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The writing is on the wall — accountants have to break new grounds. And
there is no shor tage of reasons why they have too; the sooner, the better.

             Firstly, there is the notion of sustainable development — an issue which should
concern ever yone, including accountants. But this has been slow to catch on, judging
from Ms. Lai Ming Ling’s pointed remark :  “(one wonders) how many of our local
accounting professionals understand the notion of sustainable development and what
sustainability really means, let alone measuring and repor ting it effectively.” Her arti-
cle seeks to enlighten readers on this important issue of our times.

Secondly, there is the notion of ethics in business — an issue which should also
concern everyone, including accountants. To be sure, this is an old issue. But the
time has come to perceive the issue critically and in different light, more so because
“... the business of business is the nation,” to quote Dr. V. Kanapathy. If increasingly
more accountants are guided along this thinking, they can make a difference in help-
ing to restore investor confidence in our country.

Significantly, the Malaysian Institute of Accountants had asserted in its Memoran-
dum to the National Economic Action Council back in July last year that the “lack of
transparency and controls about the true state of the financial repor ts is one of the
major factors which undermined market confidence in our economy.” The link be-
tween accountants and the countr y’s socio-economic well-being cannot be clearer.

Thirdly, accountants would need to develop a broader perspective of things. No
longer can they operate in isolation, nor can they af ford to remain ignorant of rapidly
changing developments.

“They need to know the global and local economic outlook, industries they operate
in, developments in information technology, new business rules in a networked envi-
ronment, innovation in management techniques, changing regulatory environment
and the like,” YBhg Dato’ Syed Amin Aljef fri stressed in his Presidential column. To
ignore or pay lip service to this clarion call would be suicidal.

Indeed, this is the opportune time to foster the creation of knowledge communities
of accountants, more so as the world is fast gravitating towards a knowledge-based or
k-economy. Needless to add, the price of ignorance can be very costly.

It is hoped that the discussion of the above issues will inspire accountants to think
more of the world we live and operate in, to think of the nation’s interest as we con-
duct our businesses and to think k-economy so as to keep in step with the times.

Many other informative and interesting write-ups have also been lined up for read-
ers in this issue. They include the nitty-gritty of venture capital, ways to manage costs
through complexity reduction, do’s and don’ts of e-commerce, Malaysian economy
moving into higher gear, good reading skills, and even how Harr y Potter saves the
day. Not to mention, we also have in store the regular columns to keep readers in-
formed of impor tant or interesting happenings at home and abroad.

Enjoy your reading.

Editor
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FROM THE PRESIDENT’S DESK

Knowledge Communities
for Accountants

When I was a schoolboy, studying
meant opening up textbooks for
answers to questions given by
the teacher. To do more in-depth

research, I would have to visit the local li-
brar y in town or meet up with a few friends
for group revision.

However, it astounds me to see how chil-
dren are learning. Studying is no longer a
lonely experience. At a click of a mouse, they
are connected to their peers and rich infor-
mation databases throughout the world.

Tough questions on accountancy, taxation,
physics or any other subject are discussed
on cyberspace, and answers are exchanged,
besides jokes and every day chatter.

I observe with awe, as these children are
building societies of knowledge without
even realising it, and definitely without the
push from structured policies or multi-mil-
lion ringgit awareness programmes.

They do it with such initiative and inno-
cence, without vested or commercial inter-
est, unlike many big-time organisations.
They do it in the spirit of friendship and
learning.

This is why I’m calling on fellow account-
ants to learn from the young ones. Many of
us, with years of adult-conditioning, have lost
the eagerness to learn new things, especially
when it comes to learning from others.

Maybe, we have become too proud due
to our present status and positions in the
corporate ladder and society to acknowl-
edge that we don’t have all the answers in
an ever-changing world. I hope in this new
era we will make an effort to change and
be open towards new methods of acquir-
ing knowledge.

I am glad to say that the Malaysian Insti-
tute of Accountants has not been entirely
dormant in its endeavour to promote the
continuous quest for knowledge.

 I trust that many of our members will

continue to acquire knowledge through
working experience and personal reading.
New or innovative ideas and techniques are
always available in professional journals
and accountants must keep up-to-date with
these publications.

However, learning in isolation will not be
as fruitful as learning as a community; in
our case, a community of accountants.

Although much praise has been given to
the acquisition of knowledge through the
Information Superhighway, now com-
monly and fondly known as the Net, learn-
ing from other mediums, especially
through personal interaction with other
people is just as important.

This is why the Institute has taken the ini-
tiative to share or disseminate value-added
information through various means — a
more recent effort is through its website.

Even the traditional means of sharing in-
formation through the Akauntan Nasional
is seeing transformation, which will not only
deepen our members’ technical knowledge,
but broaden their outlook as well.

There is all to gain by developing a macro
view of things, as accountants are found eve-
rywhere, both in the public sector and in
diverse industries. They need to know the
global and local economic outlook, indus-
tries they operate in, developments in infor-
mation technology, new business rules in a
networked environment, innovation in man-
agement techniques, changing regulatory
environment and the like.

It is in recognition of this that our Pro-
fessional Development programmes will
endeavour to provide a wider knowledge
base for members, beyond the confines of
accounting, auditing and taxation.

In other words, these activities seek to
constantly update accountants on their re-
lated work, as well as act as a platform for
learning from other disciplines which will

“Many of us, with years of adult-conditioning, have lost the

eagerness to learn new things, especially when it comes to

learning from others.”



Akauntan NasionalApril 2000

enhance their core competencies or in-
crease their general knowledge.

The recent Young Accountants Conven-
tion is a good example of how the Institute
is promoting change in the learning mod-
els. We do realise that there are many young
members out there who crave for fresher
topics. An innovative broad-based ‘menu’
covering key issues ranging from knowl-
edge management to climbing the corpo-
rate ladder was served. We even experi-
mented with Latin dancing and aerobics
sessions — something accountants were
perceived as incapable of doing previously.

The convention was a success not only
because of the knowledge and experience
that was shared and absorbed, but also be-
cause of friendships and informal network-
ing groups that had formed.

These, it is hoped, would develop into
knowledge communities of accountants
that the Institute has endeavoured to cre-
ate. Needless to say, the building of such
communities will result in a more credible
and respected profession through strate-
gic alliances.

The development of such communities
among accountants from different sectors
such as banking, manufacturing, services
and the public sector is important, so that
they can pull their different strengths, re-
sources and intellectual property together
when these are needed.

For a start, members are strongly encour-
aged to utilise the discussion area in the In-
stitute’s website to share, clarify, debate is-
sues and exchange ideas. Make use of this
facility to mutually benefit each other
through the sharing of views and ideas.

Let accountants fully exploit the informa-
tion technology available and be at the fore-
front in helping our country evolve into a
knowledge-based society. Already, the gov-
ernment has star ted to draft its k-economy
master plan, thus moving away from a pro-
duction-driven economy.

5

“(Accountants need to develop) a macro view of things … the

global and local economic outlook, industries they operate in,

developments in information technology, new business rules

in a networked environment, innovation in management

techniques, changing regulatory environment and the like.”

VISION AND MISSION

The Malaysian Institute of Accountants is the exclusive accountancy body, repre-
senting the voice of all accountants in Malaysia and a leading partner in nation-

building. The Institute is committed to serving the profession and the nation with
integrity and professionalism.

Its mission is :

* To promote and monitor professional standards and integrity.

* To provide education and training to meet the challenge of the

ever-changing global economy.

* To conduct and promote research and development for the

enhancement of the profession.

Regionally, Asean is thinking of setting
up an E-Asean, aimed at linking up mem-
ber countries through connectivity and
common cyber legislations. This concept
has been endorsed by the leaders of their
respective nations and could one day set a
new trend in which trade and learning are
conducted within the region.

Initial brainstorming by a task force,
comprising both
the public and pri-
vate sectors, has
identified tourism
portal, institutes of
lear ning, libraries
and job banks as
areas of growth for
E-Asean.

Indeed, E-Asean
would present a
great oppor tunity
for visionar y ac-
countants to seek
new grounds in providing expertise in their
respective fields, thereby helping to en-
hance the concept of knowledge societies
within E-Asean.

 In the words of Asean Secretary-General
Mr. Rodolfo C. Severino on E-Asean recently :

“Let accountants fully exploit

the information technology

available and be at the

forefront in helping our

country evolve into a

knowledge-based society.”

“We want knowledge societies rather than
industries to impact not just on industries
or the economy but on people’s lives. Give
us and our children quicker access to facts
and help the training and acquisition of Sci-
ence and Technology.’’ In our situation, this
applies, for example, to the access to infor-
mation and training on accountancy.

This is a challenge thrown to account-
ants to upgrade the skills of people, espe-
cially when liberalisation of the services
sector takes place, even in cyberspace.

On a larger scale in the global arena, the
International Accounting Standards Com-
mittee (IASC) is already changing its struc-
ture to harmonise standards worldwide.
This will provide a forum for more ex-
change of ideas, if it is structured fairly.

Well, these are challenging times and
opportunities for growth intellectually is

vast, especially in
a world economy
that is moving fast
forwar d to a
knowledge-based
and networked
environment.

But if our minds
remain closed to
these challenges
and opportunities
like an unopened
airborne para-
chute, they will do

us no good and could even be detrimental
to our profession and our country.

Finally, may this saying never apply to us
as a community of accountants :  “That the
man who graduates today and stops learn-
ing tomorrow is uneducated the day after.’’
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Currency of Conversation

Money is always interesting to
make, interesting to enjoy.
Money is the currency of conver-

sation — the dynamo that drives cocktail
parties, coffee-shop talk and trade. With
vastly overvalued equity prices in most lead-
ing bourses, market players are becoming
single-minded about get-rich-quick dreams.

Stimulated by media reports pertaining
to the nouveau-riche, their greed and envy
and the derelictions caused in the market
place, many people wonder whether what
has been highlighted could merely be the
tip of a chilling iceberg. They hold the view
that thorough investigation of people, busi-
ness and organisations could possibly open
a Pandora’s box.

Already a vast amount of mind-boggling
corrupt practices have been unearthed in
most financial capitals. Bank fraud, insider
trading, price mark-ups, dishonesty, thiever y
and bribery in collusion with bankers, civil
servants, professionals and politicians have
shaken public confidence in business people.

When a European automobile manufac-
turer conspired some time back to fix prices
for its new cars, a rip-off costing each buyer
up to US$6,000 was cited by the British Of-
fice of Foreign Trade (OFT). Other than the
OFT’s Director-General issuing a stern warn-

ing — ‘disgraceful exploitation of customers’

— along with the fact that the consumer
watchdog made the automobile manufac-
turer promise not to do the same again, noth-
ing was done by the authorities. They, that
is the authorities, merely gathered the evi-
dence against the company and sealed it up
tight as ‘commercially confidential’. Why?

With countries competing with each other
to attract business, corporations are increas-
ingly able to make many demands. In an en-
vironment of free movement of capital and
high level of unemployment, governments
are willing to pay any price to create and safe-
guard jobs. There are several such instances
of business enjoying their welfare state,
whereas welfare states for individuals are
being cut back — an unfortunate paradox.

How Ethical Questions Arise

Ethical questions arise in business be-
cause we live in a society that dis-
tinguishes between right and wrong

as enshrined in the law and an established
code of conduct. Ethics are functional. For
example, business ethics if practised prop-
erly should allow all members of society
to live harmoniously. Therefore, in a well-
managed organisation, there can be no
conflict between business and ethics.

Sound ethics is good business. Organisa-
tions, which pursue such a philosophy, need
not experience a conflict of long-term inter-

ests of shareholders with the interests of
workers or society. It is unjust, however, for
company executives to act in the interests of
shareholders alone and to hold the view that
it is society’s task to protect those who are
adversely affected by profit maximisation.

Such ‘black sheep’ are also found in our
society. Their only credo is to maximise
personal income and personal comfort at
any cost. Consequently, the development
of an undercurrent of accusation that fewer
business people honour traditional values.

Dictators, democracies and multination-
als have to realise that they are all vulner-
able to global subversive coalitions using
the Internet. It happened in Seattle during
the third World Trade Organisation Min-
isterial Conference. It also took place at the
recent Davos meeting of the World Eco-
nomic Forum. It could happen again and
again. The world is at war! Governments
and businessmen must wake up.

Ethics in
 Business

“He who sacrifices his conscience to ambition

burns a picture to obtain the ashes.”

Chinese Proverb

By Dr. V. Kanapathy
VICE-CHAIRMAN, BOARD OF ADVISORS,
OLYMPIA COLLEGE, KUALA LUMPUR

“Bank fraud, insider trading,

price mark-ups, dishonesty,

thievery and bribery in collusion

with bankers, civil servants,

professionals and politicians have

shaken public confidence in

business people.”

 E T H I C S  I N  B U S I N E S S
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Pervasiveness of
Unethical Practices

Public life is not exempt of unethi-
cal practices. The use of public
power for private profit, for the ben-

efit of a group or class, breaching standards
of high moral conduct have been reported
to be on the increase. Partiality in the grant-
ing of licences, the ‘sale’ of honours, favour-
itism in the award of contracts, disclosure
of information on the basis of which indi-
viduals reaped pecuniary benefits are added
examples of corruption in public life.

Unscrupulous businessmen and criminals
get thick with some politicians or bureau-
crats, and look for business opportunities to
exploit. For this class of businessmen, the
only legitimate goal is maximising personal
income and to hell with ethical principles.
They may obey the law, but they are either
clever or cautious and not ethical. Some
carry so much clout that they purchase for

is a sad but undoubted fact that acquisitive-
ness and selfishness are among some of the
basic instincts which are only eliminated or
repressed by education or fear of punish-
ment, and rarely by genuine awakening of
conscience and consideration for others.

Companies serious about succeeding
must invest time and money to formulate
a clear and strongly-worded ethics policy,
and implement that policy in a manner that
takes into account corporate culture, stand-
ards, and the nation’s social and economic
aspirations.

Back to School

Can ethics be taught in business
schools? The answer is yes and no.
While a business ethics pro-

gramme with all its current limitations has
already been introduced in some schools,
there is a strong undercurrent of accusa-
tion that business schools, preoccupied with

“While naked corruption

in business life is not

endemic in Malaysia,

some fear sections of the

business community are

fast losing a proper sense

of good corporate

governance.”

themselves vir tual immunity against punish-
ment. It is a paradise for such criminals. The
losers are the nation and the people.

Unethical practices are, however, not
characteristic of any one period, nor any one
country. Aristotle, for example, had some
nasty things to say about the ethics of busi-
nessmen more than 2,000 years ago. He had
suggested they should be carefully ex-
cluded from the corridors of power. While
naked corruption in business life is not en-
demic in Malaysia, some fear sections of the
business community are fast losing a proper
sense of good corporate governance.

Marred Image

The image of private enterprise can
be damaged through the depreda-
tions, misdeeds and conspicuous

consumption of a few individuals who, in their
search for money and material comforts,
have ignored social and national interests. It

New Straits Times — 25 Feb 2000

Sunday Star — 20 Feb 2000
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the so-called bottom line of profit-and-loss
statements, are responsible for some of the
bad ethics of the corporate bodies in our so-
ciety. However, if executives have not been
taught ethics by their families, their reli-
gious teachers, in their elementary and sec-
ondary schools and the universities, there
is very little the business schools can do.

Holistic Approach Needed

A  holistic approach may therefore be
 necessary to find ways and means
 to improve business ethics. A col-

lective interest could be generated to check
this problem. The important question aris-
ing from this is how can Malaysia incul-
cate the belief in all concerned that social
goals and social responsibilities are as
equally important as the bottom-line of
profit-and-loss statements.

One school of thought argues that ethi-
cal values can be developed when business-
men, professionals, bureaucrats and poli-
ticians come to the realisation that they are
part of the same team and are willing to
compromise with their self-interests for the
sake of the team as found in sports. At
present, however, when it comes to eco-
nomics, self-interests prevails.

Maybe, for this ‘team spirit’ message to
permeate through the whole spectrum of
society, it has to be preached at all levels
of our society. The family, religious bod-
ies, schools, universities, professional in-
stitutions and business houses have an
important role to play concerning the de-
velopment of ‘team spirit’.

There is a proverb, which says that ‘the
child is the father of the man’. It is there-
fore incumbent upon parents to inculcate
the right values at a young age. So, to get
the holistic approach star ted it is our hope
that parents are enlightened enough not to

play up parochial, chauvinistic and materi-
alistic values. They should put emphasis
on the spirit of sacrifice for the sake of col-
lective good. Therefore much depends on
family, formal education and the develop-
ment of a national ideology.

Universities and business schools, de-
spite what has been mentioned above, are
also in a unique position to teach ethics.
But, simply adding courses in ethics to the
curriculum does not suffice. These insti-
tutions have to change what is taught in
economics and business classes.
Maximisation of net wor th of sharehold-
ers is currently what is taught in financial
classes in business schools and company
executives closely follow this principle be-
cause doing so maximises their net wor th
as well. Therefore, if the goal is purely
monetar y then the temptation is to resort
to illegal or unethical devices. To create
ethical business behaviour, higher values
must be placed on goals other than share-
holders’ net wor th only.

What should the business community do?

With heightened social awareness, in-
creasing pressure should also be imposed
on the private enterprise system to conform
to social goals, not permitting businessmen
to unreser vedly pursue their own interests
in the face of growing social difficulties. The
business community cannot remain inactive
in respect of business practices, which
might give rise to justifiable public concern.
In its own interests, the business commu-
nity must press for the creation of a focal point
of expertise on unfair business practices.

Unfortunately, the existing system in
Malaysian business is not ef fective enough
to take whatever measures are necessary
to preserve the public image of business and
to act as its watchdog, which are needed to
ensure that every member of the private
sector and the professions plays the role of
a good corporate citizen and operate in con-

sonance with the national interests.
Ideally, such a watchdog, which could take

the shape in the form of a quasi-judicial body
as found in most developed countries, could
be vested with the task of protecting consum-
ers against unfair trading practices and keep-
ing a continuing watch on developments
likely to damage the national interests. Such
a body formed by the government or the
business community could also aim at pro-
moting better performance, and improved
accountability and transparency.

Those who subscribe to this view feel
that well-defined laws, not just a proper
sense of business practice that is essen-
tially subjective, are necessar y. But, in this
complex and rapidly changing world, eve-
rything cannot be incorporated in law. Of
course, this limitation can be overcome by
strengthening the cour ts and the judiciar y.
But one cannot run 200 trains with 50 driv-
ers and 100 guards!

All things said, responsible capitalism
should ensure that the rules and laws that
promote the long-run interest of the com-
munity are observed. Businessmen must
be made to realise that the business of
business is the nation.

Note :  Dr. V. Kanapathy is a graduate of
the University of London and a fellow of
Har vard University. He was formerly Eco-
nomic Advisor to UMBC Bhd and one time
Senior Economic Advisor to the United
Nations. He was also for several years a
member of the Council of Economic Advi-
sors of the Malaysian Government and in-
strumental in fostering the first think-tank,
of which YAB Dato Seri Dr. Mahathir
Mohamad was then the Chairman. Dr.
Kanapathy is currently a Director of UNI-
IT Park, Johor.

“… if executives have not

been taught ethics by their

families, their religious teach-

ers, in their elementary and

secondary schools and the

universities, there is very little

the business schools can do.”

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○

Four-way Test of
Business Ethics

1 Is it the TRUTH?

2 Is it FAIR to all concerned?

3 Will it build GOODWILL and

better FRIENDSHIP?

4 And will it be BENEFICIAL

to all concerned?

Rotary International

“... responsible capitalism should ensure that the rules and

laws that promote the long-run interest of the community

are observed. Businessmen must be made to realise that

the business of business is the nation.”
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 T A X  S E M I N A R

F E AT U R E

B
EFORE, it was a matter of
waiting for the Inland Rev-
enue Board (IRB) to assess
your income and tell you
how much in taxes you have

to pay. That’s no longer the case now. With
the amendments made in December to the
Income Tax Act 1967, the onus is on the
taxpayer to assess his or her own taxable
income.

The new regime comes into effect this
year with the passing of the Income Tax
(Amendment) (No. 2) Act 1999 (in Decem-
ber 1999). While the amendment does not
affect taxation policy, it does require taxpay-
ers to exercise higher discipline in tax com-
pliance, said Neoh Chin Wah.

The nor thern branch chairman of the
Malaysian Institute of Accountants was
speaking at a seminar the Institute organ-
ised in Penang to assist companies in deal-
ing with these changes in income assess-
ment. Co-press sponsors for the seminar
were Star Publications (M) Bhd and
Kwong Wah Jit Poh Press Bhd.

The new system will be imposed on the
corporate sector first in 2001, followed by
self-employed and salaried individuals in
2003 and 2004 respectively.

Generally, “the cost of tax compliance may
increase two to three times. And there is a
need for higher discipline and willingness of
compliance by taxpayers and a higher degree
of co-operation between tax agents and the
directors of companies,” Neoh said.

Advance estimate of income
Companies are now required to submit

an advance estimate on tax payable to the
IRB before the start of the basis period for
the year of assessment. Previously, com-
panies only needed to inform the board of

CHOONG KWEE KIM reports on a tax seminar discussing the new current-period,
self-assessment tax system which became effective on 1 January 2000.

The People’s Responsibility

their chargeable income after the close of
the financial year, and then pay tax on that
income in the following year.

“But now, a taxpayer must work out a
clear business plan and submit an advance
estimate of tax payable. (The plan should
contain) information like the company’s
gross income, allowable expenses, double
deductions, capital assets investment plan
and also how policies affect chargeable in-
come,” said Neoh.

While computing tax payable, the tax-
payer may, of course, consider whether
there are opportunities for tax mitigation,
but he must never cross the boundary of
tax avoidance, Neoh added.

The estimate of tax payable must be sent
in not later than 30 days before the star t of
the basis period for the year of assessment.
The taxpayer must start paying his first
monthly instalment for the estimated
amount before the 10th day of the second
month of that basis period.

For example :  if the beginning of the ba-
sis period for a company is March 1, 2000,
the estimate of tax payable must be sub-
mitted no later than Jan 30. If the estimated
tax payable for the year is RM36,000, the
first monthly instalment payment of
RM3,000 for a 12-month basis should be
made by April 10.

If payment is delayed, regardless of
whether the delay is by one day or 30, the
taxpayer must pay a penalty of 10% of the
instalment due. So, if the taxpayer is one
day late every month for one year on pay-
ing a RM3,000 instalment, the amount of
penalty alone will total RM3,600 a year,
pointed out Neoh.

Don’t underestimate
There is also a 10% penalty imposed if

the dif ference between the first estimate
(or the six-month revised estimate if such
a revision is made) and the company’s ac-
tual income the figure derived after clos-
ing of accounts exceeds 30%.

For instance, Neoh said if the estimate
for tax payable is RM36,000 but the actual
figure (based on the actual income of the
company) is RM60,000, the difference is
RM24,000. The allowable margin of 30% of
RM60,000 is RM18,000. The difference
exceeds that margin by RM6,000
(RM24,000 RM18,000), so a penalty of 10%
on RM6,000 will be levied.

However, if the earlier instalments paid
exceed the revised estimate, remaining
instalments will cease immediately.

“Previously, it was a test of under-decla-
ration and wilful tax evasion but, now, mere
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understatement of tax payable is liable for
penalty,” said Neoh.

And you can’t escape by not submitting a
revised estimate in the sixth month because,
according to Neoh, “you’ll just have to pay a
huge lump sum of penalties at the end.”

 He said the Institute of Accountants has
proposed quarterly revisions instead of the
single revision in the sixth month of the
basis period.

 Also, according to the new system the
estimate of tax payable for the year of as-
sessment should not be less than the re-

vised estimate in the immediate preceding
year. For the year of assessment 2001,
Neoh said the estimate of tax payable can-
not be less than the amount of tax paid in
the year of assessment 1999.

 “The government is already assuming
that business of taxpayers will be better in
2001 than 1998!” Neoh said.

New way of filing returns
Previously, taxpayers filed income tax re-

turns that is, the forms that informed the IRB
how much you earned in the year of assess-
ment within six months of the close of the
accounting period. The IRB would then send
a notice of assessment and the taxes due had
to be paid within 30 days of the notice.

“With the new system, there is no 30-day
grace for payment of tax on chargeable

income. The filing of the return is deemed
to be the notice of assessment,” Neoh
pointed out.

So, unlike previously, taxpayers cannot
wait till the last day to file their returns as
that is also the last day to pay the taxes
due.

What this means is that companies have
to change their habits, said Neoh.

“Companies must close their accounts
early, like within one month after the finan-
cial year-end, and send the account to their
auditor. This will allow another three to

four months for work like auditing, discus-
sion on audit repor ts between auditors and
directors, and tax computation by tax
agents.

“The return can then be submitted by
the fifth month, allowing one month’s grace
for appeals before the date due,” he ex-
plained.

 The return must contain information
like gross income, adjustable income,
statutory income, total income, chargeable
income and tax payable.

More powerful IRB, more
liability for agents

The new system also requires compa-
nies to offer “all reasonable facilities and
assistance” to the IRB director-general or
an authorised of ficer investigating a com-

pany’s financial records, said Neoh.
“Previously, occupiers of the premises

need only allow the authorised person the
right to entry at any time. But now, the
occupiers must also allow the authorities
access to facilities like the photocopy ma-
chine or telephone,” Neoh pointed out.

Failure to give reasonable assistance is
considered an offence and, on conviction,
is liable to a fine between RM1,000 and
RM10,000 or imprisonment not exceeding
one year, or both.

The new system has increased the liabil-
ity of tax pre-
parers, too, said
Neoh. Tax prepar-
ers include tax
agents, bookkeep-
ers, directors, of-
ficers of a company
and financial offic-
ers, among others.

The new act
stipulates that any
person who assists
or advises in the
preparation of any
returns resulting
in an understate-
ment of tax pay-
able is deemed
guilty of an of-
fence, unless he
satisfies the court
that he exercised
reasonable care.

On conviction,
the fine is between RM2,000 and RM20,000
or less than three years’ imprisonment, or
both.

“To be able to produce a defence of rea-
sonable care, tax agents have to carry out
extra procedural tests and enquiries. Such
extra assignments will definitely incur
costs which, of course, will be billed to cli-
ents,” said Neoh.

In shor t, the new system will definitely
affect taxpayers and tax preparers in vari-
ous ways.

* For enquiries, call the Malaysian Insti-
tute of Accountants at tel 03-2274 5055, 04-
229 4203 (northern branch); Inland Rev-
enue Board’s Infoline at tel 600-837 888; its
homepage (http://www.hasiLNet.org.my/)
— The Star, Malaysia.

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○
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 V E N T U R E  CA P I TA L

F E AT U R E

VENTURE 

“The main hurdle to the birth and success of new science and

technology-based companies is the non-availability of adequate capital.

Without this, it is virtually impossible even for the

most daring individual or the best idea to succeed.”
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Venture Capital
Developments

P rior to the Second World War, com-
 mercial banks and investment
 banks were reluctant to provide

venture or risk capital for such companies
due to banking regulations and for other
reasons. Things have changed today. Now,
venture capital can be obtained from sev-
eral sources including certain commercial
and investment banks. This change was
brought about by post-war establishment
of venture capital investment groups that
specialised in funding high-risk enter-
prises, often based on scientific or techno-
logical advances.

All over the world, venture capitalists
have been backing and supporting numer-
ous entrepreneurs. They help existing en-
terprises to develop and empower the sick
companies to turn around. They have been
catalytic in bringing forth technological
innovations worldwide. The surveys in the
US and the UK show that venture-backed
companies provide a massive impetus to
the economic performance and global com-
petitiveness of their countries. They not
only create more jobs and exports, but also
make significant contributions to public
revenue via taxes.

In the US, the economy is driven by in-
vention, innovation and also by venture
capital. Arthur Rock, Tommy Davis, Tom

Chasing for High-risk and
High-reward Investments

 CAPITAL

By Dr. Ravilla Manohar
SENIOR LECTURER, DEPARTMENT OF ACCOUNTING AND FINANCE, UNIVERSITI TENAGA NASIONAL

Perkins, Eugene Kleiner and other early
venture capitalists are legendary for the
roles they played in creating the modern
computer industry. Their knowledge in-
vestment and operating experience were
invaluable apart from their capital.

For decades, venture capitalists have
nur tured the growth of US high-technol-
ogy and entrepreneurial communities, re-
sulting in significant job-creation, eco-
nomic growth and inter national competi-

IDEAS IPOs

$$

$$$ $

VENTURE CAPITALISTS
(earns while marketing

for others)

PRIVATE INVESTORS
(seek higher returns)

PUBLIC MARKETS
AND CORPORATIONS

INVESTMENT BANKERS
(need companies

to sell later)

ENTREPRENEURS
(need funding)

S
T
O
C
K

CORPORATIONS
AND GOVERNMENT

Main Players in the Venture Capital Industry

“For decades, venture

capitalists have nurtured the

growth of US high-technology

and entrepreneurial commu-

nities, resulting in significant

job-creation, economic

growth and international

competitiveness.”
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Tokyo, the entrepreneurial and

venture capital boom city of Japan.

14

tiveness. The US venture capital industry is envied throughout
the world as an engine of economic growth.

The venture capital concept is basically of US origin where it
has achieved tremendous success. Venture capital can be traced
back to five decades when General George Doriot and the
Rockefeller family provided finance to companies making use of
new technologies.

In the real sense, the venture capital development took place in
1958 when the Business Administration Act was passed by the
US Congress. The success stories in recent times of the Digital
Equipment Corporation, Apple Computers, Federal Express, Intel,
Compaq, Sun Micro Systems, Microsoft and Greentech and oth-
ers in the Silicon Valley’s success stories can be attributed to the
liberal funding of venture capital.

In 1998 alone, venture capitalists invested a record of US$19.1
billion in nascent companies in the US. The US venture capital-
backed firms were far more prolific exporters per unit of equity
invested than were the much larger Fortune 500 companies.

In the UK, the venture capital industry received a boost by way
of the government’s Business Expansion Scheme, which permit-
ted individuals to claim tax relief for investment in companies not
listed on the stock exchanges. The concept has been developing
over the last 15 years, but the real growth has accelerated since
mid-1980s. A record of £4.2 billion was invested over 1,200 com-
panies in 1997 alone. The UK venture capi-
tal industry is the largest and the most
developed in Europe, second only to the
US in world importance.

The US experience prompted the Japa-
nese to adopt the concept. In 1982, the Ja-
pan Associated Finance Company (consor-
tium of banking, industrial and securities
firms) established the country’s first ven-
ture capital fund, followed by many others
later. Now, Japan is experiencing an entre-
preneurial and venture capital boom as a
traditionally homogeneous culture at-
tempts to learn what makes innovation
work in the US. In the 1980s, several Asian
countries established venture capital firms
and the governments have been playing an
important role in their development.

Tokyo, the entrepreneurial and

venture capital boom city of Japan.

Year No. of Companies Investments

(US$ bn)

1995 1,369 5.8

1996 1,882 9.9

1997 2,493 14.0

1998 3,446 19.1

1999 (1Q to 3Q)  2,664 28.6

Source :  Venture Economics News, 28 October 1999.

Venture Capital Investments in the US The Concept

Venture capital is money provided by professionals who
invest alongside management in young, rapidly growing
companies that have potential to develop into significant

economic contributors. Venture capital means funds invested in
securities purchased directly from new, unseasoned or troubled
enterprises in a private placement where there is a risk of total
loss and opportunity for very high returns.

Although historically venture capital started only with the early
stage of financing and good ideas, in recent years high-technol-
ogy activities have been the main focus of professional venture
capital investors. Currently, the industry covers a broad spectrum
of interests which includes computers, communication, medical,
biotechnology and others.

The venture capital concept is quite simple. An investor or a
group of investors contributes capital to the new or small enter-

  Industry Sector 1998 1999

Internet Specific 2.5 9.4

Computer Software & Services 4.0 4.7

Communications 3.3 4.5

Consumer-related 1.3 1.6

Other Products  2.4 2.8

Medical/Health 2.4 1.9

Semiconductor/Other Electronics 0.8 1.1

Biotechnology 1.0 0.7

Computer Hardware 0.6 1.4

Industr y/Energy 0.4 0.6

Source :  Venture Economics News, 28 October 1999.

US Venture Investments
by Industry Sector

(US$ billion)
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prise in return for an equity position in that enterprise. The ob-
ject is that as the business grows and prospers, the value of that
equity position will increase. Furthermore, at some favourable
period (usually 3-7 years), it will be possible for the investor to
convert the value of that equity position into cash or other liquid
assets. Thus, the appreciation of his investment will be in the form
of capital gains.

Differences between Venture Capital and
Other Forms of Financing

A venture capitalist is different from a conventional inves-
  tor in many ways. Venture capitalists generally invest in
  new ventures started by technocrats lacking entrepre-

neurial experience and who are invariably in need of funds. They
also finance firms based on innovative technologies that have not
been commercially tested. They generally invest in companies which
are not listed on any stock exchange. They hope to make profits
only after the company obtains listing.

The most important factor that distin-
guishes venture capitalists from conven-
tional investors and mutual funds is that
they do not just invest in a company and sit
back and wait for their investments to bear
‘fruit’. They also lend management support
and provide entrepreneurs with many other
facilities. They even participate in the man-
agement process more actively than mutual fund managers do.

With respect to borrowings, the difference between venture
capital and conventional term financing lies in the preferred in-
vestment instrument or mix of instruments, type of collateral ac-
cepted and magnitude of the risk involved. For the typical ven-
ture capital client, collateral often takes the form of intangible
assets such as research results, innovative marketing ideas or
technical skills. Their cash flows almost invariably start with a
long period of negative result.

The professed objective of a venture capitalist is neither to seek
a majority or controlling interest in the investee nor to remain
forever as a shareholder. They usually wait for the business to
grow and prosper and this will take a period of 3-6 years to realise

1. Early Stage Financing

n Seed money for supporting a concept or idea
n Financing for research and development to enable product

development
n Start-up capital for initial production and marketing
n First-stage financing for full-scale production and market-

ing

2. Expansion Financing

n Second-stage financing for working capital and initial ex-
pansion

n Development financing for major expansion
n Bridge or mezzanine financing for facilitating public issue

3. Acquisition/Buy-out Financing

n Acquisition financing for acquiring another firm for further
growth

n Management buy-out financing for enabling group to ac-
quire firms or parts of its business

n Turnaround financing for turning around a sick unit

US Venture Capital Disbursements
by Financing Stage (1996)

  Stage US$ million %

Seed 384.2 4.1

Start-up 750.3 8.0

Other Early Stages 1,413.8 15.0

Expansion 3,921.5 41.6

Leverage Buy-out 830.0 8.8

Acquisition 1,075.8 11.4

Others 1,045.0 11.1

Total 9,420.6 100.0

Source :  Venture Economics Investor.

the investments, and thereby exit from that business, while the
other investors prefer to stay back even though they may not be
able to add value to the enterprise.

The person who started the business is seldom the person who
can make it grow and that person is seldom the one who can lead
a much larger company. Thus, in a venture capital-assisted com-
pany, it is unlikely that the founder will be the same person who
takes the company public. But in a conventional business, the
founder will generally be the same person who will take the com-
pany to public issue.

Various Stages of Investing in a
Company’s Development

Venture capital firms are ordinarily interested in investing
at various stages in an enterprise’s development (see
Table below). Apart from providing ‘seed’ money or ‘start-

up’ capital to finance launching of an enterprise, venture capitalists
also finance development, expansion and
buy-out financing for the enterprises where
they are unable to raise funds from normal
financing channels. They also provide turna-
round finance to revitalise and revive sick en-
terprises.

Methods of Financing

T   he three most common forms of
         investment by venture capitalists
       are common stock, convertibles

and loans with warrants. Apart from these, conventional loans,
conditional loans and income notes are the other for ms of finan-
cial instruments through which funds are made available by ven-
ture capitalists.

“For the typical venture

capital client, collateral often

takes the form of intangible

assets such as research re-

sults, innovative marketing

ideas or technical skills.”

Stages in Venture Financing
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A conditional loan is repayable in the form of a royalty (2-15 per
cent) after the venture is able to generate sales. No interest is
paid on such loans. With regard to income note, the entrepre-
neur has to pay both interest and royalty on sales. Funds are avail-
able at a low rate of interest during the development phase and at
a high rate of interest after development.

Venture Capital Investment Process

Venture capitalists investment generally involve five steps
as enumerated below. These functions require special
skills, appropriate timing and particular procedures.

i. Deal Generation

A continuous flow of deals is an impor-
tant activity of the venture capital invest-
ment process. Successful venture capital
investment depends heavily on generating
a good ‘deal flow’ from which to choose.

Deals may originate by various means.
In the US, the best deals come from refer-
rals of other entrepreneurs, followed by
other venture capitalists, and from other
business people such as accountants, finan-
cial consultants and lawyers. Surveys in
France have shown a similar pattern and
the banking community stands as a refer-
ral source to the venture capitalists. The
other important source is the active search
through networks, trade shows, confer-
ences, seminars and the like.

The regular flow of projects is important
because, in many countries, only 10-20 out
of 100 inquiries who survive the initial
screening, reach the diligence stage and
are likely to lead to an investment.

ii . Due Diligence Process

This process involves the careful review of the business plans,
which are submitted by the entrepreneurs in different forms, sizes
and circumstances. At the end of this process is a screening
mechanism for rejecting the deals that do not meet the overall
venture capitalists predetermined criteria.

The due diligence process is neither shor t nor sweet, and would
focus on critical areas for the success or failure of most compa-
nies. These include :

n Quality of the entrepreneur.

n Depth of the management team.

n Potential size of the market.

n Vulnerability of the technology or idea.

The most time-consuming and most important element of the
investment decision is quality of the entrepreneur. The key entre-
preneurial traits, which are looked by venture capitalists, are drive,
total commitment, willingness to work for long hours, creativity

and honesty. In respect of project or product, it should possess a
competitive edge, allowing for high profit expectations.

iii . Structuring of the Deal

Once a deal has been evaluated as viable, the venture capitalist
and the investee company will negotiate the terms of the deal.
The negotiation process will involve elements such as valuation
of the company, amount and proportion of venture capitalists par-
ticipation, type of financing instr uments, conversion rights for
preferred shares or for convertible debt, expected exit time and
expected divestment procedures.

The typical investment may also include protective covenants.
Covenants include venture capitalists right to control the inves-
tee company, change its management, if needed to buy back, ac-
quire or make public of ferings, etc.

iv . Monitoring of Investments

Once the agreement has been reached between the venture
capitalist and the investee company, the next course of action for
the venture capitalist is to monitor the investments. Monitoring
refers to not only the preser vation of capital, but also the way in
which the investor adds value to his investment.

The venture capitalist assumes the role of a partner and a col-
laborator. If a financial or managerial crisis occurs, the venture capi-
talist may intervene and even install a management team. The ven-
ture capitalist also gets involved in shaping the direction of the ven-
ture through representation on the board of directors or through
influencing the quality of marketing, finance and other functions.

“In the US, the best deals come from referrals of other

entrepreneurs, followed by other venture capitalists, and

from other business people such as accountants,

financial consultants and lawyers.”
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Successful venture-assisted entrepreneurs indicate that, in most
cases, management/entrepreneurial assistance from their ven-
ture investors have been more helpful than their financial contri-
butions.

v . Selling and Liquidifying

Selling and ‘liquidifying’ (divesting) is the final step for the ven-
ture capital investor. In the US, the divestment takes place through
the well-established capital markets and more recently via well-
developed over-the-counter (OTC) stock markets, while venture
capitalists in other parts of the world have to rely on other exit
avenues.

The Initial Public Offering (IPO) is the most glamorous and
visible type of exit for a venture investment. IPOs have been in
the limelight during the last six years. In most European coun-
tries, the exit route in recent years is through secondary stock
markets and OTCs.

Until recently, the most frequent avenues for divestment in these
countries were, and still are, mergers and acquisitions by other
investors, selling of shares through private placements (to insti-
tutional investors), or through informal
brokers (accountants, financial consult-
ants, lawyers, etc), and buy-backs by the
majority stockholders or management buy-
outs by the company’s executives. Al-
though these procedures produce much
profit for the investors, they are still con-
sidered to be second-best, compared with
public issues through a regular stock mar-
ket.

Types of
Venture Capital Firms

T here are several types of venture
  capital firms, the most common
  being the independent venture

firm, which has no affiliations with any in-
stitution. They are called private independent firms. Some ven-
ture firms are af filiates or subsidiaries of a commercial bank, in-
vestment bank or insurance company, and they make investments
on behalf of outside investors or the partner firm clients.

There are still others, subsidiaries of non-financial industrial cor-
porations, which make investments on behalf of the parent com-
pany itself. These firms are called corporate venture investors.

The most common form of a venture capital organisation is the
limited partnership. In recent years, the tax code has allowed the
formation of either limited liability partnership or a limited liabil-
ity company as alternative forms of venture capital. However, the
limited partnership is still the predominant organisational form.

In limited partnership, investors contribute their capital. Man-
agement of the fund is entrusted to a management company, struc-
tured as a general par tnership. The management company pro-
vides all the services associated with selection, monitoring and
assistance of the investees and gets compensated for them through
a management fee and a proportion of the net capital gains.

Limited partnership has a specified life, usually 10 years. There
is a day of reckoning where the performance of a fund can be
measured over a given period of time. This contrasts with a cor-
poration which continues indefinitely with a fluctuating capital and
intermittent payments of dividends, and where the return on in-
vestments over a period of time is less easy to determine and very
much less visible.

‘Angels’

Even individuals can become venture capitalists. In the
1950s and 1960s, individual investors were the archetypal
venture investors. After a long pause, individuals have

again become a potent and increasingly larger part of the early
stage star t-up venture life-cycle. They are commonly known as
‘Angels’. They mentor a company and provide required capital
and exper tise to help develop companies. Angel investors may
either be wealthy people with management expertise or retired
businessmen or women who seek the opportunity for first-hand
business development. In essence, Angels are private informal
venture capitalists.

Angel investors define risk idiosyncratically, for example, “the
nature of potential loss — irrecoverable or affordable — the need
for liquidity and the need for control.” The main advantage of going
with individuals is that it is much quicker and one can tailor the
details of the deal to the individual investor.

Sources of Funds

T  here are ample sources of funds available for venture
capital. In the US, the investments in venture capital come
largely from pension funds, financial firms, insurance com-

panies and university endowments. They invest a small percent-
age of their total funds (say 2-3 per cent) in high-risk investments.

In the UK, external institutions, private individuals and pension
funds are the major contributors to the venture capital funds.
Banks and governments were the liberal contributors to the ven-
ture capital business among European countries (other than the
UK). The other sources in general include industrial corporations,
investment syndicates and Angel investors.

Angel versus Venture Capital

 Investment Focus Venture Capital Angel

Stage Preference for higher growth Preference for initial venture
venture

Objective Seek high returns Multiple aims

Funding Individual/Fund Own money

Conditions Rigorous/Demanding Flexible

Limit No limit Small amount
(US$5,000-US$500,000)

Process Period 6 months 2-3 months

Management Management participation Management participation/
 super vision/consulting

Type Formal Informal
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Portfolio Performance

Experience shows that even after a rigorous evaluation of
projects, only a few projects will be able to become win-
ners. It is very hard to find projects exceeding 20 per

cent to be winners; that 30-40 percent of investments fall under
‘sleepers’, which generates a return similar to that of a passive
investment; and 20-30 per cent of investments would be total los-
ers. In fact, venture capital reputations are often built on one or
two good investments.

A typical breakout of portfolio performance per US$10,000 in-
vested is shown below. The performance is the net result of the
way in which the venture capitalists planned their strategies and
spend their time in their business activities.

Productive Hours of Venture Capitalists

Venture capitalists distribute their time among various ac-
tivities (see Table below). These include identifying and
attracting new deals, monitor existing deals, allocating

additional capital, if necessary, to the probable successful deals
and assisting with exit options.

Able and astute venture capitalists determine the time allocation
on a shrewd basis among different functions and deals. Take, for
example, that each partner of a venture capital firm has a typical
portfolio of 10 companies and a 2,000-hour work year. Supposing a
partner spends 40 per cent of his time as a director and consultant,
then the number of hours spent would amount to 800 hours a year
for all companies and 80 hours a year for each company, thus re-
sulting in concentrating two hours a week for each company.

Bad Alive Okay Good Great Total

Invested US$ 2,000 4,000 2,000 1,000 1,000 10,000

Pay-out (year 5) 0 1x 5x 10x 20x —

Gross Return 0 4,000 10,000 10,000 20,000 44,000

Net Return – 2,000 0 8,000 9,000 19,000 34,000

Breakout of Portfolio Performance per US$10,000 Invested

How Venture Capitalists
Spend their Time

  Activity Percentage of Time (%)

Soliciting Business 10

Selecting Opportunities 5

Analysing Business Plans 5

Negotiating Investments 5

Serving as Directors & Monitors 25

Acting as Consultants 15

Recruiting Management 20

Assisting in Outside Relationships 10

Exiting 5

Source :  Harvard Business Review, Nov-Dec 1998.

Malaysian Scenario

T he venture capital financing in Malaysia began in a small
  way with the opening up of Malaysian Ventures Bhd in
  1984 with a fund size of RM13.8 million. It was based on

the US original model of 1970s. Today, there are 30 venture capi-
tal companies providing venture capital finance.

The growth in venture capital financing was ver y slow during
1980s. Specific tax incentives made the industry grow further
during 1990s. Six venture capital companies were established in
1990 with a fund size of RM92.8 million. In 1992, the number in-
creased to 12 with total funds of RM350.3 million. By end-1998,
the total funds mobilised rose to RM1.1 billion. To-date, about
RM800 million or 72 per cent of the local funds have been invested.

The size of the venture capital pool in
Malaysia is small, compared with other
Asian countries. For example, the size of
venture capital in Hong Kong, Singapore
and South Korea amounted to US$5,817
million, US$5,280 million and 800 billion
won respectively in 1996.

The growth of the venture capital indus-
try in Malaysia has not kept pace with other
developing countries. The slow take-off can
be attributed to several reasons. A survey
conducted by Smartinvestor on venture

capital in 4Q98 revealed the following :

n The mismatch between high-risk and the management of risk
by venture capitalists is one of the factors stifling the growth of
the venture capital industry. The mismatch is reflected in fa-
vourable acceptance towards mezzanine stages of funds rather
than providing seed capital for start-ups. They favour businesses
with track records, as opposed to start-up projects. Thus, the
venture capitalists prefer safe investment and they try to avoid
risky projects, investing only in companies with stable financial
track records.

n Some venture capitalist shareholders mostly comprise finan-
cial institutions. They insist on early returns because they have
to pay back interest on customers’ deposits. As a result, ven-
ture capitalists are forced to neglect start-up investment.

n Entrepreneurs are reluctant to seek the venture capital funds
because they have to offer equity shares in exchange for finance
and, in turn, may lead to a dilution of ownership and control.
Hence, entrepreneurs prefer funds from banks rather than ven-
ture capitalist.

n Resource constraints is also one of the problems faced by the
venture capitalists. Traditionally, the funds come from the fi-
nancial institutions and not from the local investors. Most of
the savings of local investors are either placed in the Employ-
ees Provident Fund, insurance companies or banks. There is
no move towards liberalising and channelling these funds into
the venture capital industry. The better source of funds for ven-
ture capital companies could be insurance companies. However,
they mostly invest in equities, bonds and government papers.

n From the taxation aspect, the local venture capital companies
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are not granted any special preference by the Inland Revenue
Board. Most of the venture capital companies do not qualify
for tax exemptions for disposal of shares. Currently, Malaysia
does not have a tax advantage to attract US and other inves-
tors.

n Most of the Malaysian enterprises are not very thorough in
putting up their proposals and most of the time their business
plans are questionable. They also tend to think that all venture
capital companies should play a developmental role and bear
all the risks.

n In the US, technology compa-
nies start with many shares,
but at a low par value. That
enables them to raise money
through several stages without
losing control of the company.
This is not the situation in
Malaysia. By the time the com-
pany goes through several stages of fund-raising for growth,
the entrepreneur’s control is diluted. This would dampen his
enthusiasm to manage the business since the role has reversed
from majority to minority owner.

n Due to perceived risks, venture capitalists are only able to gar-
ner limited funds. The limited source of funds is said to be one
of the reasons why the venture capitalists are unable to expand
their portfolio. During mid-1998, the total por tfolio of venture
capitalists recorded around RM1 billion, whereas the total bank
lending amounted to over RM420 billion.

n Private individuals and foreign investors are reluctant to invest
in venture capital firms. Private individuals are inclined to in-
vest in primary and secondary markets since the stock market
gives easy and attractive returns for them.

n Syndication of deals is rare and fund managers in Malaysia are
more risk-averse than elsewhere.

n The growth of venture capital in other countries has been asso-
ciated with the emergence of management buy-outs and varia-
tions such as leveraged buy-outs and management buy-ins as a
feature of economic restructuring. Buy-out activity in Malaysia
has been very modest to-date, mainly linked to privatisation of
government utilities. There have not been many prospects for
the growth of this activity.

n The key players were sponsored by the financial institutions,
which had a constructive approach to financing. There was no
aggressive marketing by these players. And there were no con-
sistent ef forts by them to locate and nurture the available stock
of first-generation entrepreneurs.

n The scope of technology shopping in the domestic market is
rather limited. Not much research results are forthcoming from
research laboratories and universities on new technology.
Inter-linkages among the users and suppliers, and free mobil-
ity of technical ideas for social exploitation or for market needs
were absent.

What Needs to be Done?

P roposals for new start-ups in the Silicon Valley are always
backed by experienced promoters with many years of in-
dustry experience, with a strong technical knowledge and

flair for business. Their proposals and business plans are thor-
ough and cover many aspects of implementation.

In contrast, proposals for start-ups in Malaysia are not up to the
mark due mainly to inexperienced managers. This weakness needs
to be dealt with if the effective implementation of proposed busi-

ness plans is to be successful.
Further, there should be more
experienced promoters and
management teams being in-
volved in start-ups in Malaysia.

For local star t-ups, the aver-
age size of the investment is
less than RM2 million. This
amount is insufficient. An effec-
tive way to overcome this prob-

lem is to discipline the venture capitalists by introducing a re-
quirement that, in order to qualify for tax benefits, they should
first allocate a certain portion of their funds for star t-ups.

Currently, the only aggressive venture capitalists that finance
technology start-ups are government agencies. There needs to
be a change in the perception among the private venture capital
companies.

The present practice of government incentives has not been suf-
ficiently appealing to either attract venture funds or influence their
investment decisions. The present tax structure should be designed
to encourage private sector finance into venture funds, whether
from savings by individuals, large local companies, multinationals,
domestic financial institutions or offshore venture capital funds.

The government can also encourage venture funds to invest in
new technology. In this regard, specific incentives could be of-
fered to venture funds to write off losses arising from high-tech-
nology investments.

In Singapore, it is acknowledged that its government lends
strong support for innovation. The Singapore gover nment recog-
nises that by suppor ting venture capital, it could help the small
and medium-scale enterprises (SMEs) in transferring technology
and creating more SMEs.

The principal incentive for venture capital firms is the granting
of pioneer status for the local capital funds, with tax exemption for

“Most of the Malaysian enterprises are not

very thorough in putting up their proposals

and most of the time their business plans are

questionable. They also tend to think that all

venture capital companies should play a

developmental role and bear all the risks.”

“Leave the beaten track
occasionally and dive into the

woods. You will be certain to find
something you have
never seen before.”

~ Alexander Graham Bell ~
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1 No. of patents registered in 1995 = 3,490 (50% more than
next closest region)

2 Amount spent on academic research in 1995 = US$1.1 bn
(No. 1 of all the regions)

3 Research and development expenditure spent = 16% of sales
(twice the national average)

4 No. of research centres = 719 (No. 1 of all the regions)

5 Value added per hour = US$152.86 (37% higher than other
regions)

6 Received venture capital funds in 21-month period = US$2.1
bn (50% of total US venture funds)

7 No. of public offerings in 1996 = 75 (47% of total IPOs in the
US)

8 New businesses reached in 1997 = 3,575 (13% increase over
the previous year)

Source :  Centre for Entrepreneurial Studies, Standford University,
Graduate School of Business, 1998.

Facts About The Silicon ValleySilicon Valley is a silver of real estate about 30 miles
long and 10 miles wide, nestled up against Santa Cruz
mountains. The valley is contained by the San Fran-
cisco Bay on the east, the Santa Cruz mountains on
the west, and the coast range to the south-east.

The sun shines at least 200 days a year and the area enjoys a
temperate climate due to soft coastal breezes and evening fog.
Here, you can see the towering eucalyptus trees, verdant hills, a
crisp Pacific breeze, and what may be the most per fect climate on
the earth. At the turn of the centur y, when fruit orchards pre-
dominated, the area was known as the ‘Valley of Heart’s Delight’.
Today, semiconductor chips, made of silicon, are the principal
products of the local high-technology industries in this area. (Sili-
con is a sand-like element found extensively in the earth’s crust.
It is used in making today’s computers.)

The valley is distilled essence of the entrepreneurial energy.
Like Florentines and Venetians (in Florence and Venice, com-
merce flourished in the 13th and 14th centuries, giving rise to dou-
ble-entry accounting there as well), the business people here are
busy in developing globally interconnected communities, of
frictionless commerce, instantly accessible knowledge and stun-
ningly appealing media.

Silicon Valley is the ‘Mecca’ for innovation in technology. The
valley is a magnet for entrepreneurs from all over the world. They
come due to the extensive infrastructure available for fledgling
technology companies. From venture capital to high-calibre engi-
neering talent, they are all here and every one speaks the lan-
guage of technology. Government grants are not available in this
place. But the willingness of the venture capitalists helps the en-
trepreneur to raise anywhere from US$1 million to US$50 million
in capital funding.

More than 2,000 electronics and information technology com-
panies, along with numerous service and supplier firms, are clus-
tered in the area. The valley contains the densest concentration
of innovative industry that exists anywhere in the world, includ-
ing companies that are leaders in such fast-expanding fields such
as computers, semiconductors, lasers, fibre optics, robotics, medi-
cal instrumentation, magnetic recording, and educational and con-
sumer electronics. Some are branches or subsidiaries of bigger
corporations that felt obliged to establish research facilities in the
area, even though their headquarters may be located elsewhere.

Most of the new industries are home-grown.
Every successful company in the Silicon Valley was built on

radical innovations. Like the California gold rush in the 1850s,
Silicon Valley is a modern-day boomtown, which continually keeps
reinventing itself. Most of the money that is made here is rein-
vested locally, so it feeds on itself. New economy billionaires like
Jerr y Yang, co-founder of Yahoo! and Pierre Omidyar, chair man
and founder of eBay, did not get rich by wringing the last ounce
of ef ficiency out of dying business models. Every one in the Sili-
con Valley knows that their innovation made them wealthy.

In the valley, ideas, capital and talent are allowed to circulate
freely. They meld in to whatever combinations are most likely to
generate innovation and wealth.

Virgin group, a branded venture capital company with a few
billion US dollars, had created nearly 200 new businesses. In 1998,
the Silicon Valley gene pool produced 41 IPOs, which by January
1999 had a combined market capitalisation of US$27 billion. Out
of 63 companies, which received venture capital in 1Q93, 26 went

up to 10 years based on limited partnership model. The govern-
ment of Malaysia still has a crucial role to play by creating such a
climate.

Conclusion

If the countr y wants to replicate the successes of the Silicon
Valley, then a partnership between ideas and finances will have

to be made to work. Further easing of tax shelter restrictions,
sorting out the anomalies, attracting foreign investors into the
venture capital industry and providing the domestic venture capi-
tal industr y with a level playing field will go a long way in making
Malaysia an economic power. For this, a national agenda on ven-
ture capital is needed, which will assist in rebuilding the Malaysian
economy.

What Is The Silicon Valley?
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to public issue by end-1998. An investor who bought at an offer
price had benefited by a return of 1,700 per cent by end-1999. The
internal rate of return of the average venture capital fir m is esti-
mated to be about 40 per cent.

Silicon Valley is a place of resource attraction and a market for
ideas. Merit ideas attract resources in the form of venture capital
and talent. Around two-thirds of Silicon Valley’s start-up businesses
receive their initial funding from ‘Angels’. They invest from
US$50,000 to US$500,000. The venture capitalists throughout the
year get pitched new ideas by kids who have not reached their
30th bir thday. On the average, a venture capital firm receives more
than 5,000 unsolicited business plans a year.

Silicon Valley runs on nifty new ideas, not zillions of greenbacks.
A five-partner venture capital firm on average invests in 10 out of
5,000 ideas, of which five will be total write-offs, three will be
modest successes, one will double the initial investment, and one
will return the investment 50-100 times. The goal is to make sure
you have a big winner, not to make sure there are no losers. Sili-
con Valley companies are challenging industrial aristocracy in
diverse fields such as retailing, insurance, book-selling and broad
media.

Many corporate leaders in the world envy the success of Sili-
con Valley’s entrepreneurs, but only a few thought of planning to
bring the valley inside their country and ignite the entrepreneurial
passions of their own people. “The valley is an amazing place; it
moves so fast that the amount of experience you get can be meas-
ured in dog years rather than real years”, says Donal Delaney,
Vice-President of the Silicon Valley Bank.

Will the Asian Countries Replicate the
Silicon Valley?

Until the governments free their entrepreneurs, Asia will never
have a Silicon Valley entrepreneurial environment of its own. What
is lacking is a way to allow access to public markets to complete
the cycle and get the venture capital back, so that it can be in-
vested again. Government regulations that prevent young com-
panies from issuing stock until they have years of proven profits
discourages modern venture capitalists, who have come to ex-
pect quicker returns on investments.

Another reason cited is that Asia lacks the “cluster of exper-
tise” needed to build successful technology companies. For ex-
ample, computer programmers, hardware designers, along with
accountants, lawyers, venture capitalists and other professionals
who specialise in technology companies must be close enough to
work easily together for the industry to flourish. These clusters
do not exist in Asia.

Source :  Harvard Business Review, “Bringing Silicon Valley In-
side” (Gary Hamel), Sept-Oct 1999, p. 78.

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○

“Until the governments free their

entrepreneurs, Asia will never have a

Silicon Valley entrepreneurial environment

of its own.”
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 M A N AG E M E N T  A C C O U N T I N G

F E AT U R E

C arrier, a United Technologies
company, is the world’s larg-
est manufacturer of air -condi-
tioning and heating products.
Competition is intense, how-

ever, and among its six largest competitors,
Carrier is the only one that is not Japanese-
owned. The director of cost improvement for
Carrier’s worldwide operations notes that
Carrier’s customers demand “a wide range
of products that have unquestionable qual-
ity and include state-of-the-art features. Fur-
ther, they expect these products to be deliv-
ered when needed, at a competitive price.

As the industry leader, Carrier strives to
maintain its dominant position through inno-
vative product design (product differentia-
tion), high-quality low-cost manufacturing
(zero defects and cost leadership) and time-
based competition (Figure 1). To achieve
these objectives, Carrier implemented a se-
ries of improvement initiatives, including just-
in-time, product and process standardisation,

Distinguished Contribution to Management Accounting

just-in-time, standardisation, strategic outsourcing, supply

chain management, target costing, and performance meas-
urements. The article successfully illustrates universally

applicable concepts using specific company examples, thus
making these somewhat abstract concepts more concrete,

especially to non-management accountants. For those who are
involved in management accounting, the article presents de-

tailed ways to implement the complexity reduction process.

T
The FMAC Article Award for

Distinguished Contribution to Management Accounting

T 
his year’s winning article by Dr. Dan W. Swenson dis-

 cusses the complexity reduction programme, supported
  by activity-based cost management, of Carrier Corpo-

 ration, one of the best practice companies selected
 by the American Productivity and Quality Centre

(APQC) and the Consortium for Advanced Manufacturing-
International (CAM-I). The paper focuses on steps of com-

plexity reduction and its linkage to other initiatives such as

By Dr. Dan W. Swenson, CMA
ASST. PROF. OF ACCOUNTING, UNIVERSITY OF IDAHO

Managing Costs Through Complexity
Reduction at Carrier Corporation

ABC, JIT and target costing techniques enabled management to make better decisions
regarding processes, products and outsourcing.

Linking Strategies to
Enablers and Objectives

F I G U R E  1
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Strategic
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Standardisation

Performance
Measurement

Supply Chain

Target
CostingCOMPLEXITY REDUCTION STRATEGY

Statistical
Process Control

Information
Technology

Activity-Based
Management

Benchmarking

ENABLERS

strategic outsourcing, supply chain manage-
ment, target costing and performance meas-
urement. Complexity reduction is a common
goal among each of these initiatives.

While Carrier’s manufacturing environ-
ment was changing dramatically at the plant
level, its parent company, United Technolo-
gies, continued to emphasise financial report-
ing and control at the corporate level and
placed relatively little emphasis on develop-
ing modern cost management systems for its
manufacturing plants. Therefore, the manu-
facturing plants lacked the cost management
information that was needed to support the
above improvement initiatives adequately,
and profitability suffered. “The intense com-
petition, coupled with ever-increasing cus-
tomer demands, has made it dif ficult to main-
tain adequate profit margins on many prod-
ucts. Accordingly, Nao’s (Carrier’s North
American Operations) profitability had
dropped significantly below historical levels.”

Carrier needed what it describes as a set
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of ‘enablers’ to support the development of cost-effective product
designs and manufacturing processes. Activity-based cost manage-
ment (ABCM) was selected as the enabler, or tool, that provides
the necessary financial and activity information. Following its im-
plementation, ABCM has been used by Carrier to quantify the ben-
efits of redesigning plant layouts, using common parts, outsourcing,
strengthening supplier and customer relationships, and develop-
ing alternative product designs. In some cases, even though man-
agement knows intuitively how to improve its operations, until the
improvements are quantified they are not acted upon.

COMPLEXITY REDUCTION PROGRAMME

Carrier embarked upon its complexity reduction pro-
gramme to reduce the amount of complexity in both
the design and manufacture of its products. In many

ways, the term complexity is
analogous to variety. A compa-
ny’s complexity increases as the
breadth of its product line ex-
pands, as each product uses
more unique components, and
as more process options are
available to manufacture the
product. The costs associated with this complexity fall as manu-
facturing processes are simplified and standardised and as com-
panies offer fewer product options. At Carrier, a strategy to re-
duce complexity is the common thread that runs through each of
its improvement initiatives (Figure 1). Excessive product and proc-
ess complexity drives costs up, increases lead-time and makes
quality more difficult to control. According to Gonsalves and Eiler,
“Complexity factors are the biggest single driver of cost. They
are also the single biggest inhibitors of throughput.”1

To measure its progress at reducing complexity costs, Carrier
classifies manufacturing costs as being either unit-related, batch-
related, product-sustaining, or structural. Unit-related costs fluc-
tuate with the number of units produced. Direct material and di-
rect labour are examples of unit-related costs. Batch-related costs
vary according to the number of batches produced, and exam-
ples include material handling and first-part inspection costs. Prod-
uct-sustaining costs change based on the number of different types
of products produced. Designing new products and maintaining
part numbers in the information system are examples of product-
sustaining costs. Finally, structural costs tend to be fixed and are
not related to the number of units, batches, or products produced.2

For most companies, batch and product-sustaining costs are
closely associated with manufacturing complexity. These costs in-
crease as product lines expand, as more component parts are de-
veloped, and as batch production is utilised. For measurement and
control purposes, Carrier classifies all batch and product-sustain-
ing costs as ‘costs of complexity’. Furthermore, Carrier has devel-
oped financial and non-financial performance measures to bench-
mark its progress at removing complexity from its value chain. Fi-
nancial performance measures include complexity costs as a per-
centage of overhead, complexity costs as a percentage of total prod-
uct costs and complexity costs as a per cent of revenue. Non-finan-
cial performance measures include the number of common com-
ponents and manufacturing process options available (which it tries

“A company’s complexity increases as the breadth

of its product line expands, as each product uses

more unique components, and as more process

options are available to manufacture the product.”

to minimise) and the extent to which certified suppliers and strate-
gic outsourcing are used (which it tries to encourage). Complexity
reduction targets are in place for Carrier’s current product line,
and they also are used during the development of new products.
Some of its complexity measures are illustrated in Table 1.3

Carrier’s complexity reduction process has evolved into a for-
mal, systematic programme with corporate-wide visibility. The cost
of complexity (COC) programmes are administered at the plant
level by COC teams. COC teams are formed by recruiting mid-
level managers from each functional area including manufactur-
ing, engineering, accounting and materials management. Once a
team is formed, it documents its goals, objectives and deliverables.
It then agrees to a methodology for financially evaluating complex-
ity costs and potential cost-reduction opportunities. The team also
develops a process to target products and processes for standardi-
sation (a primary means of complexity reduction). The COC teams

receive top management sup-
port from a steering commit-
tee that oversees and monitors
the success of the COC pro-
gramme. Carrier considers
this programme to be one of
its critical success factors.

STEPS TO COMPLEXITY REDUCTION

T  he complexity reduction process begins when someone
(the originator) proposes an idea for complexity reduc-
 tion, completes a Complexity Reduction Form, and

marks up the product’s prints, specification sheets and other ap-
plicable documents. The originator also can use the Complexity
Reduction Form to suggest changes in parts, processes or proce-
dures. For example, the originator might see an opportunity to
eliminate the use of single-application unique par ts and replace
them with common par ts that have multiple applications. Origi-
nators also might propose process cost-reductions such as replac-
ing a batch process with a point-of-use process.

The Complexity Reduction Form is forwarded to the plant co-
ordinator who records the proposal in the Complexity Reduction
Log. The co-ordinator also records a description of the proposal,
the date it was received, its status and potential outcomes.

The proposal then moves on to one of the area co-ordinators
who evaluates its feasibility and uses an activity-based costing
methodology to perform a financial analysis (Table 2).

If the area co-ordinator rejects the complexity reduction pro-
posal, he or she will provide the originator with a written explana-
tion of reasons for the rejection within two weeks of receiving the
proposal. (The originator can appeal a negative decision by
resubmitting his or her proposal to the steering committee that
oversees the COC programme.)

If the area co-ordinator approves the complexity reduction pro-

1 F. A. Gonsalves and R. G. Eiler, “Managing Complexity Through Performance
Measurement”, Management Accounting , August 1996, p. 35.

2 For an in-depth discussion of this classification scheme, see Robin Cooper, “Cost
Classification in Unit-Based and Activity-Based Manufacturing Cost Systems”,
Journal of Cost Management , Fall 1990, pp. 1-14.

3 In their article “Managing Complexity Through Per formance Measurement”,
Gonsalves and Eiler provide additional examples of complexity performance
measures.
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T A B L E  1 Suggested Complexity Measures

                  Measures

% of components that are standard

— parts that are readily available

and can be purchased in very short

lead times (off the shelf)

% of components that are unique —

used in less than 50% of the models

% of purchased parts that are certified

# of suppliers by commodity code

% of suppliers up on EDI

Number of processes in plant (assem-

bly 1, 2 press, coil, paint, weld, etc.)

Number of process types (number of

machines, i.e. brake presses, turrets)

Capacity utilisation by process type

Complexity cost batch + product

sustaining cost

Complexity cost % batch + product

 cost/total overhead

Complexity cost as a % of cost of

 completed production

Complexity cost as a % of revenue

Commonality index # of models/

total # part

Proliferation index/total # of differ-

ent components used divided by the

average # of components in a model

Total # of components

% of components that are purchased

                  Purpose

To determine if we are taking ad-

vantage of opportunities to purchase

components at low prices due to

market pressures on suppliers

To determine the degree we use

common components in our products

To determine the confidence

level we have in our suppliers

To determine progress made in

establishing long-term strategic

relationships with suppliers

To determine % of supplier base that

we use EDI technology to obtain

material for production requirements

To determine degree of vertical

integration

To determine degree of process

proliferation

To identify the degree of excess

capacity by process type

To highlight the overhead cost

associated with manufacturing

complexity

To highlight the % of overhead cost

associated with manufacturing

complexity

To highlight the % complexity cost is

of total product cost. To demonstrate

impact of capacity utilisation

To highlight the % complexity

cost is of revenue

To determine the degree modularity

is used

To highlight the attention given to

design for ‘manufacturability’ and

assembly

To highlight the total number of

components managed in the

operation

To determine degree of vertical

integration

              Objective

To generate cost reductions by

using standard components

for non-core competency parts

To promote the use of common

components

To encourage actions to eliminate

incoming inspection of material

To promote actions to reduce the

number of suppliers and development

of long-term supplier relationships

To use EDI technology to reduce

lead-time and manufacturing

material co-ordination cost

To encourage focus on just a few key

capabilities in each plant

To reduce process-sustaining cost

To obtain the benefits of process

rationalisation

To establish targets and plans for

reducing these costs. To track

progress against plans

To establish targets and plans for

reducing these costs. To track

progress against plans

To encourage actions to increase

capacity utilisation of resources

To ensure an adequate return is

obtained in complexity cost

To encourage use of modularity in

product designs

To encourage the use of common

components

To encourage design for manufactur-

ing and assembly actions to reduce

the number of components

To encourage more strategic

outsourcing

Benchmarks

To be

determined

To be

determined

100%

To be

determined

To be

determined

To be

determined

To be

determined

80-85% utilisation

on a two-shift basis

To be

determined

To be

determined

To be

determined

To be

determined

To be

determined

To be

determined

To be

determined

To be

determined

posal, it is prioritised and scheduled for implementation by the
production engineering co-ordinator.

Once the project is under way, its progress is monitored through
a Complexity Reduction Project Status Report. This repor t identi-
fies the responsible individuals, planned implementation dates and

projected cost savings. The Complexity Reduction Log and Project
Status Reports are maintained in an online computer network. All
projects are updated at least once a month. Hard copies of the log
and status reports are also posted monthly on the plant bulletin
boards.
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LINKAGE TO OTHER INITIATIVES

C arrier implemented ABCM to suppor t its complexity
reduction programmes.4 The financial analysis in the
previous example illustrates how ABCM information is

used to compare the costs and benefits of changing to a standard-
ised part. In addition to the cost/benefit analysis for complexity re-
duction proposals, ABCM is also used to suppor t other improvement
initiatives as illustrated at Carrier’s McMinville manufacturing plant.

Just-in-Time   The McMinville plant began its complexity
reduction journey by simplifying and streamlining manufactur-
ing processes.

Just-in-time (JIT) production methods were adopted and modu-
lar work cells were set up for equipment in the factory. These
changes were suppor ted by an activity analysis that pointed to
material handling as a major cost driver. Furthermore, ABCM was
used to calculate the financial benefits of reducing cycle times, raw
material, work-in-process inventories and storage space require-
ments. After implementing JIT, savings occurred through reduced
material handling costs, lower inventory investments, and by avoid-
ing a physical expansion of the plant (even though new products
were transferred to McMinville from other Carrier factories).

In the early stages of the complexity reduction programme, man-
agement realised that production workers were an untapped re-
source for productivity improvement ideas. Therefore, these work-
ers were placed on work cell teams, and each team became re-
sponsible for workflow, quality and throughput. Prior to these
changes, the production super visors spent most of their time trou-
bleshooting problems and expediting work orders. These prob-
lems currently are being handled by the line worker teams, and
the supervisors now have enough time to plan their workloads
and monitor the financial results of their work cells.

Standardisation    Standardising parts and manufactur-

ing processes is another way in which the McMinville plant has
achieved complexity reduction. The standardisation process is di-
vided into two different programmes — one targets new product
designs and the other targets existing products. The objective for
both programmes is to encourage the use of common components
and manufacturing processes. For example, the plant has a pre-
ferred parts list for new products to minimise the proliferation of
new component parts and thus control product-sustaining costs.

McMinville also has financial incentives (lower product costs)
to reduce the number of components used in existing products.
The plant currently maintains 280 dif ferent circuit breakers and
580 different fasteners to suppor t its product lines. Its goal is to
eliminate well over 50 per cent of the circuit breakers and fasten-
ers by promoting the use of common components. Maintaining
an extensive parts list causes complexity whether the parts are
components or finished goods. The high costs of unique compo-
nents now are reflected in McMinville’s product costs.

As a specific example of complexity reduction, product and proc-
ess complexity was reduced at the McMinville plant when it devel-
oped common sizes for some of the sheet metal components that
go into sub-assemblies. Each sub-assembly has a minimum size
requirement for its sheet metal components. Therefore, if a sheet
metal component will be used for multiple sub-assembly sizes, it
must be cut large enough to fit the largest sub-assembly. The deci-
sion-maker is now confronted with a cost-benefit trade-off — he or
she must balance the savings associated with using common com-
ponents against the scrap produced by trimming the oversized sheet
metal components to fit small sub-assemblies. The power of ABCM

4 As part of the ABCM best practices study, sponsored by the APQC and CAM-I,
the research team searched for characteristics that were common among the
best practice companies. One finding was that each of the 15 best practice com-
panies had linked ABCM to another improvement initiative. Total quality man-
agement (TQM), just-in-time (JIT) manufacturing and business process
reengineering (BPR) were some of the other initiatives that were linked to ABCM.
This linkage provides direction for the ABCM implementation and a ready appli-
cation for the ABCM information once it becomes available.

Standardisation Saving Worksheet — ABC Burden AnalysisT A B L E  2

Non-standardisation*

Part Number Unit WIP Prime Costs ABC Burden

Volume Material Labour Unit Batch       Product-Sustaining Cost Structural

40RM500061 10,000 80.11 16.50 17.7665 2.1080 2.8693 2.4638

40RM500071 500 80.11 20.90 22.4731 4.5135 3.9245 3.0897

40RM500081 250 80.11 20.90 22.4731 6.4042 4.3440 3.1927

Total Extension by Volume 10,750 $861,182.50 $180,675.00 $194,519.83 $24,937.80 $31,741.25 $26,981.03

Standardisation

Part Number Unit WIP Prime Costs ABC Burden

Volume Material Labour Unit Batch       Product-Sustaining Cost Structural

40RM500091 10,750

Total Extension by Volume 10,750 $861,182.50 $177,375.00 $190,989.88 $22,633.05 $30,829.93 $26,981.03

Savings $0.00 $3,300.00 $3,529.95 $2,304.75 $911.32 $0.00

Total Savings $10,046.03

* Note that in this example the non-standardisation costs represent the current costs (using ABC) for making the three component parts. The
proposal is to eliminate the three components and replace them with one common component. This analysis illustrates how the proposed change
would produce savings of $10,046 due to reductions in labour, unit, batch and product-sustaining costs.
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is its ability to compare the sav-
ings from lower batch-related
and product-sustaining costs
with the additional cost of pro-
ducing sheet metalscrap.

If common components are
not practical, the next best alter-
native to reduce complexity is to
use common manufacturing
processes. In fact, some manufacturing processes become more
cost-effective when flexible, but expensive, computerised equipment
is replaced with inexpensive dedicated equipment. The McMinville
plant used dedicated equipment to achieve fewer and less expen-
sive changeovers to lower work-in-process and to reduce cycle
times. For this manufacturing process, JIT sparked the interest in
dedicated equipment, but ABCM supported the financial analysis
that justified the changes. Change occurs much more quickly at
McMinville when the financial impact is highly visible.

Strategic Outsourcing   As McMinville’s complexity re-
duction programme evolved, management considered many change
proposals to reduce complexity and improve productivity. One such
proposal was to outsource the sheet metal painting operation. Intui-
tively, managers at the plant were confident that outsourcing the
painting operation would be cost-effective and improve productivity.
At a higher level, however, management would not approve the
change. These managers relied on a traditional financial analysis that
considered only the cost of direct materials, direct labour and an
overhead allocation. Using this analysis, outsourcing the painting
operation appeared to have a negative payback.

Once ABCM data were available, however, an analysis produced
results that were quite different from the traditional financial analy-
sis. ABCM quantified the cost of many support activities that had
not been considered previously such as material handling, inspec-
tion, inventory holding and environmental costs. After including the
cost of these activities, managers at the plant found the cost of in-
house painting to be considerably higher than the cost of outsourcing
the painting operation. Furthermore, by purchasing pre-painted sheet
metal, quality improved and in-plant cycle time fell by five days. In
the final analysis, outsourcing the painting operation proved to be
very cost-effective, and it also supported the
goals of JIT and complexity reduction.

Supply Chain Management
To fur ther improve its competitiveness,
Carrier has been strengthening its supplier
relationships. Actions taken by its suppliers
greatly influence the price, quality and deliv-
ery speed of Carrier’s products. For example,
the McMinville plant has developed a part-
nership with a supplier of non-production
service par ts. This supplier now staffs
McMinville’s service parts warehouse and
are fully responsible for purchasing, stocking
and scheduling service parts. McMinville’s
ABCM model illustrates how the supplier can
source service parts and actually r un the
warehouse more cost-ef fectively than
McMinville can with its own employees.

The standardisation process is divided into two

different programmes — one targets new product

designs and the other targets existing products.

The objective for both programmes is to

encourage the use of common components

and manufacturing processes.

The McMinville plant cur-
rently is considering a partner-
ship with a supplier of copper
tubing. This supplier would be
responsible for managing the
copper tubing por tion of
McMinville’s raw materials
warehouse. Through this part-
nership, the copper tubing

supplier would exploit certain of its core competencies. It has
detailed knowledge of material flow from its own plants, where
the tubing is formed, to its customers. Many of the copper tubing
suppliers also have the latest technology for copper tubing fabri-
cation. Therefore, the partnership might be expanded to include
some fabrication of copper tubing parts. (The vendor may choose
to per form some operations at its own facility and others at
McMinville.) As the vendor becomes directly involved in
McMinville’s production process, it can (or might be required to)
propose improvement programmes. These improvements might
be in product functionality, production process or quality. And,
finally, vendor management of this activity will also reduce cycle
time. Once again, ABCM helps Carrier make better decisions by
considering the entire cost of an activity and not just the ‘out-of-
pocket’ costs such as the cost of raw materials.

Target Costing   In the current competitive marketplace,
customers often dictate the price they will pay for a given set of
product features. Therefore, Carrier has eliminated ‘cost-plus’ pric-
ing for its products and now uses a target costing approach. The
target costing process begins when Carrier estimates the price cus-
tomers will pay for a new product offering (target-selling price).
After subtracting a desired profit margin from the target-selling
price, a target cost is established. The new product’s target cost
then is compared with its estimated cost. (Cost estimates are based
on the new product’s initial design and current manufacturing proc-
esses.) If the product’s estimated cost is higher than its target cost,
engineers will attempt to either design costs out of the product or
improve the manufacturing process. In the end, if the target cost
cannot be met, the product will not go into production.

Both the complexity reduction programme and ABCM are linked

CARRIER CORPORATION :  A BEST PRACTICE COMPANY
The American Productivity and Quality Center (APQC) and the Consortium for Advanced

Manufacturing-International (CAM-I) recently sponsored a study to benchmark best prac-

tices in the installation and use of activity-based cost management (ABCM) systems. 750

manufacturing and service organisations were invited to participate in the study, and 166

responded by completing a 20-page survey instrument. Approximately 50% of the 750

companies that were invited to participate in the study had either not yet adopted ABCM

or were in the early stages of implementation and thus could not complete the survey.

The survey results and telephone interviews then were used to select 15 ‘best prac-

tice’ companies. The best practice companies were selected based on their ABCM sys-

tem’s maturity, the breadth of their ABCM applications, the extent of their systems inte-

gration and their level of success with ABCM.

Carrier Corporation participated in the survey and was selected as one of the best

practice companies. Carrier currently has more than a dozen manufacturing sites located

throughout the world, and it was Carrier’s McMinville, Tenn., US, manufacturing plant

(located near Nashville) that was identified as the best practice site. Carrier uses ABCM

to support its complexity reduction programme.
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to target costing at Carrier. These initiatives encourage engineers to
control costs by designing products that use common components
and standard manufacturing processes. Gone are the days when en-
gineers prided themselves in developing unique, elegant parts.5 When
the new products do require new component designs, the engineers
try to use existing manufacturing processes to build the components.
To facilitate this new directive, product designers are now part of an
engineering team that includes manufacturing engineers. The team
uses a ‘design for manufacturability’ philosophy in which the design
team works with manufacturing to introduce product designs that
use cost-effective manufacturing processes.

Performance Measures   An activity dictionary with
common process definitions supports performance measurement
among the Carrier plants. Managers at the plants use the diction-
ary to develop internal benchmarks for activity-based process costs.
The managers also share information to learn from the low-cost
producers. At the McMinville plant, the first
line production supervisors also receive
monthly reports with financial (labour, mate-
rial usage and scrap) and non-financial (pro-
duction schedule targets) information. The
supervisors are accountable for budgeted
process costs in their areas and the results
influence their performance evaluation.

At the product level, Carrier uses ABCM to support product mix
decisions. Its product mix at each site is based on a product profit-
ability analysis. For example, unprofitable products are either dropped
or moved to another Carrier location and profitable products are em-
phasised. Essentially, this system encourages competition among
the plants — the most efficient plants win bids for new products and
take over production contracts from less efficient plants.

Even though the McMinville plant appropriately has dropped
some product lines and added others, it has made some missteps
along the way. Some products that appeared to be unprofitable
mistakenly were dropped (existing products) or avoided (new
business). This scenario occurred because management did not

In the current competitive
marketplace, customers often
dictate the price they will pay

for a given set of product
features.

conduct the following analysis :

n  Before rejecting an unprofitable product, management should
make every effort to remove costs from the product’s design
or production process.

n  When the plant has excess capacity in the short r un and sales
revenue more than covers variable cost, new products should
be considered for production (and existing products should nec-
essarily be dropped).

STAYING COMPETITIVE WITH HARD DATA

Car rier’s complexity reduction programme along with its
other improvement initiatives has combined to produce
quantifiable results (Figure 2). But more work needs to

be done for Carrier to maintain its competitive edge. In the current
competitive environment, Carrier is striving to
better understand cost behaviour and the steps
it can take to maintain its position as the world’s
largest manufacturer of air-conditioning and
heating products. Even though Carrier’s man-
agement believes that product and process
complexity hur ts profitability, it needs hard
financial data. ABCM provides the information
managers need to make difficult decisions.

Dr. Dan Swenson, CMA, is Assistant Professor of Account-
ing, College of Business and Economics, University of Idaho,
Moscow, Idaho. He submitted this article through the Wash-
ington Tri-Cities Chapter, of which he is a member.

The suppor t of the American Productivity and Quality Centre
(APQC), the Consortium for Advanced Manufacturing-Interna-
tional (CAM-I), the sponsor companies and the other members
of the research team (Richard Brown, John Campi, George Fos-
ter, Larry Maisel, and John Miller) are gratefully acknowledged.

This article first appeared in Management Accounting; name
changed to Strategic Finance , March 1999 published by the Insti-
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Need to Reduce ComplexityF I G U R E  2

Drivers

External benchmarks correlate

excess complexity with financial

underperformance

Competition intensifying due to :

new competitors, existing com-

petitors, restructuring and refo-

cusing systems and operations

Financial targets raised creating

a current shortfall in profits

Objective

Reshape Carrier and

build its future by cost-

effectively focusing on

core products,

components and

processes to deliver

necessary variety

Carrier Today

Many activities under way to understand and reduce complexity :

n Eliminated product lines

n Moved sub-assemblies to point of use

n Consolidated-like platforms

n Create press cells

n Outsourced paint/converted to pre-paint materials

n Outsourced product lines

n Greater understanding of how complexity affects cost

n Organisation-wide desire to tackle complexity issues

Costs remain too high :

n Complexity still overwhelming

n Excess capacity in non-core processes

n Mismatch between product and manufacturing process design

5 A new product at the McMinville plant recently required three design attempts
before its target cost was achieved. It was obtained only after the design team
brought the part count down from 160 to 60 par ts.
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“Development must not

come at the expense of other

groups or later generations,

nor must it threaten the

survival of other species.”

“Development must not

come at the expense of other

groups or later generations,

nor must it threaten the

survival of other species.”

INTRODUCTION

I
n the journal published by the Association of Chartered Certified Accountants
(Accounting & Business, April 1999, Vol. 2, No. 4, pp. 16-19), Mr. Roger Adams
explained the Global Reporting Initiative’s (GRI) Exposure Draft on “Sustainability
Reporting Guidelines”. He said the newly-published guidelines are the end-product
of a multiparty initiative, which commenced in 1997 and which was scheduled
to run on into the early years of the new millennium. He also stressed that the

GRI guidelines would seem to presuppose that the parties contributing towards it have
some clear notion of what ‘sustainability’ means and know how to measure corporate
progress along the road towards sustainability.

I read that with great concern. When I showed the article to my Accountant friends,
none of them seem to know much about sustainability reporting and accounting for the
environment. I turned to my siblings, MBA-holders — they too showed no interest. And
when I approached my colleagues, their reply was “not in the syllabus.”

It makes me wonder how many of our local accounting professionals understand the
notion of sustainable development and what sustainability really means, let alone meas-
uring and reporting it ef fectively. This article aims to give readers a quick understand-
ing of the notion of sustainable development.

SUSTAINABLE DEVELOPMENT

There is no precise definition of ‘sustainability’. Even the Oxford Dictionary does
not define it. Sustainability is a concept, which is wider than just the physical
environment. It refers to the way of life, societies and communities, and the gen-

eral quality of life of humanity. Sustainability is related to ‘futurity’, where each genera-
tion has a duty as trustee for future generations to prevent irreversible and irreparable
harm to life on earth.

The concept of sustainable development originates from the 1980 World Conservation
Strategy in planning the optimum use of renewable resources. It was further crystallised
and more widely disseminated as a result of the Brundtland Commission Report. The United
Nations’ World Commission on Environment and Development (WCED) recognised that
zero growth was no longer a viable goal, especially if the needs of the developing countries
were to be met. Hence, the Brundtland Commission Report in 1987 defined ‘sustainable de-
velopment’ as “development that meets the needs of the present without compromising the
ability of future generations to meet their own needs.” This appears to be the most accept-
able definition of sustainable development. It contains within it two key concepts, namely :

n ‘Needs’, in particular the essential needs of the world’s poor, to which overriding pri-
ority should be given.

30
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many of our local accounting

professionals understand the
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development and what

sustainability really means,

let alone measuring and

reporting it effectively.”
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“The Brundtland Commission

Report in 1987 defined ‘sustainable

development’ as ‘development that

meets the needs of the present

without compromising the ability of

future generations to meet their

own needs.’”

n ‘Limitation’ imposed by the state of tech-
nology and social organisation on the en-
vironment’s ability to meet present and
future needs (Basiago, 1995).

Fur thermore, Basiago states that
sustainability is embodied in four princi-
ples :

n Futurity (concern for the welfare of fu-
ture generations).

n Equity (fair sharing of economic benefits and
burdens within and between generations).

n Global environmentalism (recognition of
the global dimension of ecological prob-
lems associated with the use or deple-
tion of natural capital by one or some at
the cost of others).

n Biodiversity (maintenance of the integrity
of ecological processes and systems).

Pearce (1989) suggests three broad strat-
egies to achieve sustainable development :

n Value the environment (to substantially
increase the value attached to the natu-
ral, cultural and built environment).

n Extend the time horizon (to extend con-
cern not only to short to medium-term
horizon, but also to the longer run hori-
zon to be inherited by future generations).

n Equity (to place emphasis on providing
for the needs of the least advantaged in
society and also the fair treatment of fu-
ture generations).

A decade ago, the World Conser vation
Strategy drew attention to the inseparable
link between conservation and develop-
ment, and emphasised the need for
sustainability. The conser vation of
biodiversity is fundamental to the success
of the development process.

Research on biodiversity finds that all life
on earth is part of one great, interdepend-
ent system. In ecology, “everything con-
nects with everything else.” Earth’s plants,
animals and micro-organisms interacting
with one another and with the physical
environment (atmosphere, oceans, fresh-

 of the Notion

Development
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water, rocks and soil ) in the ecosystems.
This means that, in nature, nothing goes to

waste. By-products from one organic process
form the essential ingredient for another, so
it goes round and round the ecosystem.

Development must not come at the ex-
pense of other groups or later generations,
nor must it threaten the survival of other spe-
cies. Wise management of natural resources
and protection of the global environment are
essential to achieve sustainable economic
development, and hence to alleviate poverty,
improve human conditions and preserve the
biological system on which all life depends.

Unless we learn to use earth’s resources
sustainably and prudently, we will deny peo-
ple of their future. Economic development
has to be both people-centred and conser-
vation-based. Commitment to sustainable
development will mean a move towards a
more responsive and more thoughtful ap-
proach throughout the global communities.

In April 1991, the International Chamber
of Commerce (ICC) launched the “Busi-
ness Charter for Sustainable Develop-
ment”, which set out 16 guiding principles.
It was the most widely supported charter,
with over 400 organisations having en-
dorsed it (Appendix 1).

In June 1992, world leaders from virtu-
ally every nation met at the Earth Summit
in Rio de Janeiro. The Ear th Summit suc-
ceeded in alerting the conscience of the
world to the urgency of achieving sustain-
able development. The result was the es-
tablishment of an Agenda for the 21st Cen-

tur y called ‘Agenda 21’.
Agenda 21, the blueprint for a sustainable

future, acknowledges that governments
alone cannot overcome the environmental
challenges. It calls for a new global partner-
ship with all sectors of society, particularly
the private sector, to develop new approaches
and strategies for meeting the goals of sus-
tainable development. Agenda 21 also calls
members of the marketing and advertising
community to utilise their experience in pro-
moting public awareness of environmental
issues and increase public participation in the
move towards sustainable development.

Greater awareness of domestic environ-
mental concer ns has been stimulated by
Malaysia’s high profile at the Summit. Ma-
laysia’s Prime Minister YAB Dato Seri Dr.
Mahathir Mohamad was convinced that it
is necessar y to bring the abstract ideas of
the Agenda 21 to work in Malaysia. He
urged all Malaysians to preser ve and up-
grade the quality of the environment, and
to strive and maintain a balance between
progress of the nation and protection of our

environment, guided by the concept of sus-
tainable development.

POINTS FOR CONSIDERATIONS

Based on the results of the UK Envi-
ronmental Reporting Awards, ini-
tiated by the ACCA annually, there

is every evidence to show that some well-
known UK companies such as Shell, BP,
Monsanto, Body Shop, Inter face and BT
have taken a more comprehensive reporting
approach towards Corporate Sustainability
Reporting. According to Mr. Roger Adams,
so far about 15 UK companies have signed
up to pilot test the GRI guidelines through-
out 1999 with a view to delivering broadly
comparable sustainable reports in 2000. In
Malaysia, there is no information as to
whether any Malaysian-incorporated compa-
nies are considering or have already signed
up for the pilot test voluntarily.

A sur vey done on UK accountants con-
firms that accounting professionals of the
world are still reluctant to take a firm lead
in environment accounting. Although ac-
countants envisage that they need to inno-
vate, very few are involved in environmen-
tal agenda. The two main reasons are :  “they
had not seen this as part of their role and
they did not know how accounting might
contribute to the development of organisa-
tional environmental sensitivity” (Gray, R.,
Jan Bebbington and Diane Walter, 1993).

Of course, individual attitude towards
the nature, and the extent of one’s educa-
tion in environmentalism and ecology
could be the critical factors as well. It would
seem that every accountant will need help
in keeping abreast of environmental devel-
opment and be educated first before mov-
ing from accounting to accountability.

Education is the surest way of starting
right. Perhaps, it is high time for profes-
sional bodies to incorporate environmen-
tal education in the syllabus, so that the
future professionals will know how to deal
with the environmental agenda. The pro-
fessional bodies such as MIA, MIT and
MACPA should effectively take the liberty
in leading and driving the environmental
agenda, together with organisations, vol-
untary bodies, public, media and politi-
cians. The Government, on the other hand,
should consider giving special financial
rewards and extra tax incentives for those
who take up the calling.

“The professional bodies

such as MIA, MACPA, MIT

should effectively take the

liberty in leading and driving

the environmental agenda,

together with organisations,

voluntary bodies, public,

media and politicians.”

“It would seem that every accountant will

need help in keeping abreast of environmental

development and be educated first before

moving from accounting to accountability.”
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Corporate Policy  To recognise environ-
mental management as among the
higher corporate priorities and as a key
determinant to sustainable develop-
ment; to establish policies, programmes
and practices for conducting operations
in an environmentally sound manner.

Integrated Management  To integrate
these policies, programmes and prac-
tices fully into each business as essen-
tial element of management in all its
functions.

Process of Improvement  To continue to
improve corporate policies, pro-
grammes and environmental perfor-
mance, taking into account technical
developments, scientific understand-
ing, consumer needs and community
expectations, with legal regulations as
a starting point; and to apply the same
environment criteria internationally.

Employee Education   To educate, train
and motivate employees to conduct
their activities in an environmentally
responsible manner.

Prior Assessment   To assess environ-
mental impacts before starting a new ac-
tivity or project and before decommi-
ssioning a facility or leaving a site.

Products and Services   To develop and
provide products and ser vices that have
no undue environmental impact and are
safe in their intended use, that are ef fi-
cient in their consumption of energy and
natural resources, and that can be recy-
cled, re-used or disposed of safely.

Customer Advice   To advise, and where
relevant, educate customers, distribu-
tors and the public in the safe use, trans-
port, storage and disposal of products
provided, and to apply similar considera-
tion to provision of services.

Facilities and Operations   To develop,
design and operate facilities and con-
duct activities taking into consideration
the efficient use of energy and materi-
als, the sustainable use of renewable
resources, the minimisation of adverse
environmental impact and waste gen-
eration, and the safe and responsible
disposal of residual wastes.

Research  To conduct or suppor t re-
search on the environmental impact of
raw materials, products, processes,
emissions and wastes associated with
the enterprise and on the means of
minimising such adverse impacts.

Precautionary Approach    To modify
the manufacture, marketing or use of
products or services or the conduct of
activities, consistent with scientific and
technical understanding, to prevent se-
rious or ir reversible environmental
degradation.

Contractors and Suppliers   To promote
the adoption of these principles by con-
tracting on behalf of the enterprise, en-
couraging and, where appropriate, re-
quiring improvements in the practices to
make them consistent with those of the
enterprise; and to encourage the wider
adoption of these principles by suppliers.
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Emergency Preparedness  To develop
and maintain, where significant ha-
zards exist, emergency preparedness
plans in conjunction with emergency
services, relevant authorities and local
community, recognising potential
transboundary impacts.

Transfer of Technology   To contribute
to the transfer of environmentally
sound technology and management
methods throughout the industrial and
public sectors.

Contributing to the Common Effort   To
contribute to the development of pub-
lic policy and to business, government
and intergovernmental programmes
and education initiatives that will en-
hance environmental awareness and
protection.

Openness to Concern   To foster open-
ness and dialogue with employees and
the public, anticipating and responding
to their concerns about the potential
hazards and impacts of operations,
products, wastes or services, including
those of transboundary or global sig-
nificance.

Compliance and Reporting   To meas-
ure environmental per formance; to
conduct regular Environmental Audits
and Assessments of Compliance with
requirements, legal requirements and
these principles; and periodically to
provide appropriate information to
Board of Directors, shareholders, em-
ployees, authorities and the public.
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REFERENCESCONCLUSION

It is understood that the notion of sus-
tainable development may appear sim-
ple, but it is a profoundly dif ficult con-

cept either to understand or operate. Nev-
ertheless, the initiatives of sustainability
provide much needed hope for the future,
although the pursuit of sustainability may
represent an awesome challenge to human-
ity in the new millennium. Indeed, the task
ahead of us is a challenging one, but the
reward for the future generations will be
substantial in terms of our integrity as glo-
bal citizens.
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So you want to go into

e-commerce? Was that one

of the items that you

resolved for your organisa-

tion? If it is, what do you

know about e-commerce

(apart from the fact that

every other Tom, Dick and

Harry is into it) that con-

vinced you to think that it

will succeed?

JOINING THE LATEST
BANDWAGON

More often that not, people jump
onto the latest bandwagon to hit
the front news without actually

knowing very much about it. E-commerce
is one of them.

Tr ue, there are many articles written
about it in almost every major magazine and
there are tonnes of reference material avail-
able on the Internet. But do you have the
time to sift through everything to get the
few vital items you need to know before
heading in that direction? My guess is NOT!

This does not mean that we’re saying you
should not try dabbling your fingers (and
precious money) in that area. After all, what’s
the harm in knowing a little about it just to
save you from groping around in the dark.

E-commerce is really a mere portion of the
big e-business scene today. It is a method of
trading goods and services over the Internet.

There are five easy steps in setting up an
e-commerce site that you can do yourself —
unless, of course, you are a big corporation
that has a reputation to uphold and no slip-
shod work is going to be acceptable. But still,
the steps remain the same.

DOMAIN NAME REGISTRATION

D omain names are the Internet ad-
dresses by which anyone can find your

host machine on the Internet. Normally it’s
www.companyname.com.my or whatever
second-level name which describes the pur-
pose of your company. Most people choose
their company names, but it can be almost
anything that you want — except somebody
else’s company name of course!

Your domain name should be catchy and
easy to remember. After all, you wouldn’t
want your clients having to call you each
time they want to access your site but can’t
remember your domain name.

Registration is a straightforward proce-
dure and in Malaysia, the registrar is
MYNIC (see http://www.mynic.net/).
Registration forms can be downloaded.

Complete and e-mail it back to them with
the required information. Payment is
RM100 for one year’s registration. But re-
member — you have to be a Malaysian-
based organisation registered with the
Registrar of Companies (ROC), Registrar
of Business (ROB) or Registrar of Socie-
ties (ROS) in Malaysia before you are eli-
gible to apply for and own domain names.

If you are an individual thinking of set-
ting up a small e-commerce site, you can
always try web-based sites such as Yahoo!
Store, GeoCities’ GeoShop or any other
sites available on the Internet.

A fairly simple first step, isn’t it?

WEB STORE DESIGN

Now that you have the address, it’s time
to build your house. This involves a

E-Commerce :
Look Before You Leap
By Barbara Er

“E-commerce is really a mere

portion of the big e-business

scene today. It is a method of

trading goods and services over

the Internet.”

1

2

http//www…
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little bit of creativity, some time and pa-
tience. If you don’t have any of the above,
you can out-source this to a provider who
can build your site for you.

Two things to bear in mind when decid-
ing if you are going to be your own master
of your site or paying someone else to do
it. If you build your own site, you need to
have the time to constantly upkeep and
modify the store to keep it interesting.
However, if someone else were to build it
for you, you can keep a maintenance serv-
ice contract with them and just feed them
new information items on a regular basis.

Whichever route you choose to take, you
would still need to consider the following
items :

n Type of products or services you are
going to sell.

n Type of look or feel your site is going to
take on. Will it be a sophisticated, classy
look? Or is it a young and fun-looking site?

n Type of navigational tools you are going
to apply.

n Form of payments to transact the busi-
ness with.

n Calculation of taxes and shipping
charges. (Currently, Malaysia does not
have any tax imposed on transactions
carried out over the Internet.)

The above will form your product cata-
logue. Remember, your catalogue must
specify the description, colour, size and
price of each and every item as your store
will be the one-stop point for your custom-
ers to go to.

SERVER-HOSTING

Now that you know what your store is
going to be called and what it will look

like, the next question is this :  where are
you going to physically put it? Are you going
to buy your own server and hire someone to
look after its administra-
tion? Or are you going
to out-source it to a
company that does
server-hosting?

Server-hosting is a
straightforward procedure. You need a
place and companies that do web-hosting
have the space. Moreover, they have the

expertise to solve the problem should some-
thing go wrong. They also have the man-
power to monitor the ser vers 24 hours a day,
seven days a week and 365 days a year.

To download from a server-host also
speeds up the time it takes for your cus-
tomer to download pages on-site, which
leads to less customer frustration and
better customer experience. To top it all,
most of the venues where the servers are
hosted are fully secured.

These are the considerations that you
need to bear in mind when coming to your
decision of server-hosting or hosting it on
your own.

PAYMENT SOLUTIONS

If you are going to sell a product over
the Internet, you want to be sure that

you can collect the payments, right? One
of the most common ways of paying for
purchases over the Internet is through the
use of credit cards. There are several
items that you would require to enable
collection of payments of your e-com-
merce transactions and they are :

n Payment software.

n Merchant account.

n Payment processing service.

n Gateway to connect all these elements.

In Malaysia, Bank Negara Malaysia has
entrusted the Malaysian Electronic Pay-
ment System (MEPS) Sdn Bhd to install,
develop and commission the national Se-
cured Electronic Transaction (SET) Gate-
way for all financial institutions in Malay-
sia. The SET Payment Gateway is an in-
ternationally recognised payment mecha-
nism for network-based transactions and
it will enable your customers to conduct
e-commerce safely over the Internet and
any open computer networks.

The cost involved in being a Cyber Mer-
chant ranges be-
tween RM500 to
RM20,000. The cost
will increase with ad-
ditional purchase of
hardware to create

an ef ficient payment solution. There’s no
such thing as a free lunch in setting up a
store online.

TRAFFIC COVERAGE

Finally, don’t forget to register your site
with search engines. People need to know

that you have a store online in order for them
to visit and shop with you over the Internet.

Think of keywords or ‘META-tags’ that
will be associated with your site. These are
the tag-lines that will attract people to pop
into your store. You can also place banners
on other people’s websites, which you would
have to negotiate. But you might want to be
a little bit more careful with this option, as
it is almost always a reciprocal ef fort. And
by having a banner on your site, chances of
visitors going out of your site into the ban-
ner site are higher.

Some of the places that you can link up
with include Yahoo!, Alta Vista, MSN and
Lycos among others. You can also put your
site on virtual malls available on the Internet.

TAKING THAT LEAP

So there you are — five steps in set-
ting up an e-commerce store over the
Internet. If you have the in-house

expertise, there really isn’t much harm in try-
ing to set up your own store without going
to a vendor. But if you find that you or your
organisation do not have the time to moni-
tor your site, it is then advisable to out-source
this to a vendor. If this option is chosen, you
would be in a better off position if you have
some knowledge of the steps involved.

The Internet brings with it many oppor-
tunities for the organisation and the indi-
vidual. By conducting your business elec-
tronically, you can extend beyond Malaysia
and reach out globally to potential custom-
ers, while at the same time benefiting from
labour and operational cost savings.

To conclude, look before you leap if you
are thinking about joining the bandwagon.
Should you decide to leap into the whole
new world of e-business, may it be a reward-
ing one for you. And don’t forget to e-mail
your domain name to us so that we can go
and do some shopping on your site!

Note :  Ms. Barbara Er is MIA’s IT Execu-
tive responsible for e-commerce, Informa-
tion Technology and Information System
matters. The views expressed in this ar ti-
cle are the author’s and do not necessarily
represent those of the Institute.

3

“Server-hosting is a straight-

forward procedure. You need a

place and companies that do

web-hosting have the space.”

4
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PLANNING YOUR
READING

At school, particularly in the ear-
lier years, your reading is
planned for you. The education

authority lays down a curriculum. The
school authority designs an annual timeta-
ble and decides which books will be stud-
ied. The subject teacher decides what will
be covered in each lesson and what stu-
dents will do for homework.

At university, you are given recom-
mended reading lists, from which you have
to be selective; probably there is no time
to read ever ything.

Then as an adult, by and large, you have
to cope on your own.

There is a vast array of reading material
available in every subject.

The rate of technical advance is increas-

By Mr. Terry Hilliard
COURSE DIRECTOR, IMPROVED READING CENTRE (MALAYSIA)

Are you a good reader? Not many people are! They
can read, but use skills and techniques they learned as
a young child. We should all re-learn how to read as
adults, how to handle information with much greater
efficiency and effect. The following comments concern
just one facet of some 20 involved in being a good reader.

With the arrival of the Information Age, there is vastly
more information being produced and that information
is being made increasingly available. But the information
is useless unless it is sifted, selected, read, understood
and used sensibly.

ing rapidly, as better and faster computers
become accessible. You have to be increas-
ingly selective. You may be seeking infor-
mation and searching for appropriate read-
ing material; or you may be faced with a
bulging in-tray on your of fice desk that
seems to never empty.

Seeking Information
 Try to define accurately just what you

are seeking. Use library systems to iden-
tify sources of seemingly suitable material,
or surf the net carefully. You may well fur-
ther reduce the list by checking some of
the following :

   Publication Date Is the text suf fi-
ciently current for your purpose? It de-
pends largely on the subject :  is it fast-
moving like computers or slow-moving
like the history of Babylon?

   Author  Is the author a well-known
respected authority on the subject, or
does the author have some very biased
and unsupported views on the subject?

   Contents  Check the Table of Con-
tents, or List of Chapters, or Index, or
maybe a Glossary to see if your particu-
lar item is covered. Just a small section
of the document may suffice, or you
may need to look elsewhere.

   Reprints and Revisions  Is this the
most up-to-date version? If there have
been plenty of reprints and revisions,
it is probably sound material. If never
reprinted or revised, there may be a
good reason!

   Level of Suitability A quick glance
through the document will soon tell
you if it is :

• too super ficial or excessively detailed;

• too elementar y, too advanced, or about
right for your subject knowledge; and

• poorly written or in good plain English,
well-presented and illustrated with
graphics and examples.

By now, you should be down to some good,
solid, well-selected material. We will look at
how to tackle that selected material shortly.

Dealing with the In-Tray
Be ruthless! Go through that in-tray and

sift. Junk mail goes straight into the paper
recycling system! If you have assistants,
delegate what is less important, asking that
they report back, with comments on any-
thing that they consider you should know.
Trust them to deal with things responsi-
bly. Learn to delegate. By now, you should

i

ii

iii

iv

v
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have reduced the pile to about one-third.
Prioritise the material that is left.

PREVIEWING

Now that you have selected what
you think is probably appropri-
ate for you to read, give yourself

some guidance. If you were going to drive
on a long journey, you would study a map
beforehand. You would decide what route to
follow, note the main cities to look for, how
difficult is the terrain, how long it will take.
Treat your reading journey in a similar way.

Before starting out on that reading jour-
ney, give yourself a guidance map. You may
wish to just scan the document; or skim it
for overall impression, which may suf fice;
or after skimming, go on to give it a de-
tailed reading.

Scanning
Scanning involves looking for an isolated

piece of information.
You ignore the bulk of
the material and look
only for specific
items. An index or ta-
ble of contents may
help you find the ap-
propriate area. Lock
into your mind what
you are looking for,
close your mind to
other material racing
before your eyes.
With a little practice,
you will soon be scan-
ning in the region of
1,200 to 2,000 words
per minute.

Looking for some-
one’s phone number
in a telephone direc-
tory is a good exam-
ple of scanning. You
know what you are
looking for, you can
easily ignore every-
thing else. Scanning
has limited use in
business, but can be
very useful occasion-
ally.

Skimming
Skimming is quite different from scan-

ning. Whereas scanning involves looking
for only a small segment of text and fully

understanding it, skimming is getting an
overview of everything, but usually of noth-
ing in depth.

Your approach may be a little different
with each document. You may look at the
structure, major subdivisions, headings,
sections, paragraph and sentence struc-
ture. Is the author consistent in approach?
Can you anticipate what would be coming
next? Do you need to read all, or only parts
of the document? Find out why the book
or report was written. Who commissioned
it, does that imply any bias? Read the con-
clusions and recommendations first, so
that you can mentally challenge the au-
thor’s assertions as you read the details
later.

Summarise the main points, either from
what the author has listed or by skimming
the text. Ask yourself :

• What do I want from it?

• What would be the purpose of reading
this item in detail?

• What would I want to know, having read
it, that I don’t know now?

Rudyard Kipling’s six honest working men

can be very useful. What is the main point,
what is required? Who is to take action?
When is it to be done by? Where is the ac-
tion? Why does the author draw those con-
clusions, and are they soundly reasoned?
Would it prove useful to study those graph-
ics on, say, page five, before I star t read-
ing page one?

You may, by now, have derived enough
information, and not need to read for more
detail. The document wasn’t suitable after
all, or you can delegate or pass it sideways
for someone more appropriate to deal with.
If the document is general business corre-

A quick glance of the document will tell you if it is well-
presented and illustrated with graphics and examples.

I KEEP S IX HONEST WORK-

ING MEN, (THEY TAUGHT ME

ALL I KNEW), THEIR NAMES

WERE WHAT AN D WHY

AND WHEN AND HOW AND

WHERE AND WHO.

Rudyard Kipling



Akauntan Nasional April 200038

spondence, this will only take a few sec-
onds. For a long report it may take five
minutes, and it may be worth breaking the
task down, skimming a section at a time.

Deep Reading
If you have decided that a document is

worth detailed reading, you will now get
much more from the exercise, having pre-
viously skimmed it. The brain does not like
operating in unknown territory. Comfort it.

The preview will already have warmed up
your subconscious, opening the relevant
part of your memor y bank. You will feel
vaguely familiar with the material and much
better able to anticipate what comes next.
The effect on comprehension and memory
retention can be quite remarkable.

If the reading task is quite long, put your-
self in a situation where you can maximise
your concentration. Give yourself a mo-
mentary break every 30 minutes, and a
good 10-minute break after two hours. You
will benefit from enhanced comprehension
and memory retention.

If the document is being read for study pur-
poses, it is best to read it through first to get
the overall picture in perspective. Then, on a

second reading, stop and take notes. Note-
making can be done in various ways :  if you
have your own copy of the document, you
can use simple underlining or highlighting
of key points. Perhaps a few words in the
margin can pinpoint places for attention for
future scanning or skimming. Writing a sum-
mary of main points in linear form will greatly
aid revision, or you can draw more elaborate
mind maps. Notes should be based on un-
derstanding, not as an aid to understanding.
Do not just copy out passages of the origi-
nal, write it in your own words.

Critical Reading
To read critically is essential. Do not au-

tomatically believe something to be true,
simply because someone has taken the
time to write it down. Constantly challenge

what the author is saying.
If we always did as our parents told us,

did as teacher said do, or do as the boss
instructs, do it that way — it’s the way it’s
always been done ... what about progress?

Every new invention, every discovery ever

made, every improved system ... has hap-
pened because someone has had the temer-

ity to say ‘No, hey, hold on a minute, there
must be a better way. What if ... ?’

You must first of all understand clearly
what the author is saying; but be on the
look out for the propaganda. Challenge the
reasoning, query the conclusions and rec-
ommendations. Be on the look out for :

n Emotive Language — sometimes used
to conceal or distort judgment, and thus
the arguments are not examined directly
and thoroughly. Watch out for the bigot!

n False Appeal to Authority — in order
to give the impression that something
must be correct, the author may link his
or her statement to an authoritative, re-
spected or well-known person or entity.
‘Einstein, Ber trand Russell and George

Bernard Shaw all agreed with the point I
am making.’ Possibly they did, but in
what context? Examine the point of the

argument and see if you agree with the
conclusions.

n Using Illegitimate Authority — ‘Eve-

r yone knows that David Beckham is a bet-
ter footballer than was George Best ....’

Well, does everyone know, and is he?

n Defamation — no politician could sur-
vive without the trick of attacking the
author of an opposing point of view,
rather than attacking the point of view
itself. Almost the opposite technique of
appealing to the false authority.

n Undefined Source — it can cover up
all kinds of weaknesses in the writer’s
case. Beware when you see ‘It is a well-

known fact that ....’, or ‘As any expert will
tell you .... ’

n Predicting — it is dangerous to assume
that something will happen in the future
because of what has happened in the
past. Unforeseen factors have a nasty
habit of interfering, particularly in poli-
tics and economics. How often do the
weather forecasters get it wrong, when
predicting only hours ahead? T ry to
weigh-up probabilities rather than give
firm predictions.

n False Comparison — is often used to
‘sell’ a point. Because something is ver y
similar to something else doesn’t mean
that all the features are the same. The dif-
ferences (not mentioned) may be much
more impor tant than the similarities.

n Statistics  — ‘Lies, damn lies and statis-
tics’, said Winston Churchill. If Arsenal
beat Manchester United four goals to nil
— then Arsenal and Manchester United
scored an average of two goals each!
Maybe they did — but try explaining the
logic of that to the Arsenal fans!

n Missing the Point — politicians are very
skilled at taking 20 minutes to say nothing.
Watch out if the writer has used excessive
verbiage about everything but the crux of
the matter. What has not been considered
can be more important that what has.

Note :  The Improved Reading Centre is
conducting a series of Advanced Reading
Skills courses for the Malaysian Institute
of Accountants. For details, kindly contact
MIA’s Professional Development Depart-
ment (tel :  03-2274 5055)

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○

Great inventors
(clockwise) :
Alexander
Graham Bell,
Thomas A.
Edison and
Samuel Morse

“To read critically is essential. Do not automatically

believe something to be true, simply because someone

has taken the time to write it down. Constantly

challenge what the author is saying.”
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 H A R RY  P O T T E R ’ S  B O O K S

F E AT U R E

A   re your kids dangerously addicted to Hello Kitty toys?
 Has Mystery Furby hypnotised your sweet eight-year
 old girl? Are you nauseated with the endless tidal wave
 of toys being marketed at your children? Are you ter-
 rified that your children’s brains will shrivel to the size

of a rambutan because all these toys are crushing their love for books?
Things aren’t going to get better. Pokemon

trading cards are coming to Malaysia soon.
Aaahh, haven’t you heard of Pokemon? Be
afraid. Be very afraid.

But the good news is this. You can get your
child hooked onto a marvellous phenomenon
that has spread across 40 countries, creating
a mania of the biggest proportions all across
the US and UK for the past one year :  Harr y Potter books.

They’re humorous, haunting and thoroughly bewitching. The
books, written by J. K. Rowling, have won a string of spectacular
accolades :  The British Book Awards Children’s Book of the Year,
the National Book Award, the Smarties Prize and rave reviews on
both sides of the Atlantic. Book rights have been sold to Den-
mark, England, Finland, France, Germany, Greece, Italy, the Neth-
erlands, Spain and Sweden.

Even better, the Harr y Potter books have repeatedly proven
that young boys and girls all over the world — including trigger-
happy 10-year-olds obsessed with blasting aliens into goo — are
completely capable of holding a Potter book in their hands and
reading it from cover to cover.

LANGUISHING IN MALAYSIA

Strangely, while Malaysia has quickly jumped onto the Hello Kitty
bandwagon and other toy fads, there hasn’t been much buzz about
the award-winning books here. In Kuala Lumpur, the books, priced
at around RM30 each, have been lying in a discreet pile in Kinokuniya
bookshop in Kuala Lumpur City Centre — largely unannounced,
untouched and mostly unbought — and I don’t know why.*

So far, Rowling has written three Potter books, targeted at chil-
dren aged eight through twelve. All three are simply amazing. As
I read each one, I get the unmistakable shiver that I am holding
in my hands a future children’s classic.

And it’s not just a great children’s novel. It’s also incredibly en-
ter taining for adults. I recommend Harr y Potter to all account-

ants. Imagine tr ying to do a tax audit on
Hogwarts school, which has doors that won’t
open unless you tickle them in the right spot.
And how do you value a hat that sings and
talks? How much is a box of Nimbus 2000 fly-
ing broomsticks worth? Does that cost more
than crushed nettles, snake fangs or Norbert
the Norwegian dragon?

Joanna Rowling’s own story is equally magical. Now 33, she
was an unemployed single mom when she spent five years writ-
ing the first Harry Potter book. She did her writing in a café in
Edinburgh, Scotland, because it was warmer than her home. Just
when she was nearly out of money, she got a grant from the Scot-
tish Arts Council enabling her to finish it. Since the novels’ block-
buster launches, Warner Bros. has bought the film rights of the
first two books in a deal wor th more than US$1 million. Rowling
says she plans to write a total of seven books about Harry, ending
when he leaves school at 17.

WIZARDS, MUGGLES AND
SARDINE-FLAVOURED JELLYBEANS

Like J. R. R. Tolkien’s Lord of Rings and C. S. Lewis’s Chronicles

of Narnia, the Harry Potter books plunge you into an entirely
dif ferent world. They whisk you away from the traffic snarls of
Kuala Lumpur’s Federal Highway and far away from the shadow
of the Petronas Twin Towers.

The first book, Harry Potter and the Philosopher’s Stone, star ts
with a tragedy. When he is just an infant, Har ry’s parents are killed
by evil Voldemor t. And in a greater tragedy, he is then adopted by
his beastly aunt and uncle, Vernon and Petunia Dursley, and their
repugnant pig-like son, Dudley.

HARRY POTTER
SAVES THE DAY

B Y  A LV I N  U N G

“And it’s not just a great

children’s novel. It’s also

incredibly entertaining for

adults. I recommend Harry

Potter to all accountants.”

40

How a set of children's books can restore sanity for all accountants
whose children are obsessed with the latest toys ....

* The books can also be obtained at MPH Bookstores Sdn. Bhd. or you can go to
http://shop.barnesandnoble.com
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The world of Muggles (people without magical powers) is stul-
tifying for poor Harr y Potter. Har ry spends the first 10 years of
his life sleeping in a cupboard (which he shares with spiders)
under the stairs of the loathsome family.

Then when he turns 11, an enormous man (whose feet are the
size of small dolphins) turns up and tells him to go to Hogwarts,
a school that has trained generations of wizards. There, he finds
himself surrounded by wizards, a caged owl, a three-headed dog
named Fluffy, a phoenix-feather wand, and jellybeans that come
in every flavour — including strawberr y, curr y, grass and sar-
dine. Best of all, Harr y discovers that he, too, is a wizard. And
there begin his adventures.

SOME BOOKS ARE DANGEROUS

In the next book of the series, Harr y Potter and the Chamber of

Secrets, Rowling expands the fascinating world of Hogwarts School
of Witchcraft and Wizardry with surprises around every turn :  a
diary that writes back; a dragon-smuggling expedition; a gardener
with a soft spot for man-eating pets. At one point, Harr y is warned
that some books are dangerous :  “Some old witch in Bath had a
book that you could never stop reading! You just had to wander
around with your nose in it, trying to do everything one-handed!”

Which is exactly what happens to the reader. I found myself
brushing my teeth, wearing my shoes and waiting for the lights
to turn green — with the book still glued to my nose.

In fact, the Potter books have become something of a children’s
publishing phenomenon, one of those rare books that crosses over
to adult readers. All three books (the third is about Harry Potter and

the Prisoner of Azkaban) have topped the New York Times Bestseller
list. And the fourth, Harry Potter and the Doomspell Tournament , is
scheduled to be released in July 2000. In the US, the publisher printed
the books with a more sober cover, so that power brokers wouldn’t
feel silly walking around Wall Street toting the book.

FANTASY NOVELS :
A FORM OF MAGIC ESCAPISM?

Many Malaysians I’ve talked to are strangely suspicious of fan-
tasy novels — a genre in which the Potter novels fall into. This is
odd, especially in a country filled with mythical legends of
pontianaks, Puteri Gunung Ledang and the tomb of Mahsuri. Some
complain that such novels (peopled by wacky wizards, talking
dragons and grouchy goblins) weave a world of fantasy and make-
belief that has no umbilical cord to real life.

“The books aren’t healthy,” a mother insisted, as we chatted in
Bangsar. “They promote wishful thinking. Instead of being rooted in
reality, children are encouraged to fantasise. That can’t be too good.”

William Bennett, a former US policymaker for education, upped
the ante. He has sometimes argued that the purpose of books is
to be moral. Really?
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I believe that the purpose of all
great fiction is to entertain or il-
luminate. If I wanted to read
moral stories, then I might as
well read the stories published in
my Bahasa Malaysia textbooks
by Dewan Bahasa dan Pustaka.

An added bonus, of course, is
that many entertaining and moving stories contain great moral les-
sons. Think of Dostoevsky’s Brothers Karamazov, which chronicle
the human heart’s epic struggle between forces of good and evil,
forgiveness and redemption. Even so-called fantasy novels such as
J. R. R. Tolkien’s classic Lord of the Rings and C.S. Lewis’s Chronicles

of Narnia contain what straight-laced folks would term as moral les-
sons for life. Tolkien and Lewis, both Christians, were fully aware of
the healing power of providence to overcome the corrupting influ-
ence of sin — even in the fantasy worlds of Middle-Earth and Narnia.

But besides considerations on morality, these books are great
simply because they are entertaining. They’re immensely readable
— and they transcend beyond being merely an amusing diversion.

FANTASY IS REALITY

Such great books, while they draw us into fantasyland, are also
able to offer us ways to see the real world. These books do not
deny the possibility of pain and loss — friends die, parents grow
old, our heroes weaken.

Har ry Potter, for example, lost his parents when he was an in-
fant. He had never seen them before. However, in the first book,
Harry gets a chance to gaze into a magic mirror, and there, he
sees his parents. For the first time in his life, he is able to get a
glimpse of the thing closest to his heart.

This is what Rowling writes, as Harry wistfully looks into the
Mirror of Erised to his family waving at him.

The Potters smiled and waved at Harr y and he stared hungrily
back at them, his hands pressed flat against the glass as though
he was hoping to fall right through it and reach them. He had a
powerful kind of ache inside him, half joy, half terrible sadness.

There were his mother and father smiling at him again, and
one of his grandfathers nodding happily. Harr y sank down to sit
on the floor in front of the mirror. There was nothing to stop him
from staying here all night with his family. Nothing at all.

In a world of fantasy, Harr y fantasises about his parents and
thinks they are very real. However, his bubble of bliss is burst
when he is later told by a wise wizard, Albus Dumbledore, that
the mirror only shows the gazer the deepest, most desperate de-
sires of his heart. For Harr y, it was his heart’s longing to know
the parents he never knew. The images on the mirror were merely
an illusion. And the mirror, unfortunately, would never be able to
fully fulfil Harry’s greatest longing. Nothing ever would.

MEMORIES FROM BEHIND A MIRROR

This passage, for me, is tremendously visceral. It reminds me
of the time when my grandfather (Ah Kong to me) died in Penang

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○
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while I was still studying in the
US. As a result, I was unable to
mour n his passing. Until today,
I am not sure whether that in-
cident left a hole in my heart.
Like Har ry, I wasn’t able to say
goodbye to someone I loved.

Months later, when I re-
turned to Malaysia for summer holidays, my parents had already
renovated his room. His room, before he died, was tremendously
cluttered. It had fans, bells, torch lights, masks, hammers, mouldy
t-shirts, a blackboard, mosquito coils — objects that made Ah
Kong very much what he was.

Ah Kong burned mosquito coils every night before he slept.
Over the years, the white asbestos ceiling turned yellow from the
fumes. Many years ago, for what reason I still do not know, Ah
Kong bought me a ghastly plastic mask which looked like some-
thing a woman would use at a Chinese opera. I immediately re-
jected the mask. Ah Kong took it and hung it up on the wall, just
above an old clock. He also had a couple of tool-kits which he’d
use to repair the broken lock on my school bag.

But when I returned, all these were gone. No mask, no mos-
quito coils, no tool-kits. And the yellowed ceiling had been re-
painted. I remembered how I felt when I first saw the renovated
room. In Rowlings’s words, “a powerful kind of ache” welled up
inside me, “half joy, half terrible sadness.” Suddenly I realised Ah
Kong was gone. At that moment I also realised — with sudden,
vicious clarity — that the people we love don’t live forever.

My parents created something magical when they welcomed
Ah Kong into our home. Things weren’t always easy. We had oc-
casional dif ficulties adjusting to Ah Kong. But he left behind foot-
prints in our lives — in the lives of my parents, and inevitably, in
mine.

From a delicious book of wizards and Muggles, Rowling has
succeeded to help us think of not only magic spells and broom-
riding, but also friendships, families and all other joyful and pain-
ful things that remind us that we’re truly human. That’s some-
thing that Furbies and Kitties can never do.

Note :  Mr. Alvin Ung holds a Masters degree in Writing from The
Johns Hopkins University. He also has a Bachelor’s degree in Eng-
lish Literature from Middlebur y College, US. He has worked with
several magazines, including the Washington-based Smithsonian

and Baltimore. Currently, he is the Malaysian Correspondent of
the Associated Press and the Editor of Phases, a local youth maga-
zine. He has also conducted workshops on writing skills.

“Imagination is more
important than knowledge.”

~ Albert Einstein ~
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SIGNS OF
ECONOMIC RECOVERY

n Malaysian economy expanded from 4.1 per cent in 2Q99 to
8.2 per cent in 3Q99 and 10.6 per cent in 4Q99. For the

whole of 1999, the economy grew by 5.4 per cent and is

projected to improve further to 5.8 per cent in 2000.

n Trade surplus of RM72.3 billion in 1999 was the largest sur-
plus ever recorded. Consequently, the current account sur-

plus could reach RM47.4 billion.

n External reserves rose to US$33.8 billion on 24 February
2000 (sufficient to finance 6.4 months of retained imports)

from US$20.2 billion as at end-August 1998.

n Inflation rate fell to 2.8 per cent in 1999 (5.3 per cent in
1998).

n Market capitalisation reached RM732.67 billion on 24 Feb-
ruary 2000 (304 per cent higher than the value on 1 Sep-

tember 1998).

n Danaharta has already or is in the final stages of resolving
non-performing loans (NPLs) amounting to RM17.6 billion

at gross value, out of the NPLs amounting to RM45.5 billion
that it took over as at 31 December 1999.

n Corporate Debt Restructuring Committee has resolved 19

debt restructuring schemes involving RM14.1 billion, out of
the 67 applications with debts totalling RM36.3 billion re-

ceived up to 9 February 2000.

n Average household income increased by 3.7 per cent to

RM2,480 in 1999 (RM2,392 in 1998).

n Unemployment rate fell to three per cent in 1999 (3.2 per
cent in 1998).

COMMENTARY OF THE RETABLED

BUDGET 2000

 B U D G E T  2 0 0 0

E C O N O M I C S

T he Minister of Finance I, YB Tun Daim Zainuddin retabled Budget 2000

 on 25 February 2000 at the National Parliament. The Budget had to
 be retabled because of the dissolution of the 9th Parliament on 11

November 1999, which paved the way for Malaysia’s General Elections on
29 November 1999.

The retabled Budget was similar to one tabled on 29 October 1999 (reported
in the Nov-Dec 1999 issue of Akauntan Nasional). Some refinements were made to

the Budget, while others were new initiatives.
One of the refinements relates to pensioners, who will

now benefit from the 10 per cent pay increase in the
salaries of civil servants.

In submitting its Memorandum to the Ministry of
Finance last year, the Malaysian Institute of Account-

ants had highlighted that “pensioners in particular who
rely on interest income have been adversely affected

by the low interest rate regime.”  This concern led the
Institute to recommend to the government that “(this)

group of people be provided some form of relief.”
The re-consideration by the government is much wel-

comed, as it further promotes the concept of a ‘caring
society.’

INTRODUCTION

The retabled Budget 2000 drew positive response from the
public, due mainly to the government’s success in restoring

the health of the economy. In particular, the potent policy mix of
fiscal and monetary expansion, plus concerted effor ts in strength-
ening the banking industry and improving corporate governance,
contributed to the economic revival. Significantly, favourable ex-
ternal developments also helped in the recovery process.

Not surprisingly, therefore, the economic growth for 1999 was
revised upwards to 5.4 per cent, while the year 2000 could see the
economy expanding further to 5.8 per cent. Over the medium-
term, the Malaysian economy could return to its longer-term
growth potential of around seven per cent, judging from the sev-
eral encouraging economic indicators (Table 1).

1

44



Akauntan NasionalApril 2000

RETAINED MEASURES
(announced on 29 October 1999)

Personal income tax lowered by one percentage point.

Personal income tax relief increased from RM5,000 to
RM8,000 (implying that bachelors earning RM1,400 per

month, or those married with two children and earning
RM2,100 per month will not be taxed).

Conditions for government servants to obtain housing
loans relaxed.

Housing allowances for lower rung government servants

rose by 50 per cent.

Government employees receive 10 per cent pay rise effec-

tive from January 2000.

Government employees receive one month’s bonus, less

RM600 announced earlier.

Income tax rates for co-operatives reduced by one per-
centage point.

Stamp duty for housing transfer costing RM75,000 and
below exempted for years 2000 and 2001.

Import duties on 43 categories of food products abolished,

while those on 136 other categories reduced.

Tax relief on health and education insurance premiums

increased from RM2,000 to RM3,000.

EPF to allow partial withdrawal by contributors for the

purpose of their children’s tertiary education.

Savings bonds as an option for senior citizens and retirees
to invest.

Tax-free income from music composition raised to
RM20,000 from RM12,000.

Government sponsored unit trusts given exemption for

years of assessment 2000 and 2001.

Income tax exemption for eligible tour companies ex-

tended to 2001.

RM200 million venture capital fund set-up to finance high-

technology projects.

Restrictions on dividends lifted immediately.
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NEW MEASURES
(announced on 25 February 2000)

25 per cent threshold exempted for listed companies to
buy Malaysian-owned intellectual property and locally-

owned companies registered overseas.

Loans for students of local private tertiary institutions raised
from RM12,000 to RM12,500 for arts stream, and from

RM16,000 to RM16,500 for science stream.

Government has provided for students in public institu-

tions of higher learning an advance of between RM1,000
and RM1,500 for registration fees.

Rural areas get RM129 million for water supply, RM154

million to build clinics and RM21 million for potable wa-
ter, and upgrading of health and treatment facilities.

A RM318 million local loop system to be implemented by

Telekom Malaysia Bhd, benefiting 120,000 subscribers in
rural and interior areas.

A RM201 million find for RISDA smallholders to replant
rubber involving 45,000 hectares this year.

Pensioners and those receiving pensions to also benefit

from the 10 per cent pay rise in civil servants’ salaries.

Partial withdrawal by civil servants from the balance of
their EPF contributions before reaching 55 years old

allowed. Government’s contribution will be transferred to
Pensions Trust Fund.

Pocket allowances for less fortunate under the Social Wel-
fare Department increased, while financial assistance for

this group raised.

Scholarships and loans for MARA and Public Service De-
partment-sponsored students in 15 countries raised by be-

tween 10 and 65 per cent.

EPF contributors allowed to make withdrawals for pur-
chase of computers.

Source :  Budget 2000 Speech by YB Tun Daim Zainuddin.
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BUDGET 2000 HIGHLIGHTS

BUDGET WITH A ‘HUMAN FACE’

The retabled Budget gave evidence of a responsive govern-
ment, as reflected in the additional equitable and humanitar-

ian measures, while retaining all the measures proposed earlier
(Table 2). In particular, civil ser vants, members of the Employ-
ees Provident Fund (EPF) and pensioners benefited from the new
initiatives such as :

• EPF withdrawals for computer purchase.

• Allowing partial withdrawal by civil servants from the balance
of their EPF contributions before reaching 55 years old.

• 10 per cent increase in pensions.

• Higher scholarships and loans for government and MARA schol-
ars, both overseas and locally.

B U D G E T  2 0 0 0

E C O N O M I C S
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The relaxed EPF ruling for
education purpose will not only
bring relief for parents, but also
augur well for future economic
growth.

Over and above this, the cost
of education particularly in the
private educational institutions
should be made more affordable,
so that more Malaysians (includ-
ing matured students) can ac-
quire and upgrade their knowl-
edge and expertise. This is impor-
tant because the education sector is one of the crucial factors
shaping the competitiveness of the national economy.

The Budget also saw great emphasis being placed on informa-
tion technology (IT) — the ‘kernel’ of the knowledge-based
economy. Several of the proposed new measures are related to
the IT and education sectors. The response of the private sector
in embracing IT in their operations is just as important. Needless
to add, the proper application of IT can greatly enhance produc-
tivity, which is vital for sustained strong economic expansion and
keeping inflation in check.

WAKE UP TO THE DOWNSIDE RISKS

By virtue of its openness, the Malaysian economy is subject
to considerable external risks. Its ratio of exports to Gross

National Product stood at 180 per cent in 1999, while its total trade
with the world expanded strongly during 1989-98, averaging 16.7
per cent a year.

Further, the economy has not reached a stage of development
where there is no need to rely on high-value added and high-tech-
nology foreign investments. Therefore, the country’s continued
dependence for external trade and investment will continue to
subject it to certain risks.

Today, there are some emerging threats to the world economy.
One is the tussle between the developed and the developing coun-
tries with respect to the issues of globalisation and liberalisation
of global trade. Free but unfair international trade is threatening
the well-being of the developing countries.

Moreover, “the global financial system”, Prime Minister YAB
Dato Seri Dr. Mahathir Mohamad recently argued at an UNCTAD
meeting in Bangkok, “continues to be characterised by volatile
capital flows and excessive activities of the hedge funds and highly
leveraged institutions.” So long as the existing international fi-
nancial architecture remains unchanged, the risk of another glo-
bal financial storm will not be mitigated.

B U D G E T  2 0 0 0

E C O N O M I C S

“The global dot.com companies, with their technological dominance and
marketing savvy, are capable of overwhelming businesses in the

developing countries, threatening the stability of the world economy.”

The Internet revolution, while offering tremendous opportuni-
ties, also has its inherent risks for the developing countries. The
global dot.com companies, with their technological dominance
and marketing savvy, are capable of overwhelming businesses in
the developing countries, threatening the stability of the world
economy.

The sharp rise in the crude oil prices to around US$30 a barrel
currently, if prolonged, is yet another area of concern for the world
economy. Indeed, the 1970s witnessed two major oil shocks which
wreaked havoc on the global economy.

Finally, there is the risk of the widely-perceived overvalued US
stock market, which is particularly sensitive to further increases
in the Federal funds rate. One cannot totally discount the upward
trend in US interest rates to continue this year, given the robust
US economic expansion. A marked correction in the US equity
market will impact bourses worldwide, and if prolonged, the loss
of confidence could spread to the real sector of the global economy.

 All said, we need to wise up to such downside risks, lest the
dark history of the Asian financial crisis should repeat itself, al-
beit in dif ferent forms.
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Improving Stock Market Sentiments

 Malaysian Economy
   Moving into Higher Gear

M A L AYS I A N  E C O N O M Y

E C O N O M I C S

From Ugly Duckling to Pretty Swan

With Malaysia’s economic growth set to outpace most of
the region’s, international investors have begun to ‘over
weight’ Malaysian stocks.

“Malaysia’s economic performance this year should exceed most
of the region’s and set the scene for earnings upgrades, as more
business opportunities emerge for companies to generate growth,”
says Manu Bhaskaran, strategist at SG Securities Research in Singa-
pore, a unit of the French financial services group Societe Generale.

SG Securities is particularly keen on Malaysian, Thai, South Ko-
rean and Taiwanese stocks in East Asia. It expects the Kuala Lumpur
Composite Index to climb to 1,200 points this year. Local stock bro-
kerages such as K & N Kenanga are more optimistic, predicting that
the index would hit the 1,300-point level by year-end.

Other similarly upbeat international analysts say the year 2000
Asia “could be the year of the Malaysian market” and that the
rosier macroeconomic picture provides “a convincing case to sup-
port a bullish market outlook.” The Malaysian market is also “an
ugly duckling turning into a pretty swan.” Over US$4 billion of

BY T.  J .  TAN

new foreign funds could flow into the Malaysian market this year
as a result of ratings upgrades.

Singapore-based GK Goh Research says :

“Barring a sharp world economic slowdown, there’s

no fundamental reason for the Malaysian market not

to perform. Recovery in the external sector is strong,

while local demand is on the mend.”

Besides its robust growth prospects — Gross Domestic Prod-
uct (GDP) is set to expand by 5-6 per cent this year — Malaysia’s
other attractions are :

n Very Strong Revival in Corporate Earnings
“The net earnings growth of 38 per cent (excluding Telekom

Malaysia and Tenaga Nasional) on the Kuala Lumpur Stock Ex-
change in fiscal 2000 plus attractive market PER valuation of 18
times strongly justify a re-entry into Malaysia,” says an analyst.

Bhaskaran of SG Securities adds :  “Malaysia is now in the grip
of a virtuous upward spiral that tends to produce pleasant sur-

* On 1 September 1998, the Kuala Lumpur

Composite Index(KLCI) fell to a record low

of 262.7 points

Note :  The Chart is based on the KLCI

monthly closing, except for September 1998.
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prises in earnings and new business oppor-
tunities that could spur valuations.”

So-called ‘recovery plays’ have focused
on infrastructure, technology and banking
stocks. Consumer and media stocks are
also popular.

n Banking Sector’s Return to a
Firm Footing
“Systemic risks in the banking system

have been cleaned up,” says SG Securities.
“Banking supervision has become more
proactive with a greater focus on overall
risk management.”

n Certain Re-admittance of
Malaysia to Morgan Stanley’s
Widely-followed Indices
The much-awaited re-admittance in May

2000 has led to investors putting money into
‘large and liquid’ stocks listed on the indices.

n Subdued Inflation and Low
Interest Rates
These are keeping a lid on business costs.

n Pro-business Stance of the
Government
The gover nment has been business-

friendly all along, and this augurs well for the
business community. This is reflected in its
several budgetary initiatives, from lowering
the costs of doing business to strengthening the capital market.

n Better Corporate Governance
The tightening of regulations has helped to curb excessive be-

haviour in the corporate sector. Moreover, investors are unlikely
to fail to notice the government’s concerted efforts to enhance
corporate governance standards in the country.

n Pick-up in the Pace of Corporate Debt Restructuring
The Corporate Debt Restructuring Committee has dealt with

44 per cent of the total debts accepted for restructuring. Malaysia
has done the most out-of-court restructuring in Asean.

n Reduced Political Jitters
This can be attributed to the Barisan Nasional’s handsome win

in last November’s general elections.

n Revival in the Japanese Economy
The Japanese economy is gradually moving from a structural

drag on Asia to being a positive for the first time in a decade,
which will benefit Malaysian and other Asian markets. Markets
are also rebounding on the Internet frenzy and the best global
demand growth in nearly a decade.

“The long-term global backdrop to equities generally remains
highly favourable,” says SG Securities. “A confluence of powerful
new technologies in mobile communications, electronics and the
Internet is producing a new long wave of growth likely to last
more than a decade.”

However, the Malaysian market would be af-
fected if the New York stock market, which is
said to be overvalued, collapses. But both the
Malaysian and the Taiwanese markets should
withstand a collapse better than others in East
Asia because they are largely driven by domes-
tic liquidity. International investment house
BNP Prime Peregrine in Singapore, a unit of
the French financial services group Banque
Nationale de Paris favours the Malaysian and
Taiwanese markets partly for this reason.

“The Japanese economy is

gradually moving from a

structural drag on Asia to being

a positive for the first time in a

decade, which will benefit

Malaysian and other Asian

markets.”
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Malaysian Economy — All Systems Go

For Malaysia, its economic growth is sustainable. Chan Kok
Peng, regional economist at the international investment
house BNP Prime Peregrine in Singapore, a unit of French

financial ser vices group Banque Nationale de Paris, says :  “Eco-
nomic fundamentals are improving rapidly and definitely are more
supportive of a turnaround. We are bullish on the country.”

Supporting the recovery are buoyant expor ts, which expanded
by a remarkable 21 per cent year-on-year in 3Q99 (12 per cent in
2Q99). Malaysia’s export recovery is among the “strongest in the
region”, says US investment bank Merrill L ynch. The trade sur-
plus in 1999 was a record RM72.3 billion.

The recovery in expor ts is undoubtedly broad-based :  sales of
electronic products, chemicals, petroleum products, sawn timber,
saw logs, palm oil, crude oil and liquefied natural gas have all
seen substantial increases. Expor ts of the key electronics prod-
ucts should remain robust in 2000, as global demand is still at a
relatively early stage of the growth cycle.

There may be a cooling of the US economy in 2000, but lower de-
mand from the US should be offset by higher exports to Japan, the
European Union and the rest of Asia. Indeed, Asia’s future is “burning
bright,” says US international investment bank Goldman Sachs.

The French, British and German economies are envisaged to
expand at a faster pace of three per cent in 2000, the International
Monetary Fund (IMF) predicts. The IMF expects the Japanese

KLSE’s Exchange Square — situated on Bukit Kewangan in the heart of
Kuala Lumpur’s bustling central business district
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Rising Portfolio
Capital In-flows

(RM million)

economy to grow by 1.5 per cent in 2000 (one per
cent in 1999). It sees the US economy expanding
by 2.6 per cent in 2000 (3.7 per cent in 1999).

Although higher oil prices could adversely af-
fect the world economic growth, experts believe
the Organisation of Petroleum Exporting Coun-
tries (OPEC) would not want prices to go much
beyond US$30 a barrel, as this would not be in
their best interest. OPEC countries such as Saudi
Arabia and Venezuela are themselves emerging
from a deep recession. It is predicted that oil
prices would fall back to around US$25 a barrel
during the Northern Hemisphere summer when
demand drops on seasonal factors.

Other indicators also show that a sustainable
domestic recovery is more than wishful think-
ing. Domestic demand, which accounts for over
40 per cent of GDP, is gaining momentum, grow-
ing by five per cent year-on-year in 3Q99 (three
per cent in 2Q99). “Personal consumption is re-
viving strongly,” says French financial services
group Societe Generale.

Fuelling demand is strengthening consumer
and business confidence (as employment pros-
pects brighten and interest rates remain low),
and reflationary fiscal spending. Car sales surged
over 70 per cent last year.

Better domestic demand will help ensure that
manufacturing output continues to expand by
over 10 per cent. Although most sectors, includ-
ing commerce, banking, construction and trans-
port, are bouncing back, manufacturing is the
star performer. Manufacturing output in both do-
mestic and export-oriented industries expanded
by a robust 21 and 17 per cent year-on-year re-
spectively in 3Q99 (11 and 10 per cent in 2Q99).

With both domestic and external demand pull-
ing together, Malaysia’s economy could expand by
5-6 per cent over the next few years (5.4 per cent in
1999), says BNP Prime Peregrine. Growth, how-
ever, would be below potential because of weak pri-
vate investment, although productivity is rising.
BNP Prime Peregrine expects growth to acceler-
ate to 9-10 per cent in 2003, if foreign investments recover strongly.

Sluggish private investment due to a large excess capacity in sev-
eral key sectors — including shipping, cement, automobile, steel,
telecommunications and power — and the consequent restrained
bank lending are the only negatives.

The international ratings agency Fitch IBCA says the Malaysian
economy has made an “impressive recovery” and could grow by at
least 4.5 per cent in 1999 and 5-6 per cent in 2000. In December last
year, the agency upgraded Malaysia’s long-term currency rating from
BBB minus to BBB (above investment grade), spurring demand for

M A L AYS I A N  E C O N O M Y
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its sovereign and offshore corporate bonds.
The US ratings agency Standard and Poor’s has

also upgraded Malaysia’s long-term foreign cur-
rency sovereign and senior unsecured ratings to
above investment grade, with the banking sector
back on a firm footing. Banks’ capital adequacy
ratio has risen to 13 per cent from 11 per cent in
August 1997 when the Asian financial crisis hit.

The level of their non-performing loans has
also fallen. Two large banks, Arab-Malaysian
Bank and RHB Bank which owe Danamodal
(the bank re-capitalisation agency) RM800 mil-
lion and RM1 billion respectively, plan to set-
tle their debts in 1Q2000.

Malaysia’s reflationar y fiscal policy could
lead to a substantial public sector budget defi-
cit of over RM14 billion in 2000. Financing the
deficit, however, would not be a problem as
there are sufficient funds locally. The govern-
ment has some RM15 billion in budget sur-
pluses accumulated during the good years be-
fore the recession and it can issue government
securities to the local investors such as pen-
sion funds, insurance companies and banks to
raise funds. In fact, the government can cope
comfor tably with another year or two of defi-
cits. The deficit in 1999 was RM9.5 billion.

Financing the deficit will not affect lending
to the private sector, as Malaysia should con-
tinue to run a large current account surplus in
2000. Fitch IBCA expects the current account
surplus to top RM30 billion in 2000. The cur-
rent account surplus in 1999 stood at RM47.4
billion, enabling the external reser ves to ex-
pand from US$20.2 billion in August 1998 to
US$33.8 billion on 24 February this year. The
amount of external reserves is suf ficient to fi-
nance 6.4 months of retained imports.

It is full steam ahead for the Malaysian
economy. The Asian financial crisis is officially
over and the country has come through its
worst-ever economic crisis not unscathed but
stronger. As international investment bank

Morgan Stanley Dean Witter says :  “Malaysia’s vulnerability is at
a two-decade low, as a consequence of a large trade surplus, sub-
stantial de-leveraging and a sharp turnaround in economic activ-
ity.” The company began to overweigh the Malaysian market in
early March this year.

Net
Portfolio

Cumulative
  Period from Inflows

5 Mar 99 – 21.73

17 Mar 99 21.21

31 Mar 99 74.22

14 Apr 99 398.10

28 Apr 99 554.05

2 May 99 1,436.33

26 May 99 2,732.46

9 Jun 99 2,913.53

23 Jun 99 2,934.94

7 Jul 99 4,213.76

21 Jul 99 4,561.49

4 Aug 99 4,389.82

18 Aug 99 3,592.60

1 Sep 99 2,766.68

15 Sep 99 674.66

28 Sep 99 – 1,323.17

13 Oct 99 33,583.30

3 Nov 99 – 3,749.67

17 Nov 99 – 3,566.48

1 Dec 99  – 3,749.53

8 Dec 99 – 3,858.20

29 Dec 99 – 4,440.40

19 Jan 2000 – 3,648.32

2 Feb 2000 – 961.85

16 Feb 2000 858.52

23 Feb 2000 2,477.70

Source :   Bank Negara Malaysia.
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Mr. T. J. Tan studied marine biology/oceanography in college, but
is now a Kuala Lumpur-based freelance journalist. He contributes
frequently to the Financial Times newspaper of London and
Newsweek magazine.
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MAJOR INTERNATIONAL
DEVELOPMENTS

Fed Raises Interest Rates Again

T he US Federal Reserve (Fed) continued to raise its Fed
funds and discount rates (to six per cent and 5.5 per cent
respectively on 21 March 2000). This move reflects its

concern that rapid growth “could foster inflationary imbalances

(and) undermine the economy’s record … expansion.” Indeed,
since June last year, the Fed has been adopting a tightening bias
in interest rates to check inflation.

Back in 4Q99, the US economy expanded strongly by 5.8 per
cent from an already huge base. For 1999 as a whole, the economy
grew by four per cent, slightly down from 4.3 per cent in 1998 and
4.5 per cent in 1997, but still high by historical standards.

Consumer demand rose by 5.3 per cent in 4Q99, as households
continued to buy both durable and non-durable goods freely. Con-
sumer spending accounts for about two-thirds of the economy’s
output.

The Fed continues to identify inflation as its biggest concern.
Consumer prices in 4Q99 rose a wor risome two per cent (1.1 per
cent in 3Q99). Compounding inflation fears, the US Labour De-
par tment’s Employment Cost Index, covering wages, salaries and
benefits, gained 1.1 per cent in 4Q99 (0.8 per cent in 3Q99).

Apart from a build-up in inflationary pressure, soaring oil prices
are also threatening the US economy. Crude oil supplies of indus-
trial nations are at a two-year low, while US supplies are at a 23-
year low. Crude oil prices have almost tripled from a 12-year low
of about US$11 per barrel in December 1998 to almost US$30 per
barrel in Febr uary 2000.

The US, the world’s biggest consumer of oil, has expressed con-
cerns that the tightening supply in world oil markets could feed
inflation, slow its economic growth and threaten the world
economy.

Understandably, the US has stepped up efforts to persuade lead-
ing petroleum producers to increase output to contain rising prices.
The Organisation of Petroleum Exporting Countries (OPEC) will
meet in late March to decide on the level of oil output.

Despite repeated monetary tightening, the US economy has
powered ahead. However, the Fed Chairman’s comments to Con-

"... (if the Fed nudges rates up) again when

policy makers next meet on (16 May 2000, that)

would bring the fed-funds target ... to its highest

level since early 1991, when the Fed had helped

push the (US) economy into recession."

Jacob M. Schlesinger, Staff Reporter,
Asian Wall Street Journal, 22 March 2000

PU LS E
of the Economies

 E C O N O M I C  U P D AT E

A column to provide accountants with a macro

snapshot on the major economic and financial

developments, and to alert accountants on leading

edge issues that are crucial to their operations.
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Federal Reserve Monetary Policy Changes

(per cent per annum)

 Movement Date of Fed Funds Discount
Movement Rate Rate

Tightening 25 Mar 1997 5.50 5.00

Easing 29 Sept 1998 5.25 5.00

15 Oct 1998 5.00 4.75

17 Nov 1998 4.75 4.50

Tightening 30 June 1999 5.00 4.50

24 Aug 1999 5.25 4.75

16 Nov 1999 5.50 5.00

Tightening 2 Feb 2000 5.75 5.25

21 Mar 2000 6.00 5.50

Note :  For the rest of this year, US interest rate announcements will be
made on 16 May, 27-28 June, 22 August, 3 October, 15 November and
19 December during the Federal Open Market Committee meetings.

Source :  Deutsche Bank, Dr. Ed Yardeni’s Economics Network and
            Federal Reserve Press Release of 21 March 2000.
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that rising productivity, which helped to hold down inflation so far,
cannot be counted on to keep prices from rising indefinitely.

As the world’s largest economy, the US economy needs to be
closely monitored, since what happens to it tends to have far-reach-
ing implications worldwide. Further, the US economy has been
on a long expansion track — ten years to be precise. Business
cycle proponents would argue that it is a matter of when, not if,
the US economy would slide into a period of weakness.

MAJOR DOMESTIC
DEVELOPMENTS

Strong Economic Expansion
from a Low Base

Malaysia experienced an unprecedented growth of 10.6
per cent in 4Q99 since the economic crisis of 1997. It
was the third consecutive quarterly growth, starting

from 4.1 per cent in 2Q99 and 8.2 per cent in 3Q99. Notwithstand-
ing this, one should note that the strong recovery was on the back
of a low base; indeed, the year 1998 was the worst year of eco-
nomic performance in Malaysia’s history.

In 1999, exports and imports recorded annual growth rates of
13.8 per cent and 11.6 per cent respectively. Strong external de-
mand led to a 21 per cent growth in exports year-on-year in 4Q99,

while import growth expanded even more
rapidly at 27 per cent. This trend could per-
sist as the economy strengthens further
and may suggest a peaking of trade surplus.
Already the economy recor ded a much
lower trade surplus of RM4.5 billion in Janu-
ary 2000 (December 1999 : RM8.6 billion),
when import growth (20 per cent) outpaced
export growth (17 per cent).

The fine economic performance in 4Q99
was led by a robust manufacturing sector
which expanded by 25.2 per cent, followed
by agriculture (6.3 per cent) and services
(six per cent). The worst-hit sector — con-
struction — is also showing signs of a re-
covery (2.7 per cent as against –29 per cent
in 4Q98).

Going forwar d, these sectors are ex-
pected to record further improvements.
This outlook is based, inter alia, on the sup-
portive fiscal and monetary policies, im-
proved investor confidence, low cost of do-
ing business, reduced unemployment rate,
as well as improved regional markets. In
the short to medium-term, higher crude oil
prices will benefit Malaysia.

E C O N O M I C S
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“The US, the world’s biggest consumer of oil, has expressed

concerns that the tightening supply in world oil markets

could feed inflation, slow its economic growth and

threaten the world economy.”
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gress recently suggest that borrowing costs could reach the high-
est level in five years. Further ratcheting of interest rates this
year could negatively impact its stock market, which has already
seen around 15 per cent correction since January this year.

A delayed adverse impact in the real sector may ensue — the
degree of the anticipated economic moderation would largely de-
pend on the quantum and pace of interest rate hikes, as well as
level of crude oil prices. Moreover, the Fed Chairman had asser ted
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Malayan Banking Bhd Malayan Banking Bhd
Mayban Finance Bhd
Aseambankers Malaysia Bhd
PhileoAllied Bank Bhd
The Pacific Bank Bhd
Sime Finance Bhd
Kewangan Bers atu Bhd

Bumiputra-Commerce Bumiputra-Commerce Bank Bhd
Bank Bhd Bumiputra-Commerce Finance Bhd

Commerce International Merchant
   Bankers Bhd

RHB Bank Bhd RHB Bank Bhd
RHB Sakura Merchant Bankers Bhd
Delta Finance Bhd
Interfinance Bhd

Public Bank Bhd Public Bank Bhd
Public Finance Bhd
Hock Hua Bank Bhd
Advance Finance Bhd
Sime Merchant Bankers Bhd

Arab-Malaysian Arab-Malaysian Bank Bhd
Bank Bhd Arab-Malaysian Finance Bhd

Arab-Malaysian Merchant Bank Bhd
Bank Utama Malaysia Bhd
Utama Merchant Bankers Bhd

Hong Leong Hong Leong Bank Bhd
Bank Bhd Hong Leong Finance Bhd

Wah Tat Bank Bhd
Credit Corporation Malaysia Bhd

Perwira Affin Bank Bhd Perwira Affin Bank Bhd
Affin Finance Bhd
Perwira Affin Merchant Bankers Bhd
BSN Commercial Bank Bhd
BSN Finance Bhd
BSN Merchant Bank Bhd

Multi-Purpose Bank Bhd Multi-Purpose Bank Bhd
International Bank Malaysia Bhd
Sabah Bank Bhd
MBf Finance Bhd
Bolton Finance Bhd
Sabah Finance Bhd
Bumiputra Merchant Bankers Bhd
Amanah Merchant Bank Bhd

Southern Bank Bhd Southern Bank Bhd
Ban Hin Lee Bank Bhd
Cempaka Finance Bhd
United Merchant Finance Bhd
Perdana Finance Bhd
Perdana Merchant Bankers Bhd

EON Bank Bhd EON Bank Bhd
EON Finance Bhd
Oriental Bank Bhd
City Finance Bhd
Perkasa Finance Bhd
Malaysian International Merchant
   Bankers Bhd

Anchor Bank Banking Institutions in Group

10 LOCAL ANCHORS
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Manufacturing Sector Recovers
to Pre-crisis Levels

T he manufacturing sector, except for building materials,
 has recovered to pre-crisis levels, judging from the
 following encouraging signs :

n Capacity utilisation rate has reached 80 per cent.

n Exports of manufactured goods continued to rise, RM237 bil-
lion in January-November 1999 (RM232 billion for the whole
of 1998).

n Increased sales of 30.8 per cent reaching RM23.8 billion in
November 1999 (RM18.2 billion a year ago) — the biggest
monthly sales so far and the highest growth rate. Significantly,
the above growth rate represented a double-digit percentage
growth (year-on-year) for eight consecutive months since April
1999. For the period January-November 1999, sales rose by
15.1 per cent to RM232.3 billion.

n Improved job situation as reflected in the increased demand
for skilled workers.

BNM Names 10 Local Anchor Banks

Bank Negara Malaysia (BNM) announced the 10 local an-
chor banks on 14 February 2000.

        BNM has set end-December 2000 as the target date for
the completion of the entire consolidation exercise. Upon com-
pletion of the merger programme, each banking group will need
to attain minimum shareholders’ funds of RM2 billion and an as-
set base of at least RM25 billion.

Undoubtedly, BNM’s merger move will contribute in strengthen-
ing our local banking institutions. But, as our Prime Minister YAB
Dato Seri Dr. Mahathir Mohamad has aptly pointed out recently,
foreign banks globally are similarly merging, making them even
larger. Such a development could lead to a status quo situation.

Therefore, local banking institutions would do well to quickly
sharpen their management and competitive skills. They should
be very focused in and passionate about delivering innovative,
competitive and consumer-driven services of uncompromising
quality to increasingly discerning and demanding customers.
Anything less will not do in a highly competitive environment.

Deals Reached on CLOB Shares

A t end-February 2000, the Kuala Lumpur Stock Exchange
(KLSE) and the Singapore Exchange Ltd (SGX) signed
 two deals allowing an estimated RM16 billion worth of

Central Limit Order Book (CLOB) shares to be traded again after
18 months in limbo. The shares were frozen when Malaysia did
not recognise CLOB trading as part of the selective capital con-
trols imposed in September 1998.

CLOB shareholders will have a choice of two schemes, one of-
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fered by Effective Capital Sdn Bhd and a joint arrangement between
the KLSE’s Securities Clearing Automated Network Services Sdn
Bhd (SCANS) and Singapore’s Central Depository Pte Ltd (CDP).

Under Ef fective Capital’s scheme, the release of frozen shares
will be staggered according to a formula over 13 months, from
July 2000 at the earliest.

The much tougher SCANS-CDP option will only take effect af-
ter the close of Effective Capital’s scheme on 31 March 2000, and
will only release these shares over a period of nine months start-
ing January 2003, almost three years from now.

WORLD OF E-TRANSACTIONS

Information Revolution

Like oil in the 1970s, information has emerged as the most
important commodity in the world economy today. In the
US, the effects of ‘infor mation shock’ have become so im-

portant that they have led to an improvement in the per formance
of the entire economy.

The digital sector of the US economy, which accounted for only
eight per cent of Gross Domestic Product (GDP), contributed
some 35 per cent of the growth rate in recent years. Meanwhile,
the drop in computer prices has repor tedly shaved almost one
per cent off the inflation rate each year.

In the case of the UK, developments in the new economy will
pose several key lessons for policy-makers :

n Growth of the new economy will not diminish the requirement
for fiscal and monetary policies to be oriented towards disci-
pline, stability and transparency.

n Arrival of the new economy may involve a period of acceler-
ated change in the industrial structure.

n Welfare systems and labour markets will require a fundamen-
tal reform.

n The entire system of educating and developing the potential
of people needs a radical change.

An economy based on knowledge is one where people are the great-
est national resource. Such an economy recognises the immense value
and potential in each person. The important task is to develop them.

Note :  UK Prime Minister Mr. Tony Blair spoke on “Managing
Change :  A National and International Agenda of Reform” at the
World Economic Forum in Davos, Switzerland on 28 January 2000.
The above highlights his perception of major developments in
the new economy.

IT Revolution

T he US economy has intrigued many, including experts.
Its economic expansion is a record, stretching over ten
years now. And it has been sustained at a pace that is more

robust than expected, with inflation largely subdued amid a tighter
labour market.

This current business cycle is unusual and, as the US Federal
Reserve Chair man Mr. Alan Greenspan noted, “(it) differs in a
very profound way from the many other cycles that have charac-
terised post-World War II America.”

“The resurgence in productivity growth”, he asserted, “is a key
factor behind this extremely favourable performance.” Its has its
source in the information technology (IT) revolution.

It appears that the development of the transistor after World
War II had initiated a special wave of innovative synergies, which
subsequently led to the microprocessor, computer, satellites, and
laser and fibre-optic technologies. By the 1990s, further innova-
tions spawned a huge new capacity to capture, analyse, and dis-
seminate information. Such innovations, exemplified by the mul-
tiplying uses of the Internet, resulted in the emergence of start-
up firms, some of which have revolutionised and dominated the
US economy (see related article on Venture Capital on pp. 12-21).

The day of the networked computer systems making its indel-
ible mark on the world economy has arrived.

Note :  The above write-up is a digest of a speech by the US Fed-
eral Reser ve Chairman at the Boston College Conference on the
“New Economy”, Boston, Massachusetts, 6 March 2000.

Internet Revolution

T he third annual sur vey of 1,020 chief executive officers
(CEOs) in North America, Asia, Europe and Latin America
issued by the World Economic Forum and

PricewaterhouseCoopers (PwC) revealed that :

n 50 per cent of CEOs believe that the Internet will widen the
gap between developed and developing nations, while another
38 per cent opposed this view.

n 90 per cent of CEOs believe the continued growth of Internet
commerce depends on global standards being developed for
privacy protection, security, authentication and dispute reso-
lutions.

Indeed, the Internet revolution is like a double-edged sword —
a force of tremendous potential or a pulverising tool. “The new
millennium will continue to witness rapid advances in informa-
tion technology, which will have wide-ranging implications on
developing countries,” Malaysia’s Prime Minister YAB Dato Seri
Dr. Mahathir Mohamad asserted at the 10th United Nations Con-
ference on Trade and Development last February.

Meanwhile, PwC CEO Mr. James J. Schiro argued that getting
the Web’s regulator y framework right can help to narrow the
abovementioned gap. A great challenge for global corporations
working with governments and NGOs is to ensure that local and
regional factors do not hamper this process. “This will not be an
easy task,” he added.
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Y Bhg Dato’ Syed Amin Aljeffri is now the new man steering the Malaysian
 Institute of Accountants (MIA) when YBhg Dato’ Hanifah Noordin
  stepped down as the Institute’s President on 4 March 2000, after head-

ing the Institute for 13 years.
Dato’ Syed Amin, who is the Vice-President of the Malay Chamber of Com-

merce Malaysia, has pledged that he will continue to bring the Institute to greater
heights, especially in this new millennium.

One of his visions is to make local accountancy firms regional and interna-
tional entities just like the ‘Big-5’ today.

A man of many talents, the new President is not only a successful public ac-
countant, but regularly shares his views on nation-building in daily newspapers
and local television stations.

He has also written a book on management in Bahasa Malaysia entitled Sekilas
Pandang :  Gaya Pengurusan Masa Kini.

The Institute also wishes to record its deep appreciation to Dato’ Hanifah
Noordin for his dedicated services to the Institute in his 13 years as President.

During his tenure, he had transformed the Institute from a dormant body to
an Institute which serves its members and the profession, and finally one that
has made a name in the international
sphere of Accountancy.

The May 2000 issue of Akauntan
Nasional will carry a profile on the new
President.

New President

YBhg Dato’ Syed Amin Aljeffri

Spreading the
Responsibility

Over 300 people attended a pub-
lic seminar on tax organised by
the Northern Branch Chairman,

Mr. Neoh Chin Wah. The seminar held on
6 January 2000 at Evergreen Laurel Hotel,
Penang, closed with an interactive question
and answer session.

A full-length article from the event enti-
tled “The People’s Responsibility” was car-
ried in The Star’s Section Two — Features
column, and is republished on pages 10-11
for the benefit of members who did not at-
tend the enlightening seminar.

“Some men see things

as they are and ask why.

I dream of things that

never were and ask,

why not?”

~ Robert F. Kennedy ~
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China will reform its accounting
standards, trimming down its 15
different sets of accounting rules

to two main categories.
Its Finance Ministry Vice Secretary-

General, Ms. Sharon Shen Xiaonan, re-
vealed this during her visit to the
Malaysian Institute of Accountants (MIA)
on 20 January 2000.

Currently, dif ferent enterprises use dif-
ferent accounting rules.

“They are categorised by line of business
or ownership. For example, industries,
commercial, banking, agriculture and for-
eign investment each use different ac-
counting standards.”

“State-owned enterprises are again dif-
ferent. Generally, there are 15 different
sets of accounting rules.”

“We are going to change this year. Our
reform this year might combine all these
into two sets (of accounting standards),”
she told Akauntan Nasional.

Shen said Deloitte, China, was helping
them develop and streamline the stand-
ards. China was learning what their neigh-
bouring countries were doing, especially
since joining the International Accounting
Standards Committee (IASC) in 1997.

“We are trying hard to be in line with
international practices. We see that Malay-
sia follows the International Accounting
Standards.”

“We are now trying to understand what
our neighbours are doing as we are still
not clear,” said Shen who headed a six-
member delegation who came to Thailand
and Malaysia on a study tour.

Prior to their Malaysian visit from 19-25
January this year, they were in Thailand.

Shen said they chose to visit both these
countries because China wanted to learn
how Malaysia and Thailand survived the
Asian financial crisis.

“We want to find out the opinions on what
impact the crisis had on accounting and

Chinese Accounting Reforms
BY HAZEL ONG

China’s Finance
Ministry, Vice
Secretary-General,
Ms. Sharon Shen
Xiaonan
exchanging
souvenirs with
MIA Vice President,
Mr. Soon Kwai
Choy

how to improve the situation,” she said.
Besides dropping by at MIA, they also

visited the Malaysian Accounting Stand-
ards Board, Securities Commission and the
Kuala Lumpur Stock Exchange.

While at MIA, they were given a com-
prehensive two-hour presentation on the
roles of the Institute and the local account-

ancy profession by Council members
Mr. Neoh Chin Wah, Mr. Tony Seah and
Chief Operating Officer Mr. V. Jegatheesan.

The visit also turned into an interactive
question and answer session between the
Chinese delegation, the Council members
and the Institute staff, ending with a tour
of the Secretariat.

The six-member Chinese delegation headed by its Finance Ministry, Vice
Secretary-General, Ms. Sharon Shen Xiaonan, learning about what MIA is all about
from Council members, Mr. Tony Seah, Mr. Soon Kwai Choy and Mr. Neoh Chin Wah
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It was that time of year again for for-
giveness, reconciliation and fellowship
among family and friends during Hari

Raya.

The Malaysian Institute of Accountants
too was in the same spirit of merry-mak-
ing when it threw the Majlis Ramah Mesra
Aidilfitri, a Hari Raya Aidilfitri open house
at PJ Hilton on 19 January 2000.

More than 70 people, comprising VIPs,
Council members, MIA members and staff
joined in the celebration.

It was an informal gathering in which
members who had not seen each other for
a long time caught up with each other remi-
niscing old times, while some were busy
networking.

A smar t member was even seen leaving
her business cards on tables after mingling
with the crowd.

While savouring a sumptuous spread,
there was much laughter in the room with
people talking about receding hairlines, an
increasing number of grey hair and the
development of memory loss. Some even
shared the secret of keeping young, with
one member suggesting that having chil-
dren at an older age was the answer.

He was not merely plucking the exam-
ple from thin air, as his last child and the

MIA’s Ramah Mesra Nite
BY HAZEL ONG

Ipoh lasses … Raja Hanaliza Raja Ahmad Tajudin and Faridah
Kassim, who have been good friends since college days, made a
special effort to meet at the MIA’s Ramah Mesra Nite Members signing in for the MIA’s Ramah Mesra Nite

Deputy Minister in the Prime Minister’s Department, YM Tengku Azlan Sultan Abdul
Bakar (centre) having a chat with Mr. Tony Seah, Mr. Soon Kwai Choy, Immediate
Past President YBhg Dato’ Hanifah Noordin and YB Peter Nansian Nguse (L-R)

elder sibling are 14 years apar t.
Then, there was the usual in-law (or

rather out-law) stories that people shared
and identified with. As usual, there were
live-wires at each table telling jokes to
amuse the rest.

There was even a little Ipoh-mali ‘gang’
at one table. They were Raja Hanaliza Raja
Ahmad T ajudin from Gunung Rapat,
Faridah Kassim from Jalan Kuala Kangsar
and Salwani Rahmat from Tambun.

Both Raja Hanaliza and Faridah were

friends since college days and both studied
at Universiti Kebangsaan Malaysia (UKM).

“We have kept in touch since then. We
decided to come today to see if we could
meet up with other UKM grads; unfortu-
nately, they didn’t turn up. I’m glad we met
some Ipoh-mali people though,” said Raja
Hanaliza.

Gracing the occasion that night was
Deputy Minister in the Prime Minister’s
Department, YM Tengku Azlan Sultan
Abdul Bakar.
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What do you do when you need
to find the best candidate to
head your company, or in these

times, to steer it out of the recent economic
recession towards the road to recover y?

The answer is to blindfold the potential
ones, make them toss a few rings around
and ask them weird questions after show-
ing them a few photographs.

If you are laughing at this, stop, because
we are not kidding. In fact, this is serious
business to several mega corporations who
have survived and continue to thrive be-
cause of such ‘silly games’.

According to Prof. Dr. Zainal Ahmad, Di-
rector of the Business and Advanced Tech-
nology Centre at Universiti Teknologi Ma-
laysia (UTM), the method known as the
‘Right Thematic Apperception’ has yielded
the right people with the right attitude for
the top positions in many companies.

He was sharing this insight during the
Institute’s very first dinner talk for CEOs
and directors on 18 Febr uary 2000, based
on the theme “Rebuilding the Organisation
for Competition.’’

About 60 people, including key players in
major corporations, attended the talk.

Though many came expecting to hear
him speak about models for consolidation
and mergers which he touched on briefly
initially, he proceeded to talk at length about
the all important factor that would make or
break any organisation. Human resource.

“Thematic Apperception has always
been my favourite, as it is the determinant
of success or failure in managing, for ex-
ample, a bank or any other organisation.”

“Getting the right people is of prime im-
portance,’’ he stressed repeatedly through-
out the night.

Dr. Zainal went on to illustrate a series
of tests or experiments which would bring
out tell-tale signs of whether a certain in-
dividual was suited to be the CEO or just
another team player.

During one such test, he said, a photo-

TEST FOR THE BEST
BY HAZEL ONG

graph of two people talking near a bridge
was given to a few groups of bankers. Their
instructions were simple. All they had to
do was relate what they felt the conversa-
tion between the duo was about.

“One group said the two were lovers.
According to the group, the lovebirds were
talking about their love for each other. An-
other group said the man was telling the
woman how to build the bridge, the due
date, the cost involved, presenting to her a
detailed plan, while the third group said they
saw the man telling the woman how to build
the bridge, demanding that she listened to
the way he wants the bridge built,’’ he said.

Dr. Zainal said based on the test, the first
group should never be chosen as the lead-
ing group of bankers. It is the second group,
he said, that would be able to lead the bank.

“Their thoughts and directions are crys-
tal clear, while the third group can only lead
a company, but it would not survive in the
long-run as the team lacked creativity.”

Another test, part of the series of 11, was
one involving asking the participants to toss
rings. If a participant throws the rings the mo-
ment he is told to, then don’t hire him as CEO.

The right candidate is the one who asks
whether he can tr y tossing the rings first

before being tested.
“The person who asks ‘can I try first’,

shows he always strategises,’’ he explained.
Of course, there is a blindfold test. In this

test, the participants are blindfolded to make
it difficult for them to build blocks. If an indi-
vidual responds by saying “I can’t see’’ don’t
hire him, but employ the one who tries hard
to listen and feel his way to complete the task.

Dr. Zainal said usually individuals pro-
duce consistent results, which reveal their
true needs in life.

There are three main categories of needs
to be identified in such an experiment and
they are the need for affiliation, the need
for achievement and the need for power.

From the first test, it can be seen that
the group who saw the lovers were those
who needed affiliation, the group with the
crystal clear instr uctions are the ones who
need to achieve constantly, while the last
group are power-hungry individuals.

“Needs can’t be changed much. A high
achiever may suppress his achievement for
affiliation but the moment he leaves the job
he achieves, for him the sky is the limit.
They are the types that can lead and man-
age companies on their own. They build

cont’d on next page …
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L-R :  MIA Council member, Mr. Daniel Chian, Dr. Zainal Ahmad and Sir John
Daniels, Vice Chancellor of Open University, UK, enjoying a sumptuous meal
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Dr. Zainal has 15 years of experience in Petronas in senior positions, leading and
managing various projects at national and international levels.

He has also worked with four prominent inter national management consultants in
the areas of strategic management, organisational development, entrepreneurial de-
velopment, energy resource management and project management.

He has a PhD in Resource Management from the University of Pittsburgh, USA and
a Masters in Business Administration degree from the Central Michigan University,
specialising in Finance and Management.
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and leave for another challenge.”
“Those with the need for affiliation are

mere followers no matter how much you
groom them. For example, if Mr. Daniel
Chian (Council member) and Sir John
Daniels (Vice-Chancellor of Open Univer-
sity, UK) star t to quarrel, they will feel
more pain than the fighting parties. These
types of people can’t be leaders.”

“Persons with need for power can only
lead, they are not creative. The big differ-
ence between those who are achievers and
those who are power-hungry is that an
achiever knows when to leave but not the
latter,’’ he said.

So Dr. Zainal’s recommendation is that
the best candidate to lead an organisation

is an individual who has a balance
for power and achievement.

When the question and answer
time first started, the crowd was
a bit apprehensive to shoot
away, maybe for fear that they
might be analysed.

Sensing their uneasiness,
Dr. Zainal asked the exact ques-
tion :  “Are you afraid to be ana-
lysed?’’ That broke the ice.

To a question whether good
needs can be inculcated from
young, he said, yes, citing an
example of an experiment con-
ducted on babies.

“From age 0-5, some babies were whis-
pered to that they would become doctors.
It stopped after that age, but when they
turned 18, about 80 per cent of them
wanted to be medical doctors,’’ he said.

To another question, he said, improving
the organisation did not mean removing all

Dr. Zainal Ahmad sharing his expertise on
picking the right person for the right job

existing staf f and changing them with new
ones, but merely re-organising them.

He said there should be a good mix of
individuals in an organisation. If there are
a few guys who need power, then they
might spend too much time deciding what
to decide.

Dr. Zainal said power individuals are
good sometimes, citing the example of a
famous premier of an Asean countr y.

“He had a high need for power and said
shut up everybody while I build this and
that. If he had listened to too many com-
plaints then, there would have been no
development.”

“The bottom-line in rebuilding an organi-
sation is very simple. You have a vision and
a mission, but don’t make restr ucturing the
organisational chart the last item on the
agenda,’’ he said.

So before small banks become big and
bigger banks become large, maybe some
potential CEOs should first be blindfolded?

P ublic speaking, me, oh no, never!”
  The fear of speaking to a crowd
  makes people feel like an iceberg

— frozen.
To be sure, many people feel that way.

Yes, crowds of people are afraid to speak
to a crowd. Is that comforting enough to
know that we are not alone?

There are no shortage of books, periodi-
cals, tapes, organisations and companies
seeking to help people to overcome their
fear and improve or sharpen their skills in

Book Review on
Speaking for Profit and Pleasure

“ speaking publicly.
But the book, Speaking for Profit and

Pleasure by Mr. W illiam D. Thompson,
takes a dif ferent tack.

Its target audience is focused on those
seeking to begin a part-time or full-time
career in the business of public speaking.
Professional paid speakers or seasoned
corporate trainers will also find it a useful
companion book. There is much to learn
from the vast experiences of others.

But don’t be misled — this book is also for

all other kinds
of speakers :
“... Toastmas-
ters, CEOs
speaking at
shar eholder
meetings, hu-
morists at the convention’s final banquet,
motivational speakers at sales rallies, lec-
turers on the college circuit, financial plan-
ners at seminars for clients and prospects,
politicians seeking votes or suppor t for
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Three months after its birth, the Northern Branch Toast-
masters Club held its maiden contest with six members
pitting their public speaking skills for the opportunity to

represent the club in N5 Area Contest.
Lee Min On, emerged the winner with his speech condemning

smoking. Aptly entitled “Down with the Mobile Chimney’’, Min
On concluded with a poem :

“A stick a day might start your way

A packet later would make you sway

More than that, your lungs will decay

If continue, you will be put away

Ban tobacco now

We’ll be better off somehow.’’

First runner up Ng Swee Weng with his
title “Right to Live’’ advocated a vegetar-
ian diet for a more healthy society, while
championing animals’ right to live. Third
prize went to Chan Choung Yau who spoke
on “A New-Found Hobby.’’

He enlightened the audience on the thrills
of breaking clues, fellowship gained and the
many scenic places some of which he would
not have visited if not for his new-found hobby
— treasure-hunting. Choung Yau’s talk was
certainly a boost to domestic tourism.

Earlier, Northern Branch Hon. Secre-

Inaugural In-house
International Speech Contest

tar y Michael Lim in his address, elaborated on how Toastmas-
ters meetings can help accountants and those in the accountancy
fraternity. He urged more accountants to join the Toastmasters
Club, which could train them to be good speakers and ef fective
communicators, which in turn will help prepare them to become
corporate leaders.

The Club meets every second and four th Thursday of the month
at 8 pm at Northam Edu-Park (opposite MBf Building), Jalan Sul-
tan Ahmad Shah, Penang.

It is opened to MIA members, accounting graduates and stu-
dents pursuing professional examinations of approved scheduled
bodies under the Accountants Act, 1967.

For more information, please call Mr. Wong Wai Lim (04-229
2901) or CL Peggy Khoo and CL Wong Loy Meng; mentors are
ATM (B) Grace Foo and CTM Khoo Thean Huat.

The six contestants (L-R) :  Mr. Ng Swee Weng, Mr. Chan Choung Yau, Mr. Lee Min
On, Mr. Christopher Chong, Mr. Albert Yeoh and Ms.Chua Lian Chooi with the
Area Governor ATM(B) Ms. Yeap Gek See

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○

their bills ....”
If you are in any of the above categories,

this book belongs on your bookshelf.
A value-for-money book.

The book comes in three Par ts :

n Par t I deals with the issue of “Why Peo-
ple Speak”, whether for personal devel-
opment, for service to the community,
or for achieving excellence in a job.

n Part II  explores the “world of learning to
speak and helping others to speak well.”

n Part III covers the business world of
avocational speaking and full-time profes-
sional speaking. If you have been hunt-

ing for a detailed and practical manual on
how to be successful in generating in-
come as a speaker, your search should
end here. William Thompson has the
knack of explaining the nuts and bolts of
building a successful speaking career,
both simply and comprehensively.

The final chapter provides a wealth of in-
formation on the speaking industry, spe-
cifically the vast array of help available for
enhancing the prospect of success. An ap-
pendix provides a listing of useful re-
sources and sample documents to “facili-
tate the reader’s pursuit of public speak-
ing — for pleasure or for profit.”

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○

Note :  The slightly over 200-page book,
Speaking for Profit and Pleasure, is pub-
lished by Allyn and Bacon (1998). It should
be available in local major bookstores, or
you can link up to the following website :
www.abacon.com (Book review by Editor).

"Old accountants

never die; they just

lose their balance."

~ Author unknown  ~
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West Kalimantan Delegation Visits Kuching Branch Office

K ota Kinabalu attained city status
 on 2 Febr uar y 2000 and MIA
 Sabah participated in this his-

toric event by contributing to the Centen-
nial Celebration.

Together with the Government of Sabah,
the Chief Minister, community leaders,
corporations, organisations, associations
and the people of Kota Kinabalu and other
parts of Sabah, members of the MIA Sabah
Branch went on a signature drive to put
their signatures in specially-designed reg-
ister.

A message from the MIA Sabah Branch
with details of the Branch Committee
Members will be recorded in the Centen-
nial Register, the official record book of the
Centennial Time Capsule.

The Centennial Register will be stored in

City Status for Kota Kinabalu

Drs. Ignatius Budi Satmoko, Ak
(Chairman of the Indonesian
Institute of Accountants (IIA),

West Kalimantan Branch) and Drs.
Syarbini Iklan, Ak (Co-ordinator of Public
Accountants Section, West Kalimantan

L-R :  Ms. Nella Yantiana; Lecturer (University of Tanjungpura); Ms. Lucy Read,
Branch Manager; Drs. Syarbini Iklan and Drs. Ignatius Budi Satmoko, IIA West
Kalimantan Branch; Mr. Richard Kiew, Mr. Simon Tan and Mr. Wee Hun Been,
MIA Sarawak Branch and Mdm. Kho Suan Bee (Acting Head of Business Faculty,
INTI College)

Branch Chairman, Mr. Michael Tong, leading Sabah accountants in the signature
drive at the MIA Sabah Branch office in Kota Kinabalu

custom-made stainless steel capsule, which
will be permanently sealed and deposited

in a reinforced concrete vault at the State
Museum grounds, which will be opened in
100 year’s time by the future City Mayor.

The Centennial Time Capsule will be of-
ficially sealed at a grand ceremony in April.

Branch) visited the Sarawak Branch Office
in Kuching and held a dialogue with
Branch Committee Members.

The delegates from IIA, West Kalimantan
and the MIA Sarawak Branch Committee
Members discussed and compared objec-

tives, technical, Professional Development
(PD) and administrative aspects of the two
national accounting bodies.

According to IIA, the Indonesia Account-
ing Standards Committee has issued SFAS
1 to 45 (adopted from IASC).

IIA West Kalimantan and MIA Sarawak
aim to maintain continuing fellowship and
look forward to the co-operation of both
branches in holding dialogues on trade and
investment opportunities in Indonesia and
Malaysia, especially for West Kalimantan,
Sarawak and Sabah.

The West Kalimantan delegates were in
Kuching recently to present talks to Indone-
sian and Malaysian students preparing for
their accountancy degree in INTI College.

Sarawak Branch Education and PD
Chairman, Mr. Tan Co Khiang and Branch
Manager, Ms. Lucy Read were guest speak-
ers at the week-long seminar tour organ-
ised by the Economic Faculty of the Uni-
versity of Tanjungpura, Pontianak.

The topics include MIA, membership,
PD, Accounting and Auditing Standards in
Malaysia.
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Use Your Time Productively

a Do not spend the first minute or two writing down the ques-
tion, either paraphrasing it or, as some students do, simply
repeating it. There are absolutely no marks to be gained here.

b Do not spend time underlining words, phrases or sentences
which you think are of special importance. The Examiner will
be carefully reading your script, and does not need any extra
guidance to the main points in your answer.

c Do not use liquid paper, T ippex, etc. to erase mistakes. Apply-
ing the liquid, and then waiting for it to dry, is too time-con-
suming to be worthwhile. Just cross out anything you do not
want to be considered by the Examiner.

d Do not spend time repeating part of an answer. Some students,
especially if they are pleased with something they have just
written in an essay-type answer, will proceed to paraphrase
this answer in the next paragraph, repeating the content and
adding no further information. No extra marks are given for
this effort.

e Do not waste time adding explanations to computations if the
question does not expressly require them. For example, in
taxation examinations, students often write lengthy explana-
tions of why an item may be deductible/assessable for tax
purposes. Unless the question specifically asks for such an
explanation, no marks will be awarded here. Marks are only
awarded for the computation.

Answer the Question

Some students think that writing down everything they know
on a certain topic is a substitute for a careful consideration of a
response. Well, it is not. Remember, it is what the Examiner wants
which is important, not what you want to write. Put yourself in
the Examiner’s shoes, and consider how the Examiner will award
marks for the answer.

a Read the question carefully. Then read it again. Grasp the key
words in the question. (In the second reading, it is often a
good idea to underline the important words, especially the
verb/s of the sentence explaining the question requirements.)

b Read the question from top to bottom (not just the first part).
This will avoid the possibility of you providing a (partial) an-
swer to part (b) in par t (a), thus wasting time in the first part

of the question and then later
having to repeat yourself. It
is also quite often the case
that a consideration of
what is required in
par t (b) will give an
additional insight
into what is
specifically
required in
par t (a).

c Analyse the
r e q u i r e -
ments of the
question to
ensure that you answer all parts. For example, a question may
require you to name two forms of voluntary winding up of a
company and how they are initiated or commenced. In this
instance, students are required to state specifically how they
are initiated or commenced;  instead, some may write about
the process of winding up and how they are car ried out. They
will  also waste time by writing and discussing on court wind-
ing up, whereas the question only refers to voluntar y winding
up.

d Comply with what the Examiner requires, no matter how trivial
you may view the requirement.

e Answer the question directly and succinctly. As mentioned
above, do not waste time writing everything you know about
the topic without thinking whether they are required. If the
question is of the case study or problem-solving type, avoid
making general statements without reference to the case or
without putting your comments in context.

Plan Your Answer

After reading carefully through the question, you should spend
a minute or two planning your answer, especially in essay-type
questions. Your plan should be on a rough sheet of paper (some
students use the examination paper itself) and consist of a brief
outline of your answer (a list of sub-headings is probably enough).
Planning in this way has the benefits of arranging the logical flow
of your arguments and avoiding inconsistencies, illogical conclu-
sions and contradictions in your answer.

EXAMINATION TECHNIQUES

This article seeks to assist students in improving their techniques in tackling the MIA Examinations
in collaboration with ACCA. The next examination is in June 2000. The examination techniques listed

below are general and applies to all papers.

B Y  E X A M I N AT I O N  D E PA R T M E N T  M I A
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Alias, Rahayu
Ang Eng Hooi
Ang Huey Bing
Ang Hui Teng
Ang Pei Ling
Appukuttan, Vilkala
Asrokin, Azimah
Azmil Mohd Saleh
Aznan Yahya
Beh Li Koon
Chai Ko Ngen
Chan Kin Soon
Chan Mun Hoong
Chang Lee Hua
Chang Mun Yee
Chau Te Wei
Chaw Wai Nee
Cheah Lay Peng
Chen Chui Yng
Cheng Hae Yong

Use Simple English

Students will not be graded directly on the finer points of their
English such as grammar, spelling and the like. However, you need
to get your message across in a clear, unambiguous way. Avoid writ-
ing sentences which may have a double meaning, leaving the Exam-
iner confused. Examiners will not necessarily give you the benefit of
the doubt if your sentences are confusing or ambiguous. A
good way to avoid this is to use a simple style. Avoid flow-
ery, over-complicated English. A simple style has the attrac-
tion of getting to the point speedily. In addition, it is consid-
ered appropriate, as it is good modern business style.

Remember to Keep Time

A common mistake among students is to spend too
much time on one question, leaving too little time to make
a serious attempt at the others. Remember, if you make a
reasonable attempt at all questions, then your chances of
passing the examination are considerably better than if
you do not make an effort at all to answer a question, or
even some parts of a question.

Also, giving yourself time for all questions is important since
marks are, as a rule, easier to accumulate at an early stage in
each answer. In general, the longer you spend on a question,
the more dif ficult it becomes to earn an additional mark. So
give yourself enough time to have at least a fair chance at
earning some comparatively easy marks in each question.

  E X A M I N AT I O N  T E C H N I Q U E S

       S T U D E N T S ’  N E W S

A good idea is to allocate time for (part of) a question based on
marks allocated to it (in a three-hour, 100-mark examination, the
allocation is nearly two minutes per mark as a rough guideline).
Perform a quick calculation at the beginning of the question and
manage your time well. Beware of going over-time on one question
and putting yourself at a disadvantage for the remaining questions.

Show Your Workings

In computation questions, you should clearly show your
workings. If you do not (and this is a common criticism among
Examiners), and the final answer is incorrect, the Examin-
ers will give you no credit whatsoever for your effort.

Support Your Statements/Conclusions

Justify any statements you make or conclusions you
reach. Statements made must be suppor ted either by
evidence (often given in the text of the question) or by
referring to theory. Too often, students will give an an-
swer without showing any reasons or justification. This
is unlikely to impress the Examiner.

By making appropriate changes to their technique in the
examination room, students will find that they can greatly en-
hance their chances of doing well in the coming examinations.

All the best in the June 2000 Examination!

 MIA/ACCA Collaboration Scheme
DECEMBER 1999 GRADUATES

Congratulations to the following 325 graduates!

Cheok Huei Shian
Cheong Wei Fuen
Chep Ching Hee
Chew Chooi Huat
Chew Mei Fong
Chew Siao Sien
Chew Thian Kay
Chi Vui Tan
Chia Hui Nang
Chia Keng Gaik
Chia Ya Sing, Phyllis
Chiew Li Lian
Chim Tse Liang
Chin Chiu-Nget
Chin Su Su
Chiong Khar Wai
Chong Chee Kit
Chong Choon Poh
Chong Chui Yeing
Chong Han Keong

Chong Hock Gin
Chong Huey Yih
Chong Li Li
Chong Shao Sung
Chong Soo Loong
Chong Sook Chin
Chong Wee Kok
Choo Yoon Bee
Choong Ewe Kim, Jessica
Choong Lee Lan
Choy Chun Ph’ing
Chu Meei Chee
Chu Phui Wan
Chua Sew Kok
Chung Soh Chin
Chung Thau Yin
Chuo Hung
Chye Pei See
D. S. Narindar Singh
Deepah d/o Sithravel

Dhanesh a/l Gunaratnam
Dhilsath Begum a/p
     M. Jalaldeen
Dye Yen Thing, Irene
Eng Lian Pek
Ewe Jar Sze
Fatimah Mat Nasir
Fong Wee Kuang
Foo Jee Kin
Ghazali, Nahariah
Goh Ah Nee
Goh Hau Jeik
Goh Hooi Chin
Goh Lee Pheng
Ha Choy Sim
Hargobind Singh Gill
Harjeet Singh
Heddy Bin Mohd Noor
Hee Chee Keong

cont’d on next page…

Good time
management in
examinations is

absolutely
critical
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Heng Wai Lee, Winnie
Hiew Nyuk Lin
Hing Pei Yee
Ho Ching Lit
Ho Chooi Yeng
Ho Kok Loong
Ho Lay Leng
Ho Pit Yau @ Ho Tien Tien
Hon Kah Boon
Hor Siew Peng
How Whee Mi
Hui Jin Hock
J. S. Jagdees Singh
James, John Selvaraj
Jaya Kumaar S.
Judy Tan Yee Keow
K. Ramakrishnan, Sivasakthi
Kam Chin Hun
Kavitha a/p Sandrasagaram
Kek Teen Teen, Melodie
Kerk Wei Ban
Khoo Kee Lee
Khor Boon Hun
Khor Keng Lieh
Kon Mei Har
Kong Feck Keat
Kong Kian Huat
Kong Lee Peng
Kong Yuet Fei
Koo Sue San
Kumar a/l Ramu
Kwan Pui Chee
Lai Ai Na
Lai Chze Wei, Venice
Lau Peng Wai
Lau Pon Ming
Lau You Yean
Law Sok Hoon
Lee Ah Heouk
Lee Chew Fon
Lee Chin Fen
Lee Chow Peng, William
Lee Chui T’ing
Lee Kok Tein
Lee Lay Moy
Lee Li Chain
Lee Li Ling
Lee Meng Yoke
Lee Miaw Siang
Lee Mun Lin
Lee Oon Chye, Peter
Lee Oon Tatt
Lee Soon Aun
Lee Sung Fook, Er win
Lee Wei Fen, Yvonne
Lee Wei Yang
Leong Chee Choong
Leong Chee Guin
Leong Chooi Fong
Leong Choy Fun
Leong Kok Wei
Leong Saw Chien

Leong Shu Peng, Juliana
Leong Wy Ken
Leow Siew Yan
Lew Choon Mee
Lew Pui Fah
Lew Yow Hoo
Leyu Tin Pin
Liau Choy Hee
Liau Kong Voon, Patrick
Liew Sook Ling
Lim Ai Chen
Lim Cheau Yin
Lim Chee Khoon
Lim Ching Yam
Lim Jit Mooi
Lim Kim Hai, Anthony
Lim Lee San
Lim Pei Lee
Lim Pei Shia
Lim Saw Ling
Lim Soh Gim
Lim Sook Kew
Lim Su Ling
Lim Yang Hoon
Lim Yaw Seng
Lim Yoong Yan
Lin Poh Chan
Ling Shiau Ruenn
Ling Soon Hieng
Loe Lie Shan
Low Lee Chin, Grace
Low Wai-Ky
Lu Kiat Zee
Mah Mun Choong
Mar Wai Ling
Md Syaharuddin Md Yaacob
Mohamed G B Shajahan
Mohd Amri Bin Mohd Sofian
Moor thy, Jamuna Krishna
Morris, Grace
Mutukrishna, Devadarisini
Nathan, Suganthi Maureen
Ng Ai Shin
Ng Bee Yong
Ng Fong Ling
Ng Gaik Peng
Ng Kar Teik
Ng Kim Chuan
Ng Kok Siong, Tony
Ng Lee Ni
Ng Li Li
Ng Peck Yok
Ng Pei Pei
Ng Phick Suan
Ng Song Tai
Ng Wei Leang
Ng Yau Kit
Ngu Siow Ping
Norrafidah Md Ibrahim
Norzila Nasir
Nur Izwa Mohd Nasaruddin
Oh Seok Boon

Ong Li Ming
Ong Mei Li, Olivia
Ong Teng Yan
Ong Win Nee
Ooi Eng Han
Ooi Pei Yeen
Ooi Siew Peng
Pang Huey Yong
Parames d/o Pooranalingam
Phang Sook Ling
Phua Khim Hiang
Poh Joo Ting
Poo Peai Chaw
Poovarni Rajagopal
Pung Hoi Leong
Quek Keng Khee
Rien Hashim
Rusihan Bin Ruslan
Seah Heng Chin
Sen Siew Ling
Seow Siew Toe
Sew Phui Yee
Shahril Ibrahim
Sharan Kaur d/o K. Singh
Sharin Mohamed Sahari
Shim Hon Yie
Shreelinee Kuhanatharajah
Siah Hooi Hoon
Siang Huat Chia
Siau Chui Chin
Sim Wan Lian
Siow Li Sy
Sivananthan, Shivani
Somasundaram, Sharath
Soo Pao Ching
Soon Huei Mee
Soon Siow Ling
Sylvia Shobha Selvaraju
Tah Seng Foo
Tai Jen Nee
Tam Lai Man
Tan Ahi Ling
Tan Ai Luen
Tan Chee Hoong, Billy
Tan Chee Wai
Tan Chin Koon
Tan Chiong Keng
Tan Eng Hong
Tan Kim Hor
Tan Kim Joo
Tan Kok Wei
Tan Pei Sze
Tan Pei Yen
Tan Sing Lee
Tan Sock Ling
Tan Teck Heng
Tan Theng Woon
Tan Tiong Kiat
Tan Yein Yein
Tan Yu Min
Tang Ching Woon
Tang Fook Choy

Tang Kok Leong
Tang Lee Cheng
Tay Boon Hwee
Tee Perng Cherng
Teh Chin Aun
Teh Lee Chew
Ten Seong Yu
Teo Gin Lian
Teoh Beng Chong
Teoh Boon Chuan
Teoh Chen Gaik
Teoh Sin Yau, Agnes
Tervinder Singh
Thong Siew Koon
Thum Sook Fun
Tian Chooi Lan
Ting Hock Yee
Toh Hong Chye
Toh Poi Huong
Tong Sow Yoong
Tsai Boon Yung, James
Tsen Ken Mui
Tung Wai Chee
V. Ganespathy, Vilashini
Vijaya Kumar s/o Suppan
Wong Baan Wahh
Wong Chen Vui
Wong Cheong Shyam
Wong Chin Keat
Wong Cjin Yen, Olivia
Wong Dang Sing
Wong Eu Huei
Wong Hai Hiong, Jenny
Wong Juen Kat
Wong Kah Chieh
Wong Kean Heem
Wong Ket Hin
Wong Li Fun
Wong Seong Yee
Wong Shuit Yin
Wong Siok Fong
Wong Sook Fen, Sharon
Wong Soon Kwang
Wong Yoke Lin
Woo Mun Kit
Yap Chee Kuan
Yap Lee Ping
Yap May Fong
Yap Siew Meng
Yap Siew Min
Yap Swee Kim
Yap Wai Choon
Yap Yew Boon
Yaw Lee Lian
Yeoh Choon Foong, Gabriel
Yeoh Lee Kim
Yeow Li Wei
Yong Kig Hooi, Glory
Yong Lee Ching
Yong Wan Yi
Yoong Yew Jin
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IASC’s Strategy Working Party Issues its Report
on the IASC Board “Recommendations on

Shaping IASC for the Future”

Press Releases

The Strategy Working Party set up by the International Ac-
counting Standards Committee (IASC) published its final
repor t to the IASC Board, Recommendations on Shaping

IASC for the Future (Report). The Report sets out the Strategy
Working Par ty’s recommendations for changing IASC’s structure.
At its last meeting in Venice, the IASC Board approved, in a 16-0
vote, a resolution supporting the proposed new structure. The
Working Party’s Repor t also includes recommendations relating
to the objectives and strategy of IASC, IASC’s due process, imple-
mentation and enforcement of IASC standards, and funding. The
Report is available from IASC’s website — www.iasc.org.uk.

Commenting on the Report, the Chairman of the Working Party,
Mr. Edward Waitzer of Stikeman Elliott, Toronto, said :

“The significant contributions that a properly structured

IASC should be able to make to our global economy were
sufficiently compelling that a wide range of constituents

were prepared to struggle hard to ‘get it right’. The struc-
tural, due process and other recommendations summarised

in the Working Party’s Report are essential to building an
international organisation that can act as a leader in devel-

oping a single set of high quality global accounting stand-
ards. We are gratified by the Board’s resolve to support the

proposed new structure and encourage the IASC Board and
IASC member bodies to approve the formal constitutional

changes which will make these proposals a reality.”

The proposed structure has the following main features :  IASC
will be established as an independent organisation such as a foun-
dation. The organisation will have two main bodies, the Trustees
and the Board, as well as a Standing Interpretations Committee
and Standards Advisor y Council. The Trustees will appoint the
Board Members, exercise oversight and raise the funds needed,
whereas the Board will have sole responsibility for setting account-
ing standards.

Additional key features are :

n Nominating Committee :  To begin the implementation of the
new structure, a Nominating Committee will be appointed by
the IASC Board to select the initial group of Trustees. This
Nominating Committee will comprise between five and eight
individuals of distinction who will be selected to act in the pub-

lic interest. The Nominating Committee will choose one of its
Members as Chairman.

n Trustees :  The Trustees will comprise a group of 19 individu-
als, having diverse geographic and functional backgrounds. The
Trustees will appoint the Members of the Board, the Standing
Interpretations Committee and the Standards Advisory Coun-
cil. In addition to monitoring IASC’s effectiveness and raising
its funds, the Trustees will approve IASC’s budget and have
responsibility for constitutional changes. T rustees will be ap-
pointed so that initially there will be six from North America,
six from Europe, four from Asia Pacific and three others from
any area, as long as geographic balance is maintained. The In-
ternational Federation of Accountants (IFAC) will suggest can-
didates to fill five of the 19 Trustee seats, and international or-
ganisations of preparers, users and academics will each sug-
gest one candidate. The remaining 11 Trustees will be ‘at-large’
in that they will not be selected through the constituency nomi-
nation process. Once the initial Trustees are selected, the ex-
isting Tr ustees will be responsible for the selection of subse-
quent Trustees to fill vacancies as they arise. The same proce-
dures will be followed as for the initial Trustee appointments,
including consultation with the relevant constituency organisa-
tion/s where the vacancy arose on the retirement of a Trustee
appointed as a result of such consultation.

n Board :   The current Board will be replaced by a new Board of
14 individuals (12 full-time Members and two part-time Mem-
bers). The foremost qualification for Board membership will
be technical expertise and the Tr ustees will exercise their best
judgment to ensure that the Board is not dominated by any par-
ticular constituency or regional interest. To achieve a balance
of perspectives and experience, a minimum of five Board Mem-
bers will have backgrounds as practising auditors, a minimum
of three will have backgrounds in the preparation of financial
statements, a minimum of three will have a background as us-
ers of financial statements, and at least one Member will have
an academic background. Seven of the 14 Board Members will
be expected to have direct liaison responsibilities with one or
more national standard setters. The publication of a Standard,
Exposure Draft or final SIC Interpretation will require approval
by eight of the Board’s 14 Members.
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n Standards Advisory Council :  A new Standards Advisory
Council will provide a formal vehicle for fur ther groups and
individuals having diverse geographic and functional back-
grounds to give advice to the Board and, at times, to advise the
Trustees.

n Standing Interpretations Committee :   The SIC will con-
tinue in its present form.

The IASC Board plans to vote on resolutions necessary for for-
mal amendment of its constitution at its meeting in March 2000
in Sao Paulo. The changes also require approval by the member
bodies of IASC, 143 professional accountancy bodies in 104 coun-
tries. The proposal will be voted on by IASC’s member bodies in
May 2000.

IASC Issues G4+1 Discussion Paper on the
Accounting For Contributions Received

Representatives of the IASC and the Accounting Standards
Boards in Australia, Canada, New Zealand, the United
Kingdom and the United States (G4+1) have joined together

in publishing a Discussion Paper on the accounting treatment of
contributions received entitled “Accounting by Recipients for Non-
Reciprocal Transfers, Excluding Contributions by Owners :  Their
Definition, Recognition and Measurement.” It is the tenth in a se-
ries of papers resulting from discussions of a working group of
representatives of the IASC and national accounting standard-set-
ting bodies aimed at developing solutions to accounting problems
based on the bodies’ common conceptual frameworks.

The purpose of the Discussion Paper is to establish principles
which will lead to consistent accounting treatments by recipients
of non-reciprocal transfers, often referred to as contributions. Con-
tributions are essentially transfers of resources from one party to
another where the transferors do not directly receive approxi-
mately equal value in return. These include everyday transfers
such as gifts, donations, government grants and taxes. They may
be received as cash, or as other assets, or as reductions in liabili-
ties (for example forgiven loans), and may or may not have condi-
tions or restrictions attached. Non-reciprocal transfers are a ma-
jor source of funding for government and other not-for-profit or-
ganisations.

In practice, the accounting treatment of contributions by re-
cipients is unresolved and it is often debated whether they should
be reported by recipients as revenues, as reductions in expenses
or in the cost of assets, as liabilities, or as direct additions to eq-
uity. The Discussion Paper takes the position that many recipi-
ents should repor t contributions as revenues in the periods the
transfers are made, rather than over several periods in line with
how the transferred assets are consumed by the recipients.

Important issues dealt with in the Discussion Paper include :

n In what circumstances contributions include promises to give
and whether these promises should be recognised by promis-
ees.

n Whether liability recognition is appropriate in the case of con-
tributions received with conditions.

n How go-between entities should account for receipts of contri-
butions (go-between entities, which are often charities, are en-
tities that receive contributions and distribute these on behalf
of the transferors to other organisations).

n How specified beneficiaries of go-betweens should account for
contributions held on their behalf by the go-betweens.

n When donated services should be recognised by recipient enti-
ties.

The IASC invites readers to comment on the Discus-
sion Paper. Although the IASC has no project on its agenda on
the accounting for contributions, a project will be considered in
the future.

Note :  Copies of the G4+1 Discussion Paper (Principal Authors,

Mark Westwood and April Mackenzie), are available at £10 each
(US$17) from IASC’s Publications Department (address as
above).

Note :  The IASC has published its 1999 Annual Review (“Inter-
national Accounting Standards — Shaping the New Millen-
nium”), which is available from its Publications Department.

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○

Note :   Copies of the abovementioned Report are available from
IASC’s Publications Department, 166 Fleet Street, London EC4A
2DY, United Kingdom, Tel : +44 (020) 7427-5927, Fax : +44 (020)
7353-0562, e-mail : publications@iasc.org.uk Internet website :
http://www.iasc.org.uk at a price of £3 each (UK/Europe) or £5
each (US$9) (rest of the world), including postage. The Report
can also be downloaded from IASC’s website.

Copies of the Strategy Working Party’s December 1998 Dis-
cussion Paper, Shaping IASC for the Future, are available from
IASC’s Publications Depar tment, price £4 each (UK/Europe) or
£6 each (US$10) (rest of the world). This Discussion Paper
presents the Working Party’s initial proposals and is

issued for public comment.
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T he International Accounting Standards Committee (IASC)
 Board has amended their constitution when it met in Sao
 Paulo recently, bringing the goal of achieving a global

accounting standard a step closer, Malaysian Institute of Account-
ants (MIA) Immediate Past President Dato’ Hanifah Noordin said.

He said the move was decided during the meeting in Amster-
dam last December, in which the Board approved a resolution on
a report that recommends the resolutions for constitutional
change.

The constitutional amendments will facilitate a proposed new
structural change within IASC that would set the direction for a
uniformed accounting standard worldwide.

This was a follow-up to IASC’s decision last November when its
Board met in Venice, Italy to set up the new structur e.

Dato’ Hanifah said these constitutional changes would require
approval by member bodies of IASC, 143 professional account-
ancy bodies in 104 countries (including Malaysia).

He added that the proposal will be voted by IASC’s member
bodies this May.

The report entitled “Recommendations on Shaping IASC for
the Future”, besides proposing a new structure for the IASC, also
includes recommendations relating to the objectives and strate-
gies of IASC, IASC’s due process, implementation and enforce-
ment of IASC standards and funding.

On the new structure, the Board had during the Amsterdam
meeting appointed members of the Nominating Committee.

This Committee will be responsible for appointing the initial
group of Trustees under the new IASC structure.

The latter will, in turn, appoint members of the IASC Board,
the Standing Interpretations Committee and a new Standards Ad-
visory Council and will also be responsible for the ongoing effec-
tiveness and financing of the IASC.

“The appointed members of the Nominating Committee which
comprise mostly representatives from securities commissions and
single representatives from audit firms, financial authorities and
the World Bank will ensure that public interest will be protected
and deliberated in depth,” said Dato’ Hanifah.

He also believes that securities commissions, which made the
majority of the Nominating Committee, would prove essential in
obtaining the funding necessary for the operation of the new
structure.

“The new structure will set IASC on a course to enhance
its position in finding the best accounting solutions interna-

tionally, facilitating convergence of accounting standards
to a single set of high quality global accounting standards,”

Dato’ Hanifah added.

Sharing the same view, IASC chairman Stig Enevoldsen said :

“We are delighted that the members of the Committee ap-
proved by the Board today agreed to help IASC in this way.”

“The membership of this Committee will directly bring public
interest objectives to bear on the selection of Trustees and

will provide strong leadership to this important process which
lays the foundation of the new IASC structure.”

On a separate subject, the Board approved the members and
observers of the Preparatory Committee for the project on ‘De-
veloping Countries and Economies in Transition.’

MIA Council member Mr. Tony Seah was appointed to the Chair
of the said Committee.

A new standard on Investment Proper ty was approved in prin-
ciple subject to review of the final wording at the Board’s March
2000 meeting.

Sir Bryan Carsberg, IASC Secretary-General, believes that the
proposed accounting will give a clearer picture of the activities
and performance of enterprises that hold investment properties.

Other documents approved include SIC Interpretations SIC-17,
Equity — Cost of an Equity Transaction, and SIC-18, Consistency
— Alternative Methods.

The meeting also discussed the projects on Financial Instru-
ments and Repor ting Financial Performance.

Constitutional Change in IASC
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     IFAC 2000 CONFERENCE

The International Federation of Accountants and the
Consultative Committee of Accountancy Bodies of the

UK and Republic of Ireland are organising the “IFAC 2000
Conference” in Edinburgh, Scotland on 24-26 May 2000.

The theme of the Conference is “The Needs of the Capi-
tal Markets — A Measured Response.”  The Conference
will focus on the main business challenges facing account-
ants and others involved in the capital markets.

For fur ther information on the Conference, brochure
and registration form, kindly contact :

IFAC 2000 Conference
c/o In Conference Ltd

10B Broughton Street Lane
Edinburgh EH1 3LY, Scotland

Tel :  +44 (0) 131 556 9245
Fax :  +44 (0) 131 556 9638

e-mail :  inconference@cablenet.co.uk
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Incorporation
and Aim

The Malaysian Asso-
ciation of Accounting
Administrators (MAAA)
was incorporated in
1990 with limited liabil-

ity under Section 16(4) of the Companies Act,
1965 in recognition of the two-tiered nature of the
accountancy profession. MAAA (previously
known as Malaysian Association of Accounting
Technicians) is a company sponsored by the
Malaysian Institute of Accountants (MIA).

Main Objectives
• To provide a qualification to be known as Ac-

counting Technicians/Administrators for per-
sons employed on duties customarily under-
taken by assistants to accountants registered
with the MIA.

• To provide an organisation and membership
for such persons who are desirous of acquir-
ing such qualification and persons who are
granted such qualification.

• To promote in the public interest the techni-
cal competence of such persons engaged in
positions and performing the functions of
accounting technicians/administrators.

Council Members (1999/2000 Term)
Elected Members
En. Izhar Abd Kahar (President)
Mr. Koo Yew Fook, Allan (Vice President)
Mr. Chin Wah Yin
En. Hanapi Rasol
En. Kasim Darus
Mr. Lim Ah Leck
Mr. Low Han Men, Aric
Mr. Mahadevan s/o Gengadaram
Mr. Mok Kam Seng
Mr. Panneer Selvam
YM Raja Noorhana bt Raja Harun
Mr. Yong Yoon Kee

MIA Nominated Members
Mr. Chian Ngook For, Daniel
Mr. Lam Kee Soon
Mr. Yue Sau Him

Secretariat Office
Malaysian Association of Accounting Administrators
Dewan Akauntan, 2 Jalan Tun Sambanthan 3,
Brickfields, 50470 Kuala Lumpur.
Tel : 03-2274 5055 or Fax : 03-2274 1783
e-mail : maaa@mia.org.my

MAAA NEWS

MALAYSIAN ASSOCIATION
OF ACCOUNTING ADMINISTRATORS

Editor for MAAA News : Mr. Low Han Men,  Aric

DEVELOPMENTS IN MAAA

Membership Drive in Johor
On 23 January 2000,

about 30 members and
non-members gathered
for almost two and a half
hours to listen to a pres-
entation by MAAA on its
membership require-
ments, activities and re-
cent developments in
the Association. This
was followed by a lively
discussion especially on
current issues affecting
members. It was held at
the Eden Garden Hotel
in Johor Bahru and the
hosts for the afternoon
were the President, En.
Izhar Abd Kahar, Vice
President, Mr. Koo Yew
Fook, Chairman of the
Membership Committee, En. Kasim Darus and Chairman of the General Purpose
and Finance Committee, Mr. Mok Kam Seng. Also, present was Council member,
Mr. Lim Ah Leck, who is based in Johor Bahru.

Towards the end of the event, a simple membership certificate presentation was
held. According to Mr. Lim Ah Leck, the membership drive was a great success as
two participants applied for membership on the spot and another 10 applications
were expected soon.

On behalf of the Council, we would like to thank Mr. Lim for his efforts in organ-
ising the membership drive down south.

Members, look out for the next membership drive, which may be in your town!

Evening Talks
The first in the series of Evening Talks was held on 26 January 2000, which was on

Team Building — Make Your Team a Winner  by Ms. Regina Morris from People
Potential Sdn Bhd. The Evening Talk was officiated by En. Izhar Abd Kahar, the
President of the Association. Ms. Morris who holds a certificate in training and de-
velopment from the Institute of Personnel Development, UK and a degree in Com-
munications gave a very light but yet entertaining presentation. 19 participants at-
tended the talk. A number of activities and games were used by Ms. Morris to em-
phasise her message, which was both stimulating and effective. It was a successful
event and we look forward to more participation from members for our future talks.

Members are reminded that the next two evening talks will be as follows :

n Management & IT — Heading Towards the New Millennium
27 April 2000 (by Mr. V. Mahendran)

n Protocol Practices in Malaysia
12 May 2000 (by En. Hashim bin Hassan, PM’s Depar tment)

For enquiries on the Evening Talks, please contact the MAAA Secretariat.

MAAA President, En. Izhar Abd Kahar, welcoming
the participants

A cross-section of the participants
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DATES TO
REMEMBER FOR 2000

EXAMINATION

1 September

Closing date for registration as a

student to sit for the examination of

that year.

15 October

Closing date for submission of ex-

amination entry for the examination

of that year.

December

EXAMINATION.

of the Malaysian Institute of Taxation

One of the main objectives of the

Malaysian Institute of Taxation

(MIT) is to train and build up a

pool of qualified tax personnel as well as

to foster and maintain the highest stand-

ard of professional ethics and competency

among its members.

One avenue of producing qualified tax

personnel is through professional exami-

nations. As such, MIT conducted its first

professional examination in December

1995. To-date, the MlT has successfully

conducted five examinations. The profes-

sional examinations also seek to overcome

the present shortage of qualified tax prac-

titioners in the country.

Examination Structure

The professional examination is cur-

rently held annually and is comprised of

three levels.

Foundation Level

m Taxation I

m Economics & Business Statistics

m Financial Accounting I

Intermediate Level

m Taxation II

m Taxation III

m Company & Business Law

Final Level

m Taxation IV

m Taxation V

m Business & Financial Management

m Financial Accounting II

How to Register

You can contact the Institute’s Secre-

tariat for a copy of the Students’ Guide. The

Guide contains general information on the

examinations and a set of registration

forms, which must be submitted with the

necessar y documents to the Secretariat.

Entrance Requirements

(a) Minimum Entr y Requirements :

• At least 17 years old.

• At least two principal level passes of the

HSC/STPM examination (excluding

Kertas Am/Pengajian Am) or equivalent.

• Credits in English Language and Math-

ematics and an ordinary pass in Bahasa

Malaysia at MCE/SPM.

(b) Degrees, diplomas and professional

qualifications (local/overseas) recog-

nised by the MIT to supersede mini-

mum requirements in (a).

(c) Full Members of local and overseas

accounting bodies.

Exemption

Exemption from specific papers in the

professional examinations is available, and

the extent of exemption granted will depend

on qualifications attained and course con-

tents as determined by the MIT Council.

Exemption Fees

Foundation RM50.00 per subject

Intermediate RM60.00 per subject

Final RM70.00 per subject

Examination Fees

Foundation RM50.00 per subject

Intermediate RM60.00 per subject

Final RM70.00 per subject

For further enquiries, please contact the Secretariat at Dewan Akauntan, 2 Jalan Tun Sambanthan 3, Brickfields,

50470 Kuala Lumpur. (Tel : 03-2274 5055; Fax : 03-2274 1783)

PROFESSIONAL EXAMINATIONS
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CASE 1

A member, Chuah Seong Phaik (Memno. 815) was disci-
 plined for breaching By-law 18-1 of the Institute’s By-

laws (On Professional Conduct and Ethics) pertaining to “Acts Dis-
creditable to the Profession” by not having exercised due care and
diligence whilst carrying out the audit of his client company
and had failed to ensure that the financial statements taken
as a whole were free from material misstatements.

The Disciplinary Committee ordered that he be reprimanded by
writing under the hand of the Chairman of the Disciplinary Commit-
tee; and that he also pays to the Institute a sum of Ringgit Malaysia
Ten Thousand (RM10,000) in respect of costs and expenses of and
incidental to the inquiry held by the Disciplinary Committee and the
investigation held by the Investigation Committee.

CASE 2

Amember, Yeo Wee Thow @ Yeo Ngo Tee (Memno. 1052)

was disciplined for breaching By-law 4-4 of the Insti-
tute’s By-laws (On Professional Conduct and Ethics) pertaining
to “Competence and Due Care” by omitting the disclosure of

The Institute has taken the following disciplinary action against members for ‘unprofessional

conduct’ and breaching the Institute’s By-laws (On Professional Conduct and Ethics).

Earnings per Share as required under Malaysian Account-
ing Standard (MAS-SM1) in the audit of the accounts of his
client company for the year ended 31 December 1997.

The Disciplinary Committee ordered that he be reprimanded by
writing under the hand of the Chairman of the Disciplinary Commit-
tee; and that he also pays to the Institute a sum of Ringgit Malaysia
Five Hundred (RM500) in respect of costs and expenses of and inci-
dental to the inquiry held by the Disciplinary Committee and the
investigation held by the Investigation Committee.

CASE 3

Two members, Chia Kwong Chow (Memno. 3320) and
Tai Yoong Noor (Memno. 3618) were disciplined for breach-

ing By-law 18-1 of the Institute’s By-laws (On Professional Con-
duct and Ethics) pertaining to “Acts Discreditable to the Profession”

by causing the release of the audited report of a firm of advo-
cates and solicitors for the periods between 17 March 1997
to 31 December 1997 and 1 June 1998 to 30 June 1998 to
the other partner of the said firm despite instruction by the

complainant.

The Disciplinary Committee ordered that they be repri-
manded by writing under the hand of the Chairman of the
Disciplinary Committee; that they also each pay to the Insti-
tute a sum of Ringgit Malaysia One Thousand (RM1,000) in
respect of costs and expenses of and incidental to the in-
quiry held by the Disciplinary Committee and the investi-
gation held by the Investigation Committee; and that Mr.
Chia Kwong Chow is to attend 20 hours of Continuing Pro-
fessional Development (CPD) courses over and above the
annual requirement, to be completed within a period of six
months and submitted to the Institute upon completion.

CASE 4

A member, Foo San Kan (Memno. 790) being the
     Managing Partner of a member firm, Ernst &

Young was disciplined for breaching By-law 7-2(2)(b)
of the Institute’s By-laws (On Professional Conduct and

Ethics) per taining to  “Adver tising, Publicity and
Solicitation in Respect of Professional Services of Public Prac-

tices”. The partners of the firm had caused their firm
to place an advertisement in an issue of New Straits

Times which contravened By-law 7-2(2)(b).

The Disciplinary Committee ordered that as the Manag-
ing Partner of the firm, he be reprimanded by writing under
the hand of the Chairman of the Disciplinary Committee.

 D I S C I P L I N A RY  CA S E S
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Discussion Groups on Company
Law and Insolvency Practices

A reminder for all those interested in participating
in our Discussion Groups for both Insolvency Practice

and Company Law.

Below is a list of the scheduled dates for year 2000 :

DISCUSSION GROUP ON COMPANY LAW

19 April, 3.30 pm 20 September, 3.30 pm

17 May, 3.30 pm 18 October, 3.30 pm

21 June, 3.30 pm 15 November, 3.30 pm

19 July, 3.30 pm 20 December, 3.30 pm

16 August, 3.30 pm

 INSOLVENCY PRACTICE DISCUSSION GROUP

9 May, 2.30 pm 12 September, 2.30 pm

11 July, 2.30 pm 14 November, 2.30 pm

For fur ther enquiries, kindly contact :
Pn. Nor Azimah/Pn. Zarina Zakaria of MIA (tel : 03-2274 5055)

The Institute reserves the right to change the above dates, cancel the
session and/or impose any fees should unavoidable circumstances arise.

C O L U M N S
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The approved accounting standards referred to above are as follows :

MASB’S APPROVED ACCOUNTING STANDARDS

73

The Malaysian Accounting Standards Board (MASB) has issued six approved accounting standards

for application in relation to financial statements for accounting periods

commencing on or after 1 January 2000.

MASB 8   Related Party Disclosures

MASB 8, Related Party Disclosures is a disclosure stand-
ard, applicable only to the financial statements of report-
ing enterprises which is a public listed company or a sub-
sidiary of a public listed company. The standard supersedes
International Accounting Standard (IAS) 24, Related Party
Disclosures issued by MIA.

Related Party under the standard are “par ties that are con-
sidered to be related if one party has the ability to control
the other party or exercise significant influence over the

other party in making financial and operating decisions.” Relation-
ships covered by this Standard include parent-subsidiar y relation-
ships; entities under common control; individuals who, through own-
ership, have significant influence over the enterprise and close mem-
bers of their family; key management personnel, including directors
and officers of companies, and close members of their families; and
pension or provident funds (except for the State-operated funds) for
the benefits of the employees. ‘Close family members’ of sharehold-
ers, directors or officers of companies is prescribed by MASB ac-
cording to those defined in section 122A of the Companies Act, 1965.

Key disclosures required by the standard include :

n Nature of the relationships where control exists, even if there
were no transactions between related parties in that period; and

n Nature, identities, types and elements of transactions with re-
lated parties. The elements of transactions include volumes;
outstanding balances; terms and conditions if it is materially dif-
ferent from that obtainable in transactions with unrelated par-
ties; and amounts written off or forgiven in respect of debts due
to or from a related par ty

MASB 8 Related Party Disclosures

MASB 9 Revenue

MASB 10 Leases

MASB 11 Consolidated Financial Statements
and Investment in Subsidiaries

MASB 12 Investment in Associates

MASB 13 Earnings per Share

A summary of the above standards are as follows :

However, the standard does not require related par ty disclo-
sures in circumstances where to comply with such provisions
would inter fere with confidentiality protected by various laws.
However, non-compliance under this provision must be substan-
tiated by legal documentar y evidence.

Though the need for enhanced disclosures is recognised, ex-
tensive disclosure however may not be necessary under certain
circumstances. Hence, to mitigate the volume of disclosures, ex-
emptions and relief are provided in this Standard. These include
amongst others :

n Aggregation of similar transactions and of similar balances by
type of related party is permitted (unless separate disclosure is
necessary);

n Non-disclosure of transactions or balances between group enti-
ties (in consolidated financial statements) that have been elimi-
nated on consolidation; and

n Relief from disclosure in parent financial statements when pre-
sented with its consolidated financial statements.

MASB 9   Revenue

MASB 9, Revenue supersedes MASB Approved Ac-
counting Standard IAS 18, Revenue Recognition and
IAS 18 (Revised), Revenue.

T he Standard should be applied in accounting for revenue
arising from the following transactions and events :  the
sale of goods; the rendering of services; and the use by

others of enterprise assets yielding interest, royalties and divi-
dends. However, the standard provides that ‘Exempt Enterprises’,
as defined in MASB DSOP 3, Exempt Enterprises, need not com-
ply with certain provisions of this Standard, i.e. provisions on the
recognition of revenue by reference to the stage of completion in
rendering services. The scope specifically excludes revenue aris-
ing from lease agreements, rentals from investment proper ty, in-
surance contracts, sale of development units in property develop-
ment activities, natural increases in herds and agricultural prod-
ucts, extraction of mineral ores, dividends arising from equity ac-
counted investments, and changes in the fair value of financial
assets and liabilities.

The Standard sets out specific criteria for revenue recognition
as they relate to the sale of goods, the rendering of ser vices and
the use by others of enterprise assets yielding interest, royalties
and dividends. Further, the Standard requires that revenue should
be measured at the fair value of consideration received or receiv-



Akauntan NasionalApril 2000

C O L U M N S

74

able taking into account the amount of any trade discounts and
volume rebates allowed by enterprises.

MASB 10    Leases

MASB 10, Leases which supersedes IAS 17, Accounting
for Leases should be applied in accounting for all leases
other than lease agreements to explore for or use natu-

ral resources such as oil, gas, timber, metals and other mineral
rights; and licensing agreements for such items as motion picture
films, video recordings, plays, manuscripts, patents and copyrights.

The classification of leases is similar to IAS 17, whereby the
Standard is based on the extent to which risks and rewards inci-
dent to ownership of a leased asset lie with the lessor or the les-
see. A lease is classified as a finance lease if it transfers substan-
tially all the risks and rewards incident to ownership, but is clas-
sified as operating lease when it does not transfer substantially
all the risks and rewards incident to ownership.

Nevertheless, whether a lease is a finance lease or operating
lease depends on the substance of the transaction rather than the
form of the contract.

For the recognition of leases by lessee, the Standard states that :

Finance lease :  recognise as assets and liabilities in balance
sheet at amount equal at the inception of the lease to the fair
value of the leased property or, if lower, at the present value of
the minimum lease payments. In calculating the present value
of the minimum lease payments, the discount factor is the in-
terest rate implicit in the lease, if this is practicable to deter-
mine; if not, the lessee’s incremental borrowing rate should
be used. Lease payments should be apportioned between the
finance charge and the reduction of the outstanding liability.

The finance charge should be allocated to periods during the
lease term, so as to produce a constant periodic rate of interest
on the remaining balance of the liability for each period.

Operating lease :  Lease payments under an operating lease
should be recognised as an expense in the income state-
ment on a straight-line basis over the lease term, unless an-
other systematic basis is representative of the time pattern
of the user’s benefit.

Further for the recognition of leases by lessors, the standard
states that :

Finance lease :  assets should be recognised in the balance
sheet and presented as a receivable at an amount equal to
the net investment in the lease. The recognition is based on
a pattern to reflect a constant periodic rate of return on the
lessor’s net investment outstanding.

Operating lease :  the lessor should present assets subject
to operating leases in the balance sheet according to the
nature of the asset.

The Standard deals also with sale and leaseback transactions.
The Standard states that if a sale and leaseback transaction re-
sults in a finance lease, any excess of sales proceeds over the
carrying amount should not be immediately recognised as income
in the financial statements of a seller-lessee. Instead, it should be
deferred and amortised over the lease term. If it results in operat-
ing leases, the fair value at the time of sale and leaseback transac-
tion is less than the carr ying amount, a loss equal to the amount
of the dif ference should be recognised immediately. Disclosure
requirements for lessees and lessors apply equally for sale and
leaseback transactions.

(cont’d next issue)
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A summary of the ED are as follows :

EXPOSURE DRAFTS

MASB has issued five Exposure Drafts (ED) for comments on 17 January 2000.

MASB ED 17
General Insurance Business

MASB ED 17 on General Insurance Business, when
adopted as a final MASB Standard will supersede the
MAS 3 Accounting for General Insurance Business is-

sued by the Malaysian Accountancy professional bodies which
was adopted by MASB as an extant accounting standard. There
is considerable diversity between the Exposure Draft and MAS 3.
The diversity exists both in respect of accounting treatments and
the disclosure provisions of the two documents.

n MAS 3 was based upon recognition of premium at inception date,
i.e. the date with effect from which an insurer assumes the risk
insured in respect of an insurance policy. The Exposure Draft,
however, recognises premiums from the date of the assumption

of risk in relation to each policy of insurance as this is the basis
upon which revenue is earned. For practical reasons, a date that
approximates the date of risks assumed is also acceptable.

The Exposure Draft also distinguishes between earned premium
and unearned premium. Earned premium is to be recognised
evenly over the period of the risk coverage for written insurance
policies. Unearned premium, i.e. the portion of the net premiums
of insurance policies written by an enterprise conducting general
insurance business that relate to the unexpired periods of the poli-
cies at the end of the financial period of the insurer, is to be com-
puted using a choice of method, i.e. the Fixed Percentage Method
or the Time Apportionment Method, which most accurately re-
flects the actual liability at the balance sheet date.

n In comparison to MAS 3, the Exposure Draft provides additional
guidance on the treatment of reinsurance related businesses.
The issue of premium deficiency, which was addressed specifi-
cally in MAS 3, is not addressed in the Exposure Draft as such

M A S B
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edged that a portion of a surplus arising on the revaluation of
investment proper ties may be distributable to policyholders (in
the form of a bonus). However, in view of legislative restric-
tions, such a distribution to shareholders is conditional upon
the realisation of the properties.

The MASB has also considered the treatment of investment-
linked products and by their nature has concluded that all in-
vestments of investment-linked business (i.e. business for which
the life insurer issues a contract where the benefit is directly
linked to the market value of the investments held in the particu-
lar investment-linked fund) should be carried at their fair values.

n Consistent with the disclosure requirements placed upon other
enterprises, life insurance enterprises should disclose turno-
ver or operating revenue on the face of the income statement.
To clarify the nature of tur nover or operating revenue in the
context of life insurance enterprises, the MASB has defined this
as premium based upon policies written by the insurance en-
terprise and revenue arising from investment in financial and
proper ty assets.

MASB ED 19
Borrowing Costs

MASB ED 19, Borrowing Cost is interest and other
cost incurred on borrowed funds. This Standard su-
persedes IAS 23 (revised), Borrowing Costs and IAS
23, Capitalisation of Borrowing Costs.

n The ED specifically excludes borrowing costs incurred in the
development and management of Government privatised util-
ity facilities.

n Similar to IAS 23 revised :

The Benchmark treatment recognises borrowing cost as an
expense in the period incurred regardless of how it is incurred.
However, an allowed alternative treatment would be to capital-
ise borrowing costs that are directly attributable to the acqui-
sition, construction or production of a qualifying asset. Such
borrowing costs are capitalised as part of the cost of the asset
when it is probable that they will result in future economic
benefits and that the costs can be measured reliably.

Borrowing costs, which are eligible for capitalisation, applies
to all qualifying assets. However, identifying a direct relation-
ship between particular borrowings and qualifying asset may
pose difficulty to the enterprise. For example, financing ac-
tivity co-ordinated centrally, using a range of debt instruments
to borrow funds at varying rates of interest and lending other
enterprises in the group, using loans denominated in or linked
to foreign currencies, highly inflationary economies and fluc-
tuations in exchange rates. Due to this, exercise of judgment
to ascertain direct relationship is required.

For funds borrowed specifically for the purpose of obtaining
a qualifying asset, the amount of borrowing costs eligible for
capitalisation should be determined as the actual borrowing

a deficiency is extremely rare in Malaysia.

n The differences between quoted and unquoted equities are
noted and the proposed Standard introduces new treatments
that require an enterprise to recognise an impairment loss on
unquoted equities.

n Taking into consideration the nature of the insurance industry
and the level of disclosures necessary to enable a financial state-
ment user to make informed economic resource allocation deci-
sions, the disclosure requirements under MAS 3 were found to
be inadequate. As such the proposed Standard requires disclo-
sures in addition to those required by the MASB’s general stand-
ards. Examples include :  specific insurance related accounting
policy disclosures; movements in the unearned premium reserve;
disclosure of open-under writing results; provision of outstand-
ing claims and separate disclosures of reinsurance amounts.

MASB ED 18
Life Insurance Business

n The Exposure Draft requires premium to be recognised in ac-
cordance with the risks assumed by the insurance enterprise,
i.e. from the date of the attachment of the risk in relation to
each policy. Based upon this, the Exposure Draft requires pre-
mium to be recognised as soon as the amount of the premium
can be reliably measured; for a first premium this will be from
the date of inception and for policy renewal, the due date as per
the principles of accrual accounting.

n The issue of reinsurance, in comparison to general insurance
enterprises, is often minimal for life insurance enterprises. The
Exposure Draft does, however, require that insurance enter-
prises account for direct insurance and reinsurance transactions
on a gross basis so that the extent and ef fectiveness of the
reinsurance arrangements are apparent to the users of the fi-
nancial statement.

n The Exposure Draft does not specifically deal with claims in-
curred but not reported as per MAS 4.4 Accounting for Claims,
as the MASB acknowledged that such claims are taken into
consideration in the actuarial valuation of policy liabilities.

n The Exposure Draft does not permit life insurance enterprises
to defer acquisition costs, i.e. commissions and agency related
expenses incurred in securing premiums on life insurance poli-
cies. Such amounts must be recognised as expenses in the pe-
riod in which they are incurred.

n A view adopted in the development of the Exposure Draft is
that the predominant purpose in holding land and buildings in
the context of a life insurer is the generation of investment re-
turns, thus the provisions of MASB ED 16 may not be applica-
ble to these assets in a life insurance enterprise. Land and build-
ing of a life insurer should be treated as investment properties
and dealt with under the provisions of MASB Approved Account-
ing Standard IAS 25.

Further, consistent with the principle that life insurance en-
terprises hold investment proper ties for the purposes of gener-
ating income for the policyholders, the MASB has acknowl-
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costs incurred during the period, less any investment income
on the temporary investment of those borrowings.

For funds borrowed generally and used for the purpose of
obtaining a qualifying asset, the amount of borrowing costs
eligible for capitalisation are determined by applying a capi-
talisation rate to the expenditures on that asset. The capi-
talisation rate should be the weighted average of the bor-
rowing costs applicable to the borrowings of the enterprise
that are outstanding during the period, other than borrow-
ings made specifically for the purpose of obtaining a quali-
fying asset. The amount to be capitalised during a period
should not exceed the amount of borrowing costs incur red
during that period. In addition, it is appropriate to include
all borrowings of the parent and its subsidiaries when com-
puting a weighted average of the borrowing costs. However,
there may be circumstances whereby it is more appropri-
ate for each subsidiar y to use a weighted average of the
borrowing costs applicable to its own borrowings.

Capitalisation commences when expenditure is incurred,
borrowing cost is incurred and when activities to prepare
asset for intended use or sale is in progress. Furthermore,
expenditure on a qualifying asset includes only those that
have resulted in payments of cash, transfers of other assets
or the assumption of interest-bearing liabilities.

If active development is interrupted for an extended period,
capitalisation should be suspended. Such costs are cost of hold-
ing partially completed assets and do not qualify for capitalisa-
tion. However, it is not normally suspended when substantial
technical and administrative work is being carried out or when
temporary delay is a necessary par t of the process.

Capitalisation ceases when substantially all activities nec-
essar y to prepare the qualifying assets for its intended use
or sales are complete. Instances whereby construction of a
qualifying asset is completed in parts and each par t is capa-
ble of being used while construction continues on other
par ts, capitalisation of borrowing costs should cease.

Financial statements should disclose the accounting policy
adopted, amount of borrowing cost capitalised and the capi-
talisation rate used.

MASB ED 20

Events After the Balance Sheet Date

W hen adopted as a final MASB Standard, MASB ED 20
will supersede that part of MASB Approved Account-
ing Standard IAS 10, Contingencies and Events Oc-

curring After the Balance Sheet Date, issued by the Malaysian
professional accountancy bodies that deal with events after the
balance sheet date. The parts of that Standard which deal with
contingencies were superseded by MASB ED 21, Provisions,
Contingent Liabilities and Contingent Assets. This proposed
Standard should be applied in the accounting for, and disclosure
of events after the balance sheet date.

The objective of this Exposure Draft (ED) is to prescribe when
an enterprise should adjust its financial statements for events af-
ter the balance sheet date, and the disclosures that an enterprise
should give about the date when the financial statements were
authorised for issue and about events after the balance sheet date.
This ED also requires that an enterprise should not prepare its
financial statements on a going concern basis, if events after the
balance sheet date indicate that the going concern assumption is
not appropriate.

Some of the differences between the original MASB Approved
Accounting Standard IAS 10 and the ED are as follows :

n The ED does not permit the recognition of proposed or declared
dividends after the balance sheet date as a liability. An enter-
prise is required to disclose the amount of dividends either on
the face of the balance sheet as a separate component of equity
or as a note to the financial statements.

n When events after the balance sheet date indicate that the go-
ing concern assumption is not appropriate, IAS 10, Contingen-
cies and Events Occurring After the Balance Sheet Date, re-
quires adjustments to assets and liabilities to reflect these
events. However, the ED specifically states that under such a
condition the financial statements should not be prepared on a
going concern basis. This is because the events after the ba-
lance sheet date indicate that there is a need for fundamental
change in the basis of accounting.

n IAS 10, Contingencies and Events Occurring After the Balance
Sheet Date currently does not require an enterprise to disclose
the date on which its financial statements are authorised for
issue. However, in view of the importance of this date for users
to know that the financial statements do not reflect events after
this cut-off date, the ED requires disclosure of this date. It also
requires disclosure of the name of the governing body that gives
the authorisation, and if the financial statements are subject to
amendment by the enterprise’s owners. The ED also requires
disclosure of fully diluted earnings per share based on new capi-
tal issues proposed before the balance sheet date, but approved
after the balance sheet date and before the financial statements
are authorised for issue.

MASB ED 21

Provisions, Contingent Liabilities
and Contingent Assets

n The objective of the Exposure Draft (ED) is to ensure that ap-
propriate recognition criteria and measurement bases are ap-
plied to Provisions, Contingent Liabilities and Contingent As-
sets and that sufficient information is disclosed in the notes to
the financial statements to enable users to understand their na-
ture, timing and amount.

This ED should be applied by all enterprises in accounting
for provisions, contingent liabilities and contingent assets, ex-
cept those resulting from financial instruments that are carried
at fair value; those resulting from executory contracts, except
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  Understand Client Needs
There is no substitute for spending enough time to under-

stand client needs. A lot of unnecessary work will be saved if
adequate attention and time are spent in comprehending what a
client wants and expects in terms of objectives, specific
deliverables and deadlines. A thorough understanding of the
client’s requirements and expectations at the outset will prevent
disagreements and misunderstandings from arising later on.

   Practise Professionalism
The credibility of a consultant is essential in winning over

a client, and depends on the consultant being objective and
consistent at all times. By providing impartial diagnoses and
sound solutions, consultants will be acting professionally and
will gain the respect of their clients. Professionalism also in-
volves delivering what is promised and meeting expectations.

   Exhibit Excellent Interpersonal Skills
The fine art of consulting has a lot to do with handling and

managing people well. Consultants need information and as-
sistance from client companies. They need co-operation to get
data, conduct interviews, survey or group discussions, to un-
derstand the root causes of company problems. Interpersonal
skill in convincing and winning the commitment of staff to fully
co-operate is important for the success of consulting work.

   Enhance Total Selling Ability
The highest qualification required of consultants is not

an MBA but TSA or Total Selling Ability. Before an internal
or external consulting contract can be approved, consult-
ants need to show their track record, the credentials of the
consulting team, and the team’s methodologies. Consult-
ants need to gain acceptance for their ideas and recommen-
dations from the right parties, so that these parties are com-
mitted enough to implement the ideas. Thus, TSA is the
most important skill for this profession.

   Excel in Project Management
While success in winning over clients is based on the re-

sults of recommendations implemented and the satisfaction
expressed by clients, the economic success of consultants
depends on how well they manage projects. There should
be minimal project overruns, where targeted man-hours or
costs are exceeded, or deadlines for delivery of findings and
repor ts are not met. Good project managers plan their own
and their team’s work ef fectively, monitor progress and
motivate the team to deliver on time, on budget and accord-
ing to expectations.

Note :  The above extract appeared in Mr. Victor S. L. Tan’s
book, Changing Mindsets, and is reprinted here with
permission. He is an international consultant on change
management with KL Strategic Change Consulting
(tel : 03-2846626 or email : soolim@pc.jaring.my).
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where the contract is onerous; those arising in insurance en-
terprises from contracts with policyholders; and those covered
by another MASB Standard.

This ED supersedes the parts of the MASB Approved Account-
ing Standard IAS 10, Contingencies and Events Occurring After
the Balance Sheet Date, that deal with contingencies.

n  Provisions
The ED states that :

A provision is to be recognised as liability when :

a. An enterprise has a present obligation (legal or constructive)
as a result of past events;

b. It is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation; and

c. A reliable estimate can be made of the amount of the obligation.

The amount to be recognised as provision should be the
best estimate of the expenditure required to settle the
present obligation at the balance sheet date and should take
into account risk and uncertainties as well as future events
that may af fect the amount required.

If the effect of time value of money is material, the amount
should be the present value of the expenditures required to
settle the obligation.

Gains from the expected disposal of the assets and future
operating losses should not be recognised in measuring pro-
vision.

If some or all of the expenditure required to settle the pro-
vision is expected to be reimbursed, the reimbursement
should be recognised when, and only when, it is virtually
cer tain that it will be received and it is to be treated as a
separate asset. The amount to be recognised should not ex-
ceed the provision amount.

Provision is to be reviewed at each balance sheet date and
adjusted to reflect the current best estimate. Amounts
should be reversed if it is no longer probable that an out-
flow of economic resources be required to settle the obliga-
tion.

The ED also deals with specific applications of recognition and
measurement rules, i.e. for future operating losses, onerous con-
tracts and restructuring.

n Contingencies
Some of the changes in the ED in comparison to the MASB

Approved Accounting Standard IAS 10, are as follows :

1. Scope :  the ED excludes also contingencies resulting from
financial instruments that are carried at fair value and those
resulting from executory contracts, except where the contract
is onerous.

2. Definitions :  the ED defines ‘contingent liability’ and ‘contin-
gent asset’ separately.

3. Measurement :  the ED provides more specific guidelines in-
volving the use of probabilities to account for uncertainties in
the measurement of ‘contingent assets’ and ‘contingent liabili-
ties’.

TIPS ON THE ART OF
CONSULTING
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Applying International Accounting Standards,
2nd Ed., David Cairns, London :  Butterworths,
1999.

Call No. :  657.0218 CAI

Advanced Malaysian Taxation :  Principles and
Practice, 4th Ed., Kuala Lumpur :  Infoworld,
2000.

Call No. :  336.209595 CHO

The Central Bank and the Financial System in
Malaysia, Kuala Lumpur :  Bank Negara Malay-
sia, 1999.

Call No. :  330.9 BAN

Malaysian Legal System, Sharifah Suhana
Ahmad, Kuala Lumpur :  Malayan Law Journal,
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Call No. :  342.02 SHA
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Choong Kwai Fatt, Kuala Lumpur :  Infoworld,
1999.
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International Review of Accounting Standards
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Repor ting Financial Performance : A Proposed
Approach, by Katryn Cear ns, Connecticut :
FASB, 1999.

Call No. : 657.3 CEA

Repor ting Interest in Joint Ventures and Similar
Ar rangements, J. Alex Milburn & Peter D.
Chant, Connecticut : FASB, 1999.

Call No. : 657.3 MIL

Accounting by Recipients for Non-reciprocal
Transfers, Excluding Contributions by Owners :
Their Definition, Recognition and Measurements,
Mark Westwood & April Mackenzie, Connecti-
cut :  FASB, 1999

Call No. : 657 WES

Information Rules :  A Strategic Guide to the
Network Economy,  Carl Shapiro & Hal R. Varian,
Boston :  Har vard Business School Press, 1999.

Call No.: 658.4’038 SHA

Interpretation of Taxing Statutes , 2nd Ed.,
Markandey Katju, New Delhi :  Butter worths, 1998.

Call No. : 336.2 026  KAT

Powers and Duties of Assessing Of ficers, Income-
tax Authorities, 2nd Ed., V. Gauri Shankar, New
Delhi :  Delhi Law House, 1996.

Call No. : 336.2 026  SHA
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Batuk Lal Commentary on the Code of Criminal
Procedure, 1973, 2nd Ed., A. N. Saha, New Delhi
R. P. Kataria, 1999.

Call No. : 345.05 SAH

Managing your Money :  The Edge Guide to Per-
sonal Finance, Petaling Jaya :  The edge com-
munications, 1999.

Call No. : 332.024  MAL

FMM Directory of Malaysian Industries 1999,
30th Ed., Kuala Lumpur :  FMM, 1999.

Call No. : 331.04125 MAL

No Surprise :  The Case for Better Risk Report-
ing, London :  ICAEW, 1999.

Call No. : 657.3 NOS

Exploring Strategic Financial Management,
Tony Grundy, Gerry Johnson & Kevan Scholes,
London :  Prentice Hall, 1998.

Call No. : 658.15 GRU

Islamic Law on Commercial Transactions, Prof.
Dr. Razali Hj. Nawawi, Kuala Lumpur :  CT Pub-
lications, 1999.

Call No. : 346.07 RAZ

Percukaian untuk Perseorangan, Faridah Ahmad
& Choong Kwai Fatt, Kuala Lumpur :  CT Publi-
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