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Introduction: The Context Behind Deloitte’s Appointment as

1MDB’s Auditor

In December 2013, one of the most significant developments in Malaysia’s corporate and political
landscape took place: Deloitte was appointed as the external auditor of 1Malaysia Development
Berhad (1MDB), replacing the previous auditor. This appointment marked a pivotal moment in the
ongoing saga of 1MDB, a government-owned strategic development company that would soon become

embroiled in one of the largest financial scandals in Malaysian history.

The decision to replace the auditor was not made in isolation. It reflected broader concerns about
transparency, governance, and accountability linked to 1MDB’s financial dealings. As a state
investment fund, 1MDB was entrusted with overseeing projects aimed at boosting Malaysia’s economic
development. However, emerging reports and investigations during that period raised questions about
the management of funds, corporate governance practices, and the role of external auditors in

ensuring financial compliance and integrity.

Deloitte’s appointment as the new auditor was significant, signaling a shift in oversight and an attempt
to restore confidence among stakeholders, including the Malaysian government, investors, and the

public. To understand the implications of this appointment, it is essential to explore the background of



1MDB, the reasons behind the change in auditors, and the role Deloitte played during this crucial

period.

Background of 1Malaysia Development Berhad ( 1MDB)

Establishment and Purpose

1MDB was established in 2009 by then-Malaysian Prime Minister Najib Razak to promote economic

development through global partnerships and domestic investments. Its primary goals included:

- Stimulating economic growth in Malaysia
- Attracting foreign direct investment

- Funding infrastructure projects such as transportation, energy, and real estate

As a government-owned strategic investment fund, 1MDB was supposed to operate transparently, with

accountability and adherence to international financial standards.

Initial Success and Growing Scrutiny

Initially, 1MDB attracted international interest and managed to raise substantial funds through bonds

and other financial instruments. However, over time, concerns surfaced regarding:

- The transparency of fund management
- Unusual transactions and transfers involving high-profile individuals

- Allegations of misappropriation and corruption

These issues eventually led to investigations by Malaysian authorities and international agencies,

exposing a complex web of financial misconduct.



Reasons for Changing Auditors in December 2013

Concerns About Previous Auditor and Corporate Governance

Before Deloitte’s appointment, 1MDB was audited by other firms, but there were growing concerns:

- Limited disclosure and transparency in financial reporting
- Potential conflicts of interest

- Lack of rigorous independent oversight

These issues prompted the management and regulators to seek a more reputable and independent

auditor capable of providing greater assurance.

Strategic Move to Enhance Credibility

Replacing the auditor was a strategic move to bolster 1MDB’s credibility among investors and

international partners. Engaging a globally recognized firm like Deloitte aimed to:

- Demonstrate a commitment to best practices
- Improve the quality of financial disclosures

- Restore stakeholder confidence

Regulatory and Political Factors

The change also reflected political and regulatory pressures as investigations into 1MDB’s activities
gained momentum. The appointment of Deloitte was viewed as an effort to align with international

standards and demonstrate transparency amid mounting scrutiny.



Deloitte’s Role and Responsibilities as 1MDB’s Auditor

Scope of Work

As the appointed external auditor, Deloitte was responsible for:

- Conducting annual audits of 1MDB’s financial statements

- Ensuring compliance with Malaysian Financial Reporting Standards (MFRS) and international
accounting standards

- Providing an independent opinion on the fairness and accuracy of financial reports

- Identifying any irregularities or discrepancies in financial transactions

Impact on Financial Transparency

Deloitte’s involvement was crucial in establishing a more transparent financial reporting framework for

1MDB. Their audits aimed to:

- Detect and prevent financial misstatements
- Increase stakeholder confidence

- Facilitate better governance and accountability

Challenges Faced by Deloitte

Deloitte’s role was not without difficulties. The company faced:

- Complex and opaque transactions linked to 1MDB’s operations
- International investigations revealing potential misappropriations

- Pressure from various stakeholders to produce independent and credible reports

Despite these challenges, Deloitte maintained its commitment to upholding auditing standards and



providing an honest assessment of 1MDB’s financial position.

Significance of the Appointment in the Broader 1MDB Scandal

Turning Point in Public Perception

The appointment of Deloitte marked a critical juncture in the 1MDB saga. It was perceived as an
attempt to regain public trust and demonstrate a renewed focus on transparency. However, questions

about the adequacy of the audits and the extent of oversight continued to persist.

International Investigations and Repercussions

Following Deloitte’s appointment, international authorities, including the United States Department of
Justice (DOJ), launched extensive investigations. These inquiries uncovered evidence of massive

financial misappropriations involving 1MDB funds, leading to:

- Asset seizures in multiple countries
- The indictment of several individuals linked to the scandal

- Ongoing legal proceedings and forensic audits

Lessons Learned and Reforms Implemented

The 1MDB scandal prompted significant reforms in Malaysia’s corporate governance and anti-

corruption measures, such as:

- Strengthening the role of external auditors
- Enhancing transparency requirements for government-linked companies

- Introducing stricter regulations to prevent financial misconduct



Deloitte’s appointment was thus not just an isolated event but part of a larger effort to improve

oversight and accountability.

Conclusion: The Legacy of Deloitte’s Appointment as 1MDB’s

Auditor

The appointment of Deloitte as the auditor of 1MDB in December 2013 was a pivotal moment in
Malaysian corporate history. It represented a strategic move to promote transparency and restore
stakeholder confidence amidst mounting concerns about the management of public funds. While
Deloitte’s role was instrumental in providing independent oversight, the subsequent revelations and

investigations revealed systemic issues that extended beyond audit reports.

This episode underscored the importance of rigorous corporate governance, independent auditing, and
transparent financial reporting—principles essential to safeguarding public interest and preventing
financial scandals. The lessons learned from 1MDB continue to influence Malaysia’s reforms and serve
as a reminder of the critical role that external auditors like Deloitte play in maintaining the integrity of

financial systems worldwide.
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By understanding the context and significance of Deloitte’s appointment as 1MDB’s auditor,
stakeholders can better appreciate the complexities of corporate oversight, the importance of
independent auditing, and the ongoing efforts to promote transparency and accountability in Malaysia’s

public sector.

Frequently Asked Questions

Why was Deloitte appointed as the auditor for 1Malaysia Development

Bhd (1MDB) in December 20132

Deloitte was appointed as the auditor for 1MDB in December 2013 to replace the previous auditor,
amidst ongoing investigations and to ensure transparency and compliance with financial regulations

during a period of heightened scrutiny of the company's financial affairs.

What implications did Deloitte's appointment have on 1MDB's
financial transparency?

Deloitte's appointment aimed to enhance financial transparency and restore public and investor
confidence by providing an independent assessment of 1MDB's financial statements amid allegations

of mismanagement and fraud.

How did Deloitte's role as 1MDB's auditor impact the bank's
reputation?

Deloitte's role was critical in attempting to bolster 1MDB's credibility by providing independent audits;
however, the controversy surrounding 1MDB's finances eventually affected Deloitte's reputation due to

its association with the scandal.



Were there any significant audits conducted by Deloitte that revealed

issues within 1MDB?

While Deloitte conducted audits as part of its responsibilities, the full extent of financial irregularities at
1MDB came to light later, revealing that some issues may not have been fully uncovered during initial

audits.

What was the public and governmental response to Deloitte's
appointment as 1MDB's auditor?

The appointment was met with scrutiny and concern from the public and government officials, given
the ongoing investigations into 1MDB, raising questions about the independence and thoroughness of

the audit process.

Did Deloitte face any legal or reputational consequences following its

role as 1MIDB's auditor?

Yes, Deloitte faced reputational damage and scrutiny from regulators and the public due to its
involvement with 1MDB, particularly as details of the financial scandal emerged, leading to

investigations into its auditing practices.

How did Deloitte's appointment as 1MDB's auditor influence
subsequent audits and investigations?

Deloitte's appointment marked the beginning of increased scrutiny of 1MDB's financial statements,
prompting further investigations and audits by other agencies, and highlighting the importance of

independent oversight.

What lessons can be learned from Deloitte's appointment as 1MDB's



auditor in terms of corporate governance?

The case underscores the need for rigorous due diligence, independence, and transparency in auditing
practices, especially when dealing with high-profile and controversial entities, to prevent conflicts of

interest and protect stakeholder interests.

Additional Resources

Deloitte Was Appointed As 1Malaysia Development Bhd (1MDB)'s Auditor In December 2013 As A

Replacement

The appointment of Deloitte as the auditor for 1Malaysia Development Bhd (1MDB) in December 2013
marked a significant turn in the financial oversight of Malaysia’s notorious sovereign wealth fund. This
move was part of a broader effort to stabilize and restore confidence in 1MDB's financial reporting
amidst mounting controversies and allegations of mismanagement. Deloitte, one of the world’s leading
accounting firms, was brought in to replace previous auditors, signaling a shift toward greater scrutiny
and transparency. This decision not only had immediate implications for 1MDB’s financial disclosures
but also played a role in shaping the ongoing narrative around governance, accountability, and
corporate responsibility within Malaysia’s complex political and economic landscape. In this
comprehensive review, we will explore the context surrounding Deloitte’s appointment, its impact on

1MDB, and the broader implications for corporate governance in Malaysia.

Background and Context of Deloitte’s Appointment

The Rise of 1MDB and Its Financial Controversies

1MDB was established in 2009 with the lofty goal of driving economic development through strategic

investments and infrastructure projects. Initially, it was seen as a catalyst for Malaysia’s growth;



however, over the years, it became embroiled in allegations of financial mismanagement,
embezzlement, and corruption. The fund’s opaque transactions, high-profile debt issuances, and

questionable investments drew the attention of international authorities and the Malaysian public alike.

By late 2013, concerns about the transparency and accuracy of 1MDB’s financial statements grew.
The fund’s auditors at the time faced criticism for their role in certifying its accounts amid mounting
doubts and suspicions. The government, seeking to restore credibility and address these issues,
decided to appoint a reputable international firm to oversee the audit functions and provide

independent assurance.

The Decision to Replace the Previous Auditors

Before Deloitte’s appointment, 1MDB’s audits were conducted by other firms, including KPMG.
However, as allegations intensified, questions arose about the independence and adequacy of the
existing auditors. In December 2013, the government announced that Deloitte Malaysia would replace

the previous auditors as the new external auditor for TMDB.

This decision was driven by several factors:
- The need for a more rigorous and independent audit process.
- The desire to enhance credibility among investors and international stakeholders.

- The strategic importance of demonstrating transparency amidst increasing scrutiny.

Deloitte’s appointment was seen as a move to bring greater accountability and to reassure

stakeholders that the fund’s financial reporting would adhere to global standards.

The Role and Responsibilities of Deloitte as 1MDB's Auditor



Audit Scope and Objectives

Deloitte’s primary role was to conduct an independent audit of 1MDB’s financial statements, ensuring:
- Accuracy of financial disclosures.

- Compliance with applicable accounting standards, including Malaysian Financial Reporting Standards
(MFRS) and International Financial Reporting Standards (IFRS).

- Transparency in reporting the fund’s assets, liabilities, and cash flows.

Beyond routine auditing, Deloitte was expected to:
- Review internal controls and risk management processes.
- Identify potential areas of financial irregularities.

- Provide recommendations for improving financial governance.

Challenges Faced by Deloitte

Given the complex structure of 1MDB’s transactions, auditors faced several challenges:
- Navigating opaque and sometimes deliberately obscured financial transactions.

- Dealing with interconnected entities and offshore accounts.

- Limited access to complete information due to confidentiality and legal restrictions.

- The high-profile nature of the audit, which attracted intense media and governmental scrutiny.

Despite these hurdles, Deloitte committed to upholding professional standards and independence

throughout its audit process.

Impact of Deloitte’s Appointment on 1MDB



Immediate Effects

The appointment of Deloitte brought several immediate benefits:
- Reinforced the credibility of 1MDB’s financial statements during a turbulent period.
- Signaled a commitment to transparency and good governance.

- Allowed the fund to meet regulatory requirements and maintain investor confidence temporarily.

However, it also prompted questions about:
- The extent of Deloitte’s influence on the disclosure of sensitive or controversial transactions.

- Whether the audit would be sufficient to uncover underlying malpractices.

Long-term Consequences and Challenges

While Deloitte’s involvement was initially viewed as a positive step, the long-term impact proved
complex:

- Despite the audit, allegations of financial misconduct continued to surface, eventually leading to
investigations by multiple authorities.

- Questions arose about whether Deloitte’s audits uncovered or overlooked critical irregularities.

- The controversy surrounding 1MDB intensified, culminating in high-profile criminal investigations and

international asset recoveries.

This paradox highlighted the limitations of external audits in preventing or detecting sophisticated

financial crimes, especially when internal controls are weak or deliberately manipulated.

Criticisms and Controversies Surrounding Deloitte’s Role



Allegations of Inadequate Oversight

Critics argued that Deloitte’s audits may have fallen short, citing:
- The possibility of overlooked irregularities due to complex transactions.
- Potential conflicts of interest, given Deloitte’s global network and the high-stakes nature of the audit.

- The challenge of auditing a politically sensitive entity embroiled in multiple scandals.

Some suggested that Deloitte’s efforts were limited to compliance rather than proactive fraud

detection.

Legal and Ethical Considerations

As investigations unfolded, questions about the ethical responsibilities of auditors came to the fore:
- Should Deloitte have reported suspicions of misconduct earlier?
- Were there any instances of complicity or negligence?

- How did Deloitte navigate the pressure of operating within a politically charged environment?

While auditors are bound by professional standards to exercise due diligence, the opaque nature of

1MDB’s transactions complicated their role.

Features and Pros/Cons of Deloitte’s Appointment

Features:

- International reputation for professionalism and independence.

- Extensive experience in auditing large, complex entities.

- Commitment to international auditing standards and best practices.

- Ability to leverage global resources and expertise.



Pros:

- Enhanced credibility of 1MDB’s financial statements.
- Increased transparency in financial reporting.

- Potential deterrent against further misconduct.

- Strengthening of governance frameworks through recommendations.

Cons:

- Limited ability to uncover deeply concealed irregularities.
- Potential conflicts of interest within a large auditing firm.
- Challenges in auditing complex offshore structures.

- The risk that audits may be viewed as window dressing rather than substantive oversight.

Broader Implications for Corporate Governance in Malaysia

Strengthening Regulatory Frameworks

Deloitte’s appointment spurred calls for:
- Reforms in corporate governance standards.
- Greater independence and accountability of auditors.

- Improved oversight mechanisms for government-linked companies.

Rebuilding Trust in Public Institutions

The controversy underscored the importance of:
- Transparency in government-linked entities.
- Vigilant oversight by regulatory agencies.

- The role of independent auditors in safeguarding public interest.



Lessons Learned and Future Outlook

The 1MDB scandal and Deloitte’s involvement highlight several lessons:
- The necessity for auditors to exercise professional skepticism.
- The importance of robust internal controls within organizations.

- The need for continuous reforms to prevent similar crises.

Moving forward, Malaysia has been working to enhance its corporate governance landscape, with

increased emphasis on transparency, accountability, and the role of external auditors.

Conclusion

The appointment of Deloitte as 1MDB’s auditor in December 2013 represented a pivotal moment in
Malaysia’s corporate governance history. While it brought immediate benefits in terms of perceived
increased transparency and credibility, it also exposed the limitations of external audits in uncovering
deeply embedded financial misconduct. The controversy surrounding 1MDB underscored the critical
need for strong internal controls, independent oversight, and vigilant regulatory enforcement. Deloitte’s
role, both as an auditor and as a symbol of international standards, remains a case study in the
complexities and responsibilities faced by auditors working within high-stakes, politically sensitive
environments. Ultimately, the 1MDB saga serves as a stark reminder of the importance of integrity,
transparency, and accountability in safeguarding public trust and ensuring the health of a nation’s

financial system.
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