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Governance and Financial Reporting: 
A Critical Relationship

While the history of accounting is replete with 
successes, it also includes high-profile failures such 
as Enron (and the subsequent demise of Arthur 
Andersen), Worldcom, Tyco, and in India, Satyam 
Systems. 

Former Columbia University Graduate School of 
Business (now at University of Illinois at Chicago) 

The author in this article stresses that the accountancy profession and its stakeholders can learn many 
lessons from recent high-profile corporate failures. Most important among these, however, is that the 
link between financial reporting and governance cannot be overstated. Clearly, governance is closely 
connected to financial reporting. The financial information is used to make economic decisions about 
an organisation, its resources, and its future. The quality of that information will affect the quality 
of decision-making at every level. Both financial reporting and governance are integral to what we 
call the “financial reporting supply chain”—the process by which financial reports are prepared, 
audited, disseminated, and used. Read on…

Warren Allen
(The author is President of International 
Federation of Accountants. He can be 
reached at WayneTravers@ifac.org.)
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Prof. Sudhakar V. Balachandran has studied these 
incidents and noted the dramatic effects that occur 
far beyond the companies involved.

“Whether it is accounting fraud, excessive trading 
risks, a Ponzi scheme or making loans to those who 
can’t pay, many are hurt by corporate improprieties,” 
Prof. Balachandran wrote in a 2009 Forbes article.“ 
These types of actions affect the global economy. In 
other words, they affect us all.”

The accountancy profession and its stakeholders 
can learn many lessons from these events. Most 
important among these, however, is that the link 
between financial reporting and governance cannot 
be overstated. 

High-quality financial information makes an 
investment climate more attractive and facilitates 
business development. Compiling, auditing, and 
disseminating high-quality financial information is 
what we do as accountants. As accountants, we serve 
as the foundation for that information.

But too often, when we see debate and 
commentary on the quality of financial reporting, it 
fails to recognise the complexity of the process and 
the array of participants, systems, and processes 
involved in developing and producing high-quality 
financial reports. Those participants include 
preparers, chief financial officers, corporate boards, 
audit committees, and investors, just to mention a 
few. 

Preparing, publishing, analysing, and using 
financial reporting involves a complex arrangement 
of participants, standards, mandated and voluntary 
requirements, behaviours, and interactions. These 
combine to deliver a high-quality outcome and those 
actions take place within the “financial reporting 
supply chain” and it is important to appreciate its 
scope and breadth. Many often underestimate the 
importance of its individual components and how a 
single component can influence and impact financial 
reporting.

A global non-profit organisation of investment 
professionals defines corporate governance as “the 
system of principles, policies, procedures, and clearly 
defined responsibilities and accountabilities used by 
stakeholders to overcome the conflicts of interest 
inherent in the corporate form,” but that definition 
is incomplete. The ultimate objective of governance 
is not just to avoid conflicts of interest, but to create 
and optimise sustainable organisational success 
and stakeholder value, balancing the interests of 
the various stakeholders and encouraging better 
organisational decision-making. 

Clearly, governance is closely connected to 
financial reporting. The financial information is used 
to make economic decisions about an organisation, 
its resources, and its future. The quality of that 
information will affect the quality of decision-
making at every level. 

Both financial reporting and governance are 
integral to what we call the “financial reporting supply 
chain”—the process by which financial reports are 
prepared, audited, disseminated, and used.

Compiling, auditing, and disseminating high-
quality financial information is what we do as 
accountants. We serve as the foundation for that 
information. In addition, professional accountants 
are typically involved in planning, implementing, 
and improving governance in their organisations. 
Indeed, despite the existence of sound governance 
codes and standards, it is often the application of such 
guidelines that fails or could be further improved 

International Integrated Reporting Council 
Chair Mervyn E. King, the 2012 recipient of IFAC’s 

International Gold Service Award, accurately 
observed that “good corporate governance is about 
‘intellectual honesty’ and not just sticking to rules 
and regulations.” In the financial reporting supply 

chain, every component is necessary to deliver 
a high-quality outcome and to reinforce good 

governance. But, as Prof. King noted, that involves 
more than compliance with regulatory requirements.
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in many organisations. In short: professional 
accountants can help their organisations get it right.

There are many other components of the chain, 
including:

•	 Financial reporting standards—which 
provide the basis by which financial 
information is measured, described, and 
evaluated. Financial reporting standards 
also provide the language for which the 
information is communicated throughout 
the chain. 

•	 The external auditor—who provides 
an independent, skilled assessment of 
an organisation’s financial statements. 
The objectivity of the external auditor’s 
assessment provides all stakeholders, 
including society at large, with the 
assurance that the information provided in 
the financial statements is reliable.

•	 Auditing standards—which are used to 
perform a quality examination of financial 
statements. Like all standards, they are 
designed to ensure the services provided 
by the auditor is high quality, ethically 
informed, and within legal rules and 
expectations. These standards provide a 
critical link between the auditor’s work and 
the work of the regulator protecting the 
public interest, and 

•	 Audit oversight regulators, securities 
regulators, credit rating analysts, investment 
analysts, investors, and members of society. 

All of these components combine to deliver a 
high-quality outcome. But it’s important to recognise 
the complexity of the process and the array of 
participants, systems, and processes involved in 
developing and producing high-quality financial 
reports. If we keep this in mind, we remain aware not 
only of our roles within the accountancy profession, 
but the profession’s role as a component of a larger 
process. 

The absence of high-quality financial information 
and analysis has led to high-profile organisational 
failures, often resulting in the imposition of 
additional rules and requirements, as well as to 
subsequent time-consuming and costly compliance 
efforts.

However, such regulatory action obscures the fact 
that the right kind of governance—one that enables 
an organisation to capitalise on opportunities while 

offsetting threats—can actually save time and money 
and promote the creation and preservation of value. 
Successful organisations have a governance structure 
and culture that goes beyond conformance with 
regulations, supporting the organisation’s efforts to 
improve its performance.

International Integrated Reporting Council 
Chair Mervyn E. King, the 2012 recipient of IFAC’s 
International Gold Service Award, accurately 
observed that “good corporate governance is about 
‘intellectual honesty’ and not just sticking to rules 
and regulations.”

In the financial reporting supply chain, every 
component is necessary to deliver a high-quality 
outcome and to reinforce good governance. But, as 
Prof. King noted, that involves more than compliance 
with regulatory requirements. Good governance is 
fundamental to supporting the achievement of an 
organisation’s objectives and creating, enhancing, 
and protecting stakeholder value.
(Note: Warren Allen became President of IFAC in November 2012  
after serving as Deputy President for two years. He served as  
a member of the IFAC Board since 2006 and was on the Education 
Committee (now the International Accounting Education  
Standards Board) for more than 10 years, including as Chair from 
1998 to 2004.). 
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