget the
snapshot at one point of time, we
think we can continue to meet
our -current liabilities as and
when they fall due over the next
one yeat”, which is what they
have done.

The acid-test ratio

The acid-test ratio, also known
as the quick ratio, is a liquidity
ratio that measures how suffi-
cient a company’s short-term as-
sets are to cover its current li-
abilities.

The acid-test ratio formula is
like the working capital formula
except that inventory, is removed
from the current assets. This is
done on the premise that it will
take more time to turnover in-
ventories into cash compared to
the other components of current
assets. As such, it'is a more ex-
acting test on-the liquidity of a
company.

Conclusion
The key takeaway for minority
shareholders is to beware when
current assets are below current
liabilities, there could be going
concern issues.
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