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TOPICS TO BE COVERED  

 

 Responsibility of financial statements (reporting) 

 Director’s responsibility for financial reporting 

 Why Directors responsible for financial statements (reporting) 

 Financial reporting systems and processes 

 Accounting policies reviewed by Directors 

 Reviewing assumptions and judgments by Directors 

 The audit processes overseeing by Directors 

 Auditor independence ensure by Directors 

 Conducting effective audit 

 The role of the banking supervisor (i.e. Bangladesh bank) 
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RESPONSIBILITY OF FINANCIAL STATEMENTS (REPORTING) 

Each participant in the financial reporting process has a role in ensuring that 

relevant, useful, comparable and consistent financial information is provided to 

enable users to make informed decisions. 

 

 

 

Key participants in the financial statements reporting chain 

Relation to the financial reporting process, 

1. Managements: 

Management are responsible for preparing the financial statements and for the 

effective operation of the internal control system and related processes. 

External providers, such as accounting firms, may be engaged by management 

to perform some of these tasks. 

2. Directors: 

Directors (or those charged with governance more broadly) are responsible for 

overseeing the financial reporting processes undertaken by management. They 

have ultimate responsibility for ensuring that legislative requirements in relation 

to financial reporting, such as filing with regulator bodies and providing financial 

information to investors / shareholders, are complied with. 

3. External auditors: 

External auditors (if an audit is required or the organization has elected to have 

one) carry out the independent audit of the financial statements. External 

auditors report to the shareholders or investors through an external audit 
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report. Engagement with the external auditors is generally undertaken by the 

directors on behalf of the shareholders.  

Auditors issued two types of reports to the shareholders & Management: 

a) Auditors Report & Audited Financial Statements 

b) Management Letter 

As per Section 39, Para 3 of the Bank Company Act 1991, as amended in 

2013, in addition to the requirements of Section 213 of the Companies Act 

1994, an auditor of a Bank shall also state the following matters in his/her 

report: 

• Financial statements of the Bank have been drawn up in conformity with 

prevailing rules, regulations and accounting standards as well as related 

guidance issued by Bangladesh Bank; 

• Adequate provisions have been made for advance and other assets which are 

in our opinion, doubtful of recovery; 

• The records and statements submitted by the branches have been properly 

maintained and consolidated in the financial statements;  

• The information and explanations required by auditors have been received 

and found satisfactory;  

• Capital Adequacy Ratio (CAR) as required by the Bangladesh Bank has been 

maintained adequately during the year; 

• Minimum coverage of risk-weighted assets during the course of audit; and  

• Any other matter which need to be brought to the attention of shareholders 
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Additional reporting requirements by law; 

The following additional reporting requirements have been inserted through 

amendment in 2013, where an auditor is also suppose to report on:  

• Adequacy of internal audit, internal control and risk management related 

process;  

• Any fraud/forgery, irregularities or administrative error or anything harmful for 

the Bank committed by the officer-staff of the bank or its associated entity came 

to the attention of the auditor; and 

• If applicable, whether subsidiary company has been audited and properly 

consolidated. 

 

Assessment of Risk Management by Auditors: 

In addition Bangladesh Bank has also issued guidelines on risk based capital 

adequacy, stress testing and managing the banking risks in the following six 

core areas: 

1. Internal Control and Compliance Risk  

2. Foreign Exchange Risk  

3. Credit Risk  

4. Asset Liability Management Risk  

5. Money Laundering Risk  

6. ICT Security Risk  

An auditor of a Bank need to review compliance of these guidelines by that 

Bank. 
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4. Stakeholders: 

Stakeholders, such as shareholders, investors and other providers of debt 

capital are the ‘consumers’ in the financial reporting supply chain. They use the 

information in the financial reports and make decisions based on this 

information. Other stakeholders, such as customers, suppliers, employees, 

volunteers, potential funders and the wider community, may also have an 

interest in the financial performance of an organization and use the information 

in the financial reports to make decisions. 

5. Regulators: 

Regulators, depending on the type of organization and the jurisdiction it is 

operating in, are responsible for overseeing the entity’s financial reporting 

compliance, and in some jurisdictions, the external auditors. 

6. Audit committee: 

Audit committees are common in Banks. This is where the board sets up a 

separate sub-committee, named audit committee, to oversee the financial 

reporting and audit processes. Such a committee should report back regularly 

to the full board so that all directors are up-to date and engaged with financial 

reporting matters. 

7. Internal auditor: 

Internal auditors are sometimes engaged by organizations to provide 

assurance over specific areas, therefore they are not independent. Internal 

auditors may be permanent staff members, an external firm, or individuals 

engaged for specific assurance projects. 

 

8. Those charged with governance: 

The term those charged with governance is defined as “the person(s) or 

organization(s) with responsibility for overseeing the strategic direction of the 

entity and obligations related to the accountability of the entity. This includes 

overseeing the financial reporting processes”. The term ‘director’ to refer to 

those charged with governance. 
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DIRECTOR’S RESPONSIBILITY FOR FINANCIAL REPORTING: 

Directors’ responsibility for financial reporting arises from the duty of 

caredirectors have to the organization it is governing. This duty of care is 

generally written into Acts & Regulations or regulatory requirements for Banks.  

The Bank Company Act & Bangladesh Bank provided rules & regulations for 

directors’ duty of care (responsibility).  

In the Bank Company Act, 1991 (amended upto 2013) the newly included 

Section 15(kha) & (ga) give responsibility to the board of directors for 

establishing policies for the bank company, for risk management, internal 

controls, internal audit and compliance and for ensuring their implementation. 

Financial statements are one of the primary way for directors to demonstrate 

their accountability to those who invest in the organization. 

But dayto-day interaction during the audit process is usually between the 

external auditor and management. 
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WHY DIRECTORS RESPONSIBLE FOR FINANCIAL STATEMENTS 

(REPORTING)? 

The financial statements 

Financial statements should be prepared in accordance with the applicable 

financial reporting framework, which is often prescribed in standards & 

regulations. In addition, the financial statements should reflect directors’ 

knowledge and understanding of the organization, its industry and the wider 

environment.  

If the information included in the financial statements does not appear to be 

consistent with directors’ expectations, it would be appropriate to undertake 

further due diligence and challenge the information presented. An appropriate 

questioning approach is essential to effectively challenge those preparing the 

financial statements and, where applicable, the external auditors.  

When reviewing the financial statements, directors should make sure the 

financial statements are balanced, fair and not misleading.  

A large quantity of complex information is not necessarily informative for users. 

It is important that the financial statements are consistent with the rest of the 

information available to users so that they are not confusing or misleading. 
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FINANCIAL REPORTING SYSTEMS AND PROCESSES: 

Directors should obtain an understanding of the key policies, procedures and 

processes management follow in preparing the financial statements. 

 

Financial Reporting Process 

These policies, procedures and processes are generally referred to as the 

‘internal control framework’. Such internal controls would generally include 

checking and reviewing processes to ensure that the information used to 

compile the financial statements is accurate, verifiable, balanced and timely. 
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ACCOUNTING POLICIES REVIEWED BY DIRECTORS: 

Directors should consider the appropriateness of the accounting policies used 

to prepare the financial statements and the key areas of judgement and 

estimation involved in the preparation of the financial statements.  

Management should be able to provide evidence to support their judgements if 

required. 

 

REVIEWING ASSUMPTIONS AND JUDGMENTS BY DIRECTORS: 

Directors also have a key role in understanding and approving the assumptions 

adopted by the organization and the key areas of judgement and estimation 

applied in preparing the financial statements.  

 

THE AUDIT PROCESSES OVERSEEING BY DIRECTORS: 

If the organization’s financial statements are required to be audited, directors 

are generally responsible for overseeing the external audit process, including 

auditor appointment, and the quality and independence of the audit process.  

The external auditor will generally ask the Chair of the board to sign a letter of 

representation, on behalf of those charged with governance, acknowledging 

and confirming their responsibility for financial reporting and ensuring there are 

appropriate internal controls in place to prevent and detect fraud. 
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AUDITOR INDEPENDENCE ENSURE BY DIRECTORS: 

For auditors to effectively challenge management’s assertions it is important 

that they are independent of the organization. In Bangladesh there are statutory 

requirements and/or professional and ethical standards which prescribe the 

independence of the auditor.  

These may include whether the auditor is permitted to have a financial interest 

in the entity, the extent to which non-audit services (such as tax compliance or 

consultancy services) can be provided and the frequency with which the audit 

partner and others involved in the audit need to ‘rotate’ in order to safeguard 

their objectivity.  

Directors should ensure and monitor that compliance with these requirements. 

 

 

 

AUDIT QUALITY ENSURE BY DIRECTORS: 

Directors, particularly those with a financial background and/or those on the 

audit committee, may be able to influence the quality of the audit process 

through:  

• Providing views on financial reporting risks and areas of the business 

that they consider warrant specific audit attention;  

• Considering whether sufficient audit resources will be allocated for the 

audit to be effectively performed and that the audit fee fairly reflects this;  

• Questioning and assessing the auditors’ approach to challenging 

subjective areas relating to the financial statements such as assessment 
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of fraud risk, validity of management’s estimates and assumptions, and 

the choice of accounting policies; and  

• Creating an environment in which management is not resistant to being 

challenged by the auditors and is not overly defensive when discussing 

difficult or contentious matters.  

To do this director need to communication with the external auditor and 

management, particularly where sensitive issues are involved.  

 

 

CONDUCTING EFFECTIVE AUDIT:  

It is very important to note the fact that the quality of the external auditor’s 

opinion would also be influenced by multiple elements, notable amongst those 

are the proper observance of various roles and responsibilities of not only 

external auditors but the following parties as well: 

 the Bank’s Board of Directors; 

 the Bank’s Management; and  

 the supervisor (i.e. B. Bank) and other regulators  

Therefore, commitments from all stakeholders required for effective audit of 

Bank. 
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THE ROLE OF THE BANKING SUPERVISOR (I.E. BANGLADESH BANK). 

The key objective of prudential supervision is to maintain stability and 

confidence in the financial system, thereby reducing the risk of loss to 

depositors and other creditors.  

In addition, supervision also is often directed toward verifying compliance with 

laws and regulations governing banks and their activities. Although these 

compliance requirements may differ from country to country but the following 

basic requirements are ordinarily found in most systems of supervision:   

 The bank must have suitable shareholders and members of the board 

(this notion includes, integrity and standing in the business community 

as well as the financial strength of all major shareholders).   

 The bank's management must be honest and trustworthy and must 

possess appropriate skills and experience to operate the bank in a 

sound and prudent manner.   

 The bank's organization and internal control must be consistent with its 

business plans and strategies.   

 The bank should have a legal structure in line with its operational 

structure. 

  The bank must have adequate capital to withstand the risks inherent in 

the nature and size of its business.  

 The bank must have sufficient liquidity to meet outflows of funds. 

 The bank must have a robust risk management framework to cover 

various banking risks, such as credit risk, market risk (including interest 

and foreign exchange risk), liquidity and funding risk, operational risk, 

legal risk and reputational risk and regularly monitor, measure and limit 

its risk exposures to the prescribed internal and external limits.  

 The bank is applying right methods and fair judgments to calculate 

specific and general allowances that are adequate to absorb estimated 
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credit losses, on a timely basis, in accordance with appropriate policies 

and procedures. In addition, the supervisor also seeks to ensure that 

credit risk is adequately diversified by means of rules to limit exposures, 

and the bank has adopted a sound system for managing credit risk.   

 Additional risks arising from the computer/ technology failure or fraud 

due to wide use of sophisticated real-time computerized information 

systems by the bank is closely monitored and managed.   

 Supervisors are concerned to ensure that the quality of management is 

adequate for the nature and scope of the business and try to understand 

management's business plans and strategies and how it expects to 

achieve them. 


