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Letters to the Editor
A key element in the world of publishing is what readers have to say.

We want to hear from you on just about anything that appears in
each issue of Akauntan Nasional. Why not drop us a line now?

B
elieve it or not, we are already into the third month of the year and as I sit
here wondering what to pen in this column, my thoughts go back some seven
years when I started my career as a business journalist doing press cover-

age on MIA’s functions. Being in the audience, I used to hear accountants dismissing
MIA as ‘not important’, that “MIA is nothing — lah’’. Seven years on and I still hear
members saying this.

As I am now a part of the Institute, I know for a fact that this perception is totally
untrue. If anything, MIA is now more focussed towards its role as the oversight body
for the accountancy profession. Some have boldly implied that, MIA’s functions have
been gradually reduced and is a reflection of its fading importance. Let me reiterate
here that this could not be further from the truth. As with any organisation that ma-
tures with time, changes are inevitable. In fact, changes reflect dynamism while a
static body merely hosts cobwebs.

From several hundred members, MIA’s membership has quickly grown to 16,000
members. Their needs and the problems associated with these needs have also mul-
tiplied accordingly and the Government is wise enough to relieve some of MIA’s du-
ties to allow it to concentrate on more important areas that involve maintaining bench-
mark standards and effective enforcement of a code of ethics and disciplinary rules.
The standard setting function which requires tremendous resources was delegated
to the Malaysian Accounting Standards Board (MASB) paving the way for MIA to
focus its efforts towards strengthening the profession. As an employee of MIA, I can
understand the constraints in the Institute and appreciate the wisdom in implement-
ing changes. It is not easy to handle 16,000 strong-willed professionals who have
varying ideas and ideals while at the same time maintaining unity. Sometimes per-
sonal interests need to be set aside for the greater good of the majority.

With this in mind, MIA is embarking on a mission to conciliate the different play-
ers who make up the accountancy profession and in the process propel the profes-
sion forward to be better prepared for globalisation. The duty to alert the Govern-
ment on national and international developments that af fect the profession falls
squarely on the Institute’s shoulders. No easy task mind you, as it takes tremendous
human and technical resources to be sensitive to global changes and react quickly. I
am sure that you will agree with me, the lesser the distraction, the better the result.

 The nationwide members’ dialogue by the MIA President Abdul Samad Alias is an
avenue for members to know what the future holds for them and to know the Insti-
tute’s role in helping them adjust to future challenges. One cannot silence the critics
now but seeing is believing, and MIA is confident that its actions will bring positive
results in the near future. When that happens, the Institute will merely carry on its
duties and move ahead to the next level. After all, a dynamic organisation must change
with the times.

Editor

Getting to Know MIA Better

1
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MIA BRANCHES

State : Johor
Location : Johor Bahru
Chairman : Soh Siong Hoon, Sam

State : Melaka
Location : Melaka
Chairman : Lee Hin Kan

State : Negeri Sembilan
Location : Seremban
Chairman : Tan Chee Wan

State : Pahang
Location : Kuantan
Chairman : Foo Tui Lee, Joseph

State : Penang
Location : Penang
Chairman : Teh Eng Hin, Steven

State : Perak
Location : Ipoh
Chairman : Soo Yuit Weng

State : Sabah
Location : Kota Kinabalu
Chairman : Alexandra Thien

State : Sarawak
Location : Kuching
Chairman : Tiang Kung Seng, David

MIA CENTRES

State : Kedah & Perlis
Location : Alor Setar
Chairman : Baqir Hussain Bin Hatim Ali

State : Kelantan
Location : Kota Bahru
Chairman : Billy Kang

State : Terengganu
Location : Kuala Terengganu
Chairman : Su Lim

T
he nationwide MIA Members’ Dialogue
kicked of f to a roaring start in Johor
Bahru recently with over 120 members

in attendance. MIA President Abdul Samad Alias
together with the Chairman of the Malaysian Ac-
counting Standards Board (MASB) Raja Datuk
Arshad Raja Tun Uda were on hand to answer
questions on the future direction of the account-
ing profession. In particular, Samad clearly de-
fined the role and function of the MIA following
the amendments to the Accountants Act 1967
whilst Raja Arshad’s explanation centred on the
role of the MASB in standards setting.

One day after the Hari Raya Haji celebrations,
over 150 members in Kuala Lumpur attended
a similar dialogue at the Pan Pacific Hotel. This
time, several other members of the MIA Coun-
cil were present to lend support to the Presi-
dent in his mission to enlighten members about
the developments at MIA following the Ac-
countants (Amendment) Act 2000. Present at
the dialogue were Registrar Mohammad
Abdullah, Vice President Yue Sau Him, and
council members Goh Joon Hai, Abdul Rahim
Abdul Hamid, Nik Mohd Hasyudeen Yusoff,
Yeo Tek Ling and Albert Wong Mun Sum.

Raja Datuk Arshad started off the session with
a presentation on accounting standards in Ma-
laysia, going back to the beginning of account-
ing standards setting in 1972 when the
Malaysian Association of Certified Public Ac-
countants’ (MACPA) Statement No 1 pertaining
to its recommendations on the presentation of
accounts were adopted, right through to the in-
ception of the MASB when the Financial Report-
ing Act 1997 came into effect. The Board whose
11 members include the Accountant-General,
representatives from Bank Negara, Securities
Commission, the Registrar of Companies and
senior accountants represent a good cross-sec-
tion of the individuals and bodies affected by the
standards. The importance placed on account-
ing standards setting is evident with up to 47
working committees going into overdrive dur-
ing the gruelling process leading to the adop-
tion of extant accounting standards. To date,
MASB has issued 21 standards.

In explaining the reasons for the amendments
to the Accountants Act 1967, Samad said the
Government’s primary reason was to strengthen
the accounting profession. Under the Account-
ants (Amendment) Act 2000, the council of the
Institute would comprise the Accountant-Gen-
eral, the President of MACPA, up to 18 mem-
bers appointed by the Minister of Finance who
will include representatives from the institutions

Get Set, Ready, Go! As change and development gather speed in MIA, a
new vision and mission is taking shape that will greatly affect the Institute
and the profession. The President and his team are on the move to meet
members and define the future that lies ahead.

of higher learning and other professional ac-
countancy bodies, and 10 members elected at
the Institute’s Annual General Meeting. How-
ever, prior to the Act becoming operational, cor-
responding changes must be made to the Ac-
countants Rules 1972 and the By-laws and this
task is currently being undertaken by the Insti-
tute in collaboration with the Accountant-Gen-
eral’s office. Once this is in place, the Account-
ants (Amendment) Act 2000 will become opera-
tional after the Minister, via notification in the
Gazette, announces the appointed date.

When emphasising the Institute’s role as the
regulatory body for the accountancy profession,
Samad made a comparative analysis between the
functions of the Institute and professional ac-
countancy bodies. Whilst the latter conducts pro-
fessional examinations, training, technical up-
dates and continuing professional education, the
former is tasked with ensuring benchmark stand-
ards are maintained and the effective enforce-
ment of a code of ethics and disciplinary rules.
The Institute, however, will provide continuing
professional education to university graduates
who are not members of professional account-
ancy bodies. As the Institute has been given the
monumental task of representing the interests of
the profession to the Government, it is incum-
bent upon the Institute to understand the needs
of the professional bodies and the institutions of
higher learning through mutual co-operation.

For those in the audience who were confused
by the proposed introduction of the MIA Qualify-
ing Examinations (QE), Samad made clear that
the examinations would not affect current mem-
bers in any way. In fact the status of Institutions of
Higher Learning under Part 1 and professional
accountancy bodies under Part 2 of the First Sched-
ule of the Act remains status quo. The QE is pri-
marily intended to cater for accounting graduates
from universities recognised by the Public Serv-
ices Department but not recognised under the Act
and for students from non-accounting disciplines
who wish to take up the accountancy profession.

When fielding questions from the floor, Samad
was asked if there were any merger plans be-
tween MIA and MACPA. While not entirely dis-
missing the possibility in the distant future,
Samad said that the current Act clearly stipu-
lates that MIA is the regulatory body for the
accounting profession and as such is not per-
mitted to undertake the role of a professional
body. “Therefore, the question of a merger
should not arise at this point. However, man-
made rules can always be changed, so what the
future holds is anybody’s guess”, said Samad.

I N S T I T U T E ’ S  V I E W S

VISION AND
MISSION

The Malaysian Institute of Accoun-
tants is the exclusive accountancy
body, representing the voice of all
accountants in Malaysia and a lead-
ing partner in nation-building. The
Institute is committed to serving the
profession and the nation with integ-
rity 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.
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By Nazatul Izma Abdullah

Charting the essential direction for a
competitive and resilient market environment. G

lobalisation, liberalisation,
deregulation and the build-
ing up of existing
strengths are just some of

the holistic themes running through
the ambitious Capital Market
Masterplan, launched recently by the
Securities Commission (SC). Drawn up
as a comprehensive blueprint for the
Malaysian capital market, the
Masterplan states that it “charts the
strategic positioning and future direc-
tion of the Malaysian capital market for
the next 10 years.”

Said Securities Commission Chair-
man, Ali Abdul Kadir, at the launch of
the Masterplan, “Projections suggest
that total investment spending for the
next 10 years may double to RM1.5 tril-
lion.” Out of this amount, nearly RM500
billion would have to be raised through
bond and equity issues over the said
period, creating a growing burden on
the capital market. Hence, the need to
strengthen and develop the capital
market in a focused and strategic man-
ner as spelt out in the Capital Market
Masterplan.

If the Masterplan is implemented as
per schedule, radical changes in the
capital market infrastr ucture and
framework are imminent. The
Masterplan’s 152 recommendations
spell out the upcoming changes and
shifts in direction, af fecting various
market institutions, exchanges, sectors
and industries.

One of the most realistic recommen-
dations involves the establishment of a
single Malaysian exchange by 2002, in
line with global trends towards consoli-
dation and ef ficiency in trading ex-
changes. Said a local banker, “This
move is inevitable. The market here is
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too small to support several exchanges.”
The lethargy of the Malaysian Exchange
for Securities Dealing and Automated Quo-
tation (MESDAQ), with just four listings
since its inception, is a strong argument
for the consolidation exercise. However,
the Masterplan negates speculation that
MESDAQ might lose in importance follow-
ing consolidation by stating that “compre-
hensive measures to enhance MESDAQ’s
role as a fund-raising centre for high-
growth companies will be implemented.”

Currently, there are four local ex-
changes, the Kuala Lumpur Stock Ex-
change (KLSE), MESDAQ, the Kuala
Lumpur Options and Financial Futures
Exchange (KLOFFE), and the Commod-
ity and Monetary Exchange of Malaysia
(COMMEX Malaysia). The Masterplan
recommends that these be consolidated
into one large exchange, to be followed by
the establishment of a common trading
platform and an integrated clearance and
settlement system for all exchange-traded
products.

Theoretically, such a consolidation will
result in substantial benefits. A unified ex-
change will be able to drive product devel-
opment by focusing on variety and depth
of products. Redundancies will also be re-
duced since the four exchanges will no
longer be competing with each other. In-
vestment technology will be more focused,
and a common technology platform could
be put in place, enabling sharing and eco-
nomical technology investment. Econo-
mies of scale will also be enlarged, since
the administrative costs of running several
exchanges will be reduced.

Once the consolidation is complete, the
single exchange will be demutualised and
operated as a profit-making entity. Subse-
quently, the exchange would be listed on
the equity market in 2003.

Other recommendations for increasing
the breadth and depth of the equity mar-
ket are also prevalent in the Masterplan.
For instance, the listing of technology in-
cubators will be allowed in 2001. The ven-
ture capital industry will probably also play
a bigger role in future. The Masterplan
recommends that the establishment of ven-
ture capital trusts that can invest up to 100
per cent in unquoted companies be al-
lowed, and that the participation of local

institutional investors in venture capital
funds should be promoted. Greater foreign
participation in the venture capital indus-
try should also be allowed. The Masterplan
also encourages greater foreign participa-
tion. For instance, qualified Malaysian-
owned foreign-based companies can seek
primar y listing on the KLSE this year,
while qualified foreign-based companies
can apply for listing in 2002. By 2004, pri-
mary listings of foreign companies, in par-
ticular high-quality regional entities ope-
rating in value-added sectors, will be per-
mitted. However, the last is dependent on
the state of local market readiness. In ad-

dition, points out a broker tongue-in-cheek,
“Malaysia might allow it, but companies
might not react.” She adds, “After all, in
the so-called borderless environment, good
regional companies are welcome any-
where. Personally, I think that the authori-
ties will have to work extremely hard to
draw foreigners, given that overall they still
remain sceptical of what they perceive as
our flip-flopping and backpedalling on
policy and implementation.” However, the
Masterplan states that, “The Malaysian
exchange should implement a programme
to enhance its value recognition both do-
mestically and internationally.” So, it looks

as if the authorities are cognisant of the
vital need for public relations and commu-
nications in injecting new vigour and con-
fidence into the capital market.

In addition, the Masterplan seems to be
relaxing some of the more stringent rules
implemented in the wake of the financial
crisis of 1997-1998. Specifically, short-sell-
ing in a regulated fashion and securities
borrowing and lending activities will be re-
introduced. Regulated short-selling of gov-
ernment bonds and corporate bonds is per-
mitted with immediate effect, while the ban
on short-selling of all securities will be
lifted by 2002.

Elsewhere, winds of change appear to be
moving in the direction of the country’s
pension fund monopoly, the Employees
Provident Fund (EPF). The EPF is being
encouraged to further diversify the man-
agement of its funds by placing out a
greater portion with external fund manag-
ers. Some fund managers say that this will
further enhance the growth of the asset
management industry, while in all probabil-
ity diversification in investment methods
and choices might enable higher returns
on EPF investments. EPF investment re-
quirements should also be eased to free
up its “captive demand” for Malaysian Gov-

5

“Drawn up as a comprehensive blueprint for the Malaysian capital

market, the Masterplan states that it charts the strategic positioning and

future direction of the Malaysian capital market for the next 10 years.”
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ernment Securities. For year 2000, the EPF
paid six per cent dividends to investors,
against the backdrop of a lackadaisical eq-
uity market.

In addition, the Masterplan also recom-
mends that measures to facilitate the de-
velopment of a private pensions industry
be actively pur-
sued. The preva-
lence of private
pension funds is
a hallmark of de-
veloped nations,
where huge pen-
sion funds play
active roles in capital markets and account
for massive chunks of investment. The
mushrooming of private pension funds also
played a tremendous role in the develop-
ment of regional and global financial cen-
tres such as Hong Kong and Singapore. If
Kuala Lumpur aims to join the ranks of
such financial landmarks, nurturing a pri-
vate pensions industry appears to be a step
in the right direction.

The Masterplan also provides recom-
mendations to fortify and develop Malay-
sia’s Islamic capital market, which can be
a bastion of strength for the overall capital
market. In this area, Malaysia can easily
capitalise on her strengths, namely an ex-
isting domestic market infrastructure for
Islamic capital and financing that is tailor-
made for Islamic clientele and businesses.
Points out a fund manager specialising in
syariah-based instruments, “There’s still
plenty of room for growth. A lot of global
Islamic money is in the hands of non-Is-
lamic funds.” If Malaysia can provide in-
novative Islamic products that can be ex-
ported and “rewired” for overseas markets,
a lot of these funds can be mobilised.

The Masterplan takes the injection of
variety and depth into Islamic products
quite seriously, advocating the active intro-
duction of more competitive and innovative
Islamic financial products and services.
One means of accomplishing this is by
mobilising untapped Islamic assets
through securitisation. Introducing and
promoting a wider range of Islamic collec-
tive investment schemes will also effec-
tively increase the choice of syariah-con-
sistent products available to investors. In
order to improve competitiveness with con-

ventional insurance products, investment
restrictions for the Takaful industry should
be further liberalised to facilitate the
greater mobilisation of Takaful funds into
the Islamic capital market. This will enable
Takaful providers to diversify their invest-
ments in order to better preserve capital

and pursue
higher rates of
return.

 Even in the
syariah seg-
ment, consoli-
dation is inevi-
table. The

Masterplan recommends that a single
Syariah Advisory Council be established
to provide advice on all matters pertaining
to the Islamic financial sector. Presently,
two separate councils operate, advising the
Securities Commission and Bank Negara
respectively. Internationalisation and

smart partnerships also receive a nod, with
the Masterplan recommending the future
establishment of strategic alliances be-
tween Malaysia and other Islamic capital
markets, and the eventual listing of
Malaysian Islamic equity funds in interna-
tional markets. Foreign expertise should
also be made welcome. The Masterplan
recommends that incentives to encourage
the entry of foreign intermediaries and pro-
fessionals with expertise in Islamic capital

Objectives of the Financial
Market Masterplan

T A B L E  1

1

2

3

4

5

6

markets be provided. In addition, the
Masterplan recommends that ef forts to
increase the pool of Islamic capital market
expertise be stepped up through training
and education.

Along with the moves towards deregu-
lation, the Masterplan also aims to improve
financial reporting practices, taxation prac-
tices, and benchmarking. For instance, ef-
forts will be pursued to develop an appro-
priate financial reporting framework for
the Islamic capital market in collaboration
with the Malaysian Accounting Standards
Board. Also, a facilitative tax and legal
framework should be established for the
Islamic capital market. The Securities
Commission will undertake a review of the
tax framework for the venture capital in-
dustry in collaboration with the tax authori-
ties, industry participants, and the central
coordinating agency for the industry. For
the bond market, the existing taxation
framework for Special Purpose Vehicles
should be clarified to reflect economic sub-
stance. The tax framework should be re-
viewed too to encourage issuance and in-
vestment in debt securities.

Nevertheless, the Masterplan is just a
blueprint. Its efficacy hangs on the ef fec-
tive implementation of all the recommen-
dations laid-out, without back-pedalling on
the reforms. Points out a broker, “We al-
ready have excellent rules and regulations
in place. This just strengthens the exist-
ing framework. What we actually need is
enforcement and commitment.” Recognis-
ing that action is far more important than
mere words, the Securities Commission
will establish an Implementation Task
Force to coordinate the implementation
recommendations. A Capital Market Advi-
sory Council to be composed mainly of
senior domestic and foreign financial mar-
ket participants and leading experts will
also provide independent external views on
the progress of the Masterplan implemen-
tation, among other tasks.

Hopefully, the Masterplan will turn out to
be a viable plan for reform and improvement
that will earn local and global credibility for
the country’s capital market, and not just
an ambitious blueprint enshrined in words.

Note :  The writer, Nazatul Izma Abdullah, was
formerly a senior writer for Malaysian Business
magazine.

“The prevalence of private pension funds

is a hallmark of developed nations, where

huge pension funds play active roles in

capital markets and account for massive

chunks of investment.”

To be the preferred fund-raising
centre for Malaysian companies

To promote an effective investment
management industry and a more
conducive environment for investors

To enhance the competitive position
and efficiency of market institutions

To develop a strong and competitive
environment for intermediation
services

To ensure a stronger and more
facilitative regulatory regime

To establish Malaysia as an interna-
tional Islamic capital market centre
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The Malaysian Institute of Ac-
countants hails the Capital
Market Masterplan as it would
herald a new chapter in the fi-

nancial landscape of Malaysia.
As the regulatory body of the account-

ancy profession in the country, we view the
Masterplan as timely as it provides a bal-

anced picture of the development of the fi-
nancial sector and capital market institu-
tions. We strongly believe that the plan,
which was officially launched by the Min-
ister of Finance, Tun Daim Zainuddin, will
set a stronger foundation for the future di-
rection of capital market development in
Malaysia.

1

2

The Masterplan is well positioned to
play its part in supporting national eco-
nomic growth needs and aspirations,
meeting the challenges of regional com-
petition and increasing globalisation, as
well as tapping value-added opportunities
within areas of comparative and competi-
tive advantage. The Masterplan provides
the market with strategic clarity in a rap-
idly changing environment through an
outline of broad objectives and principles
relating to the further development of the
capital market.

The aspirations of the Masterplan are
embodied in its vision to create a capital
market that is internationally competitive
in all core areas necessary to support Ma-
laysia’s basic capital and investment needs,
as well as its longer term economic objec-
tives; and which is a highly efficient con-
duit for the mobilisation and allocation of
funds. This is supported by a strong and
facilitative regulatory framework that ena-
bles the capital market to perform its func-
tions effectively and provides a high de-
gree of confidence to its users.

The Masterplan has six key objectives,
which are linked to 24 strategic initiatives
and 152 recommendations. The six key
objectives are:

To be the preferred fund-raising cen-
tre for Malaysian companies.

To promote an ef fective investment
management industry and a more con-
ducive environment for investors.

To enhance the competitive position
and efficiency of market institutions.

To develop a strong and competitive en-
vironment for intermediation services.

To ensure a stronger and more
facilitative regulatory regime.

To establish Malaysia as an interna-
tional Islamic capital market centre.

3

4

5

6
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“As part of the efforts to

capitalise on comparative

and competitive advantages,

the Masterplan recommends

that efforts be directed at

positioning the Malaysian

market as an international

Islamic capital market

centre and a global leader in

this market.”

role in the mobilisation and allocation of
funds. In addition, the SC will ensure that
there is a sufficiently facilitative regulatory
framework governing the industry to sup-
port the development of a vibrant and com-
petitive investment management industry.

To promote a more conducive environ-
ment for investors, the Masterplan places
emphasis on enhancing and maintaining a
strong framework for corporate govern-
ance and shareholder value recognition.
Apart from measures to fully implement
recommendations contained in the Finance
Committee Report on Corporate Govern-

8

ance, the Masterplan identifies the need to
encourage institutional investors to play a
greater role in the promotion of corporate
governance, the promotion of shareholder
activism through improving avenues for
minority shareholders to exercise their
rights, enhancing the awareness and ac-
countability of corporates and ensuring the
high standards of financial reporting and
continuous disclosure of timely, relevant
and accurate information.

As part of efforts to capitalise on com-
parative and competitive advantages, the
Masterplan recommends that efforts be
directed at positioning the Malaysian mar-

C A P I TA L  M A R K E T  M A S T E R P L A N

C O V E R

ogy related investment services.
One of the key areas identified in the

Masterplan is the development of an effec-
tive investment management industry. The
strategic initiatives and recommendations
in this area relate to the further deregula-
tion of the investment management indus-
try and the review of pension funds to al-
low for the development of a higher
number and diversity of industry players
with greater access to funds available for
management. Moreover, the plan outlines
measures to facilitate the development of
a private pension fund industry, to ensure
that the capital market plays an effective

The Masterplan outlines a set of initia-
tives and recommendations that relate to
the further broadening and deepening of
funding instruments and markets, includ-
ing the further development and enhance-
ment of alternative capital raising avenues
such as the corporate bond market and
venture capital. Furthermore, enhance-
ments will be made to ensure greater li-
quidity in the listed market for high
growth companies. In addition, the over-
all process of fund-raising will be made
more ef ficient in an ef fort to lower the
overall cost of raising capital within the
capital market.

In recognition of the importance of de-
veloping internationally competitive mar-
ket institutions that provide value to all its
stakeholders, the Masterplan recommends
the establishment of a single Malaysian ex-
change and a single Malaysian clearing-
house. It is recommended that the single
Malaysian exchange be demutualised and
operate as a profit entity and be subse-
quently listed. In addition, the Masterplan
includes recommendations to create a
common trading platform as well as an in-
tegrated clearance and settlement system
for all exchange-traded products following
the exchange consolidation.

The consolidation of the stockbroking
industry and the creation of a new category
of intermediaries known as Universal Bro-
kers are seen to be strategic imperatives
for fostering a more competitive market for
integrated financial services and to prepare
the industry for impending liberalisation.
The Masterplan has formulated a phased
and pragmatic programme for the liberali-
sation of intermediation services, particu-
larly in certain nascent areas of the capital
market such as the derivatives market
where early liberalisation initiatives will be
taken with regard to futures broking and
clearing services. However, the implemen-
tation of these measures will be appropri-
ately sequenced and be based on a careful
assessment of market readiness and indus-
try preparedness. In addition, efforts will
focus on, among other things, the deregu-
lation of limitations on the scope of serv-
ices, products and fixed fee structures. The
Masterplan further recommends the use
of technology in the provision of services
such as online broking and other technol-

ket as an international Islamic capital mar-
ket centre and a global leader in this mar-
ket. Efforts in developing this niche mar-
ket will entail, among others, facilitating
the development of a wide range of inno-
vative and competitive products and serv-
ices related to the Islamic capital market,
creating a viable market for the effective
mobilisation of Islamic funds, ensuring the
existence of an appropriate accounting, tax
and regulatory framework for the capital
market and enhancing the value recogni-
tion of the Malaysian Islamic capital mar-
ket internationally.
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To ensure that the overall regulatory
framework facilitates the achievement of
the vision and objectives of the Masterplan,
key strategic imperatives have been formu-
lated that involve adopting a full market-
based regulatory framework across all
capital market segments. This will include,
among other things, implementing full dis-
closure-based regulation for the primary
markets and moving towards risk-based
supervision. The aim of these recommen-
dations would be to ensure that market
processes and disciplines complement the
broad regulatory objectives as well as fa-
cilitate greater competition and innovation
in the marketplace.

In addition, to ensure regulatory parity
in the treatment of all participants in the
capital market conducting similar activi-
ties, it has been recommended that full
functional regulation be implemented.
Further ef forts will be pursued in achiev-
ing functional regulation where capital
market activities are regulated according
to function rather than institutional form.
Within a ‘seamless’ regulator y frame-
work, gaps and overlaps in regulation of
capital market participants undertaking
comparable activities will be minimised,
thus reducing the scope for regulatory
arbitrage. Furthermore, the Masterplan
recognises that in order to cultivate an
efficient and competitive environment for
capital market ser vices there must be
equal regulatory burden on all players
offering similar services.

Malaysia’s capital market intermediaries
and institutions must be attuned to the
present and potential opportunities af-
forded by available state-of-the-art technol-
ogy. As such, the Masterplan makes rec-

C A P I TA L  M A R K E T  M A S T E R P L A N
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T
he Masterplan has come up with
a three-phase development plan
for the 10 year period. It starts

with the strengthening of the capital
market, its gradual deregulation and lib-
eralisation and finally the expansion of
its depth and breadth. The end result,
hopefully, will be a mature and competi-
tive market.

Now , the harder part :  How can we
assist to put the recommendations, once
approved by the Finance Ministry, into
practice? We have an equally important
role in the Masterplan. More impor-
tantly, the drafters of the Masterplan
took cognisance of this.

Corporate Governance, has been dealt
with quite extensively in the Masterplan.
A full disclosure policy and the protec-
tion of minority shareholders’ rights get
much mileage in the recommendations.
Much of the malaise in the market and
business has been blamed on the per-
ceived lack of corporate governance.
The alleged manipulations of companies
in favour of certain parties with interests
and against the interests of others have
also coloured the business sentiment in
the country.

The Malaysian Code on Corporate Gov-
ernance places these responsibilities on
the board of directors. Yet the board can-
not be expected to implement these high
standards of governance all by themselves.

This is where auditors and account-
ants often do more for corporate govern-
ance behind the scenes. The perception
that accountants and auditors are just

there to ‘put the financial records to-
gether’ is misleading. Our role is ideally
one that adds value by driving internal
controls, implementing good risk man-
agement policies and inculcating a vol-
untary high disclosure culture in our
respective organisations.

The accounting profession today op-
erates in an environment of social and
economic dynamism. The forces of
change have imposed new demands and
responsibilities on the profession at such
a rate that we are kept busy meeting
these new challenges.

While our role as accountants and au-
ditors may have expanded considerably,
we must not forget that the underlying
commitment of the profession is to main-
tain excellence and integrity in every
task. Unfortunately, this has not always
been the case. Professional ethics have
occasionally been cast aside and it takes
every little adverse publicity to tarnish
the image of the entire profession and
the industry.

We have an important role in ensur-
ing the efficiency of our markets by fer-
reting out disparate facts and of fering
valuable insights. In a market that in-
creasingly demands that all participants
add value to compete, auditors and ac-
countants must position themselves well
to do so. The profession has a long and
distinguished history of guarding the
integrity of our companies’ financial
statements. We must remain inquisitive,
sceptical and rigorous in our application
of the highest standards.

Points to Ponder

10
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Q1 What was the rationale for the
formulation of the CMP?

The formulation of the CMP was driven
by the need to provide market participants
with strategic clarity as to the vision and
objectives for the capital market amid the
changing marketplace. It is also intended
to ensure that the capital market is well
positioned to play its part in supporting
national growth needs and aspirations, as
well as meeting the challenges of relevant
externalities such as regional competition
and increasing globalisation.

The decision to pursue the formulation
of the CMP was also, in part, driven by re-
quests from industry participants at vari-
ous industry dialogues for an overall long-
term strategic plan that would identify key
areas and timeframes for market enhance-
ment and development. In addition, there
was a clear need for an appropriate frame-
work to ensure the orderly and effective
deregulation and liberalisation of the capi-
tal market; and a determination as to ar-
eas where the capital market would strate-
gically position itself both domestically and
internationally.

Q2 How does the CMP fit in with
the growth aspirations and economic
policies of the country, such as those
outlined in Vision 2020, the Malaysia
Plans and the Outline Perspective
Plans?

Malaysia’s development objectives, as
outlined in these various plans, indicate the
need for appropriate capital market struc-
tures and mechanisms to support the eco-
nomic, financial and commercial goals of
the nation. The formulation of the CMP has

been based on the need to ensure that the
capital market plays its role in fulfilling
these national economic objectives.

Q3 Who were the parties involved
in the formulation of the CMP?

Aside from the internal resources of the
Securities Commission (SC), we have em-
phasised industry participation throughout
the process of formulating the CMP. To this
effect, the Minister of Finance appointed
representatives from the private sector to
sit on the Capital Market Strategic Com-
mittee (CMSC). We have also had close
consultation with the respective industry
groups, and numerous professional bodies,
private sector organisations and individu-
als in the course of formulating the CMP.
In addition, meetings were held with the
Ministry of Finance, other government
ministries and regulatory agencies, capi-
tal market reform experts from other ju-
risdictions, academics, and foreign and
domestic users of the Malaysian capital
market throughout the duration of the con-
sultation process. To assist in providing
research and independent assessments of
the Malaysian capital market, private con-
sultants were retained.

Q4 How will this plan improve Ma-
laysia’s economy?

It is expected that the CMP will further
promote the development of a vibrant and
dynamic capital market, and enhance the
pivotal role that the capital market plays in
facilitating effective capital formation to
meet the country’s economic needs, and in
creating a supportive environment for the
efficient mobilisation of domestic savings.

Frequently Asked
Questions on the
Capital MarkeT
Masterplan (CMP)

ommendations to promote continued tech-
nological innovation in the market, en-
hance the efficiency of market infrastruc-
ture and facilitate the acceleration of capi-
tal market development.

A further challenge in achieving the six
objectives is to nurture a pool of highly
skilled human capital, and increase levels
of investor awareness. The Masterplan has
identified training initiatives aimed at en-
hancing market skills and providing
greater investor education. The SC’s inves-
tor education programme will be further
developed to enable investors to make in-
formed investment decisions and increase
investor understanding of their rights and
responsibilities.

The Masterplan will be implemented in
three phases, through an Implementation
Task Force that will comprise of the SC and
industry participants. In addition, a Capi-
tal Market Advisory Council will be formed
to advise the SC on issues such as the im-
plications of new and potential develop-
ments in the capital markets, areas in the
Masterplan that require revision to reflect
evolving market developments and provide
independent external views on the
progress of implementation. The members
of the Advisory Council will comprise pri-
marily of leading domestic and foreign fi-
nancial market participants and experts,
and will be announced by the SC in due
course.

The formulation of the Masterplan in-
volved extensive consultation and discus-
sion with a wide range of industry partici-
pants, professional bodies, capital market
experts, academics and other regulatory
agencies.

“… the Masterplan makes
recommendations to promote

continued technological
innovation in the market,
enhance the efficiency of
market infrastructure and

facilitate the acceleration of
capital market development.”
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More specifically, a vibrant capital mar-
ket will fuel growth in the economy by en-
hancing the role of the financial sector in
financial economic activity, as well as
through its direct contribution to national
economic growth in terms of employment,
investment and tax revenue. Given the in-
formation-intensive nature of capital mar-
kets and the demand for high skills levels
within the industry, the continuous upgrad-
ing of skills and supplementary infrastruc-
ture in creating an internationally competi-
tive capital market also contributes to the
broader advancement of technology and
knowledge capital within the domestic
economy as a whole.

Q5 What do you think are the key
aspects of the CMP that will improve
investor confidence in Malaysia? In
particular, how will the CMP address
investor perceptions about poor stand-
ards of corporate governance in Ma-
laysia?

One of the key objectives within the
CMP is to promote a more conducive en-
vironment for investors in the Malaysian
capital market. The SC considers that good
corporate governance among public-listed
companies (PLCs) is vital to achieve this
objective.

As such, the development of a strong
framework for corporate governance and
shareholder value recognition is a key stra-
tegic thrust of the CMP. The Malaysian
capital market must have a transparent,
accountable and performance-oriented
corporate sector that presents efficient and
value-focused investment opportunities for
investors. However there must also be rec-
ognition of the responsibilities of investors
themselves to exercise their rights to good
corporate governance.

In order to achieve this, the SC will work
actively with other relevant regulators and
the industry to initiate further measures
to improve the incentives and avenues for
exercising good corporate governance.
These measures include further enhanc-
ing the awareness of and accountability for
the fiduciary duties and obligations of com-
pany directors, management and of ficers,
and strengthening minority shareholder
rights as well as ensuring the availability
of adequate mechanisms for investor re-

course. These efforts however, must be
supported by increasing frontline respon-
sibility by the market participants them-
selves-encompassing the investors, issu-
ers, intermediaries, market institutions and
relevant professional bodies-who are actu-
ally at the forefront of market activity.
Amongst others, institutional investors will
be encourage to play a greater role in the
promotion of corporate governance and
shareholder value recognition and the
quality of auditors of public-listed compa-
nies will be enhanced. Furthermore, the
SC will also ensure high standards of finan-
cial reporting and the continuous disclo-
sure of timely, relevant and accurate cor-
porate information to stakeholders so they
can adequately judge merits of the invest-
ments choices they are presented with.

Q6 The SC used to issue its three-
year Business Plans to the public.
Would this continue now that there is
the CMP?

The SC’s Business Plans are medium-
term in nature, containing immediate plans
for the development of the capital market,
that will complement the CMP, which is by
contrast a plan for the longer term devel-
opment of the capital market. In fact, de-
tails relating to the implementation of many
of the CMP’s recommendations over the
next three years are expected to be re-
flected in the SC’s next Business Plan cov-
ering 2001-03.

Q7 Which foreign jurisdictional
models were the CMP based on, if any?
What were the reasons for adopting
these models?

The CMP was formulated based on sev-
eral broad objectives and strategies, which

were derived following an extensive review
of all key segments of the capital market.
The SC also took cognisance of national
growth needs and aspirations, as well as
externalities such as regional competition
and the implications of increasing
globalisation. Although the efforts of other
jurisdictions to develop their own capital
markets were naturally considered, the SC
did not adopt any specific model in formu-
lating the CMP.

Q8 Given the speed of change and
the evolving impact of globalisation, lib-
eralisation and technological develop-
ments on today’s markets, is it realis-
tic or even possible to formulate a plan
covering a period as long as 10 years?

The SC recognises the difficulties inher-
ent in planning for the long-term, particu-
larly in the context of the rapid changes
affecting capital markets. Nevertheless,
given the challenges facing our capital
market, the ef fort at planning must be
made to ensure that the Malaysian capital
market is able to continue to fulfil its role
within the domestic economy ef fectively.

While the broad objectives and strategic
initiatives of the CMP should remain rel-
evant throughout the period which it cov-
ers, it is foreseeable that there may be de-
velopments that may affect implementation
timeframes and other details of certain rec-
ommendations. To provide a timely, prag-
matic and systematic response to new de-
velopments and changing circumstances,
the CMP will be reviewed periodically and
updated to ensure continued applicability
and where necessary, appropriate revi-
sions and additions will be made.

Q9 How does the SC intend to im-
plement the recommendations in the
CMP? When does the SC expect im-
plementation of the CMP to com-
mence?

The implementation of the various rec-
ommendations will be undertaken by the
SC in close collaboration with the relevant
market participants from the private sec-
tor as well as other government agencies,
where necessary. It is expected that work-
ing committees will be established to un-
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must have a transparent,

accountable and performance-

oriented corporate sector that

presents efficient and

value-focused investment

opportunities for investors.”
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dertake the day-to-day implementation of
key recommendations, where there is a
need for broader representation in the im-
plementation of these recommendations.
In addition, before embarking on the im-
plementation of major recommendations,
consultation papers will be published to
provide an opportunity for market partici-
pants to provide feedback.

In fact, the SC has already announced
several recommendations early to provide
lead-time for implementation These in-
clude, for example, the introduction of a
new category of brokers known as Univer-
sal Brokers as well as those relating to the
deregulation of restrictions on the scope
of activity and branching for the
stockbroking industry, the liberalisation of
commission rates, the reduction in other
transaction costs on the KLSE, the intro-
duction of a T+3 settlement cycle and meas-
ures to streamline the issuance process for
corporate bonds. Cur rent ef for ts at
stockbroking industry consolidation are
also in line with the strategic thrusts of the
CMP. In addition, a consultation paper set-
ting out the proposed framework for the
implementation of e-commerce in the capi-
tal market was issued by the SC last year
for public comment.

The SC will monitor the progress of im-
plementation on an ongoing basis, and will
provide periodic updates through its
website.

Q10 A significant number of the rec-
ommendations have been targeted for
implementation within the next two to
three years. Are these timeframes
achievable taking into account avail-
able resources?

Based on the SC’s review of the current
state of the Malaysian capital market, and
taking into consideration the various chal-
lenges facing our market today, it was
found to be imperative that many of the
CMP’s recommendations be implemented
within this period. Delays in implementa-
tion may have a potentially significant im-
pact on our ability to achieve the CMP’s
vision and objectives. As such, steps will
be taken to ensure that there is sufficient
capacity and capabilities among the regu-
lators, market institutions, and industry

participants to take on and implement
these recommendations effectively and on
a timely basis. Through an Implementation
Task Force, the SC will closely co-ordinate
and monitor the progress of implementa-
tion, and will work together with the rel-
evant parties to resolve resource issues
should they arise.

Q11 What mechanisms will be em-
ployed to keep the public abreast of
the progress of implementation?

The public will be continuously in-
formed and updated on the implementa-
tion of the CMP recommendations
through a communication process that
would involve among other means, the
following channels: press releases and
other public communiqués; the SC
website; briefings, seminars, forums and
conferences; and information circulars
and guidance notes to the relevant indus-
try groups, where necessary.

Q12 What are the challenges that
may arise at the stage of implementa-
tion?

It is most likely that the implementation
process of the CMP will be affected by de-
velopments that may affect implementation
timeframes and other details of certain rec-
ommendations. This is inevitable consid-
ering the rapidly evolving environment in
which the Malaysian capital market oper-
ates today. To provide a timely, pragmatic
and systematic response to new develop-
ments and changing circumstances, the
CMP’s objectives and strategic initiatives,
and in particular, the recommendations,
will be regularly reviewed and updated to
ensure their continued applicability. With

this in mind, a comprehensive review of
the overall CMP will be conducted periodi-
cally, and appropriate revisions and addi-
tions will be made where necessary.

Q13 The CMP talks about the SC
moving towards “market-based” regu-
lation? Can you elaborate on what this
means, especially for the average in-
vestor, and what it will involve? Given
that the Malaysian capital market is
retail-dominated, what measures will
the SC take to ensure investor protec-
tion?

The move towards a market-based sys-
tem of regulation represents a clear shift
in regulatory philosophy on the SC’s part.
A market-based approach to regulation, in
effect, refers to the greater use of competi-
tive market disciplines and processes
rather than direct regulatory intervention,
unless absolutely necessary, in regulating
capital market activity and steering its de-
velopment.

As a broad-based strategic initiative, a
long-term programme to implement a sys-
tem of market-based regulation across the
Malaysian capital market will be imple-
mented on an incremental basis. More
immediate measures include concerted
efforts to further strengthen supervision
and enforcement; and to enhance disclo-
sure and transparency as well as regula-
tory transparency and dialogue.

In the longer-term, the ultimate aim will
be to have no more regulation than neces-
sary to achieve public policy objectives of
safety and soundness, competition and the
protection of consumer interests.

Nonetheless, underlying these initia-
tives, investor protection remains a prior-
ity. There will be measures to enhance in-
vestor empowerment through a strength-
ening of rules relating to shareholder
rights and making available alternative
avenues for the redress of grievances. Edu-
cation is another key area where the SC
will continue to take the lead in ensuring
that investors are fully aware of their rights
and the risks they face in their investment
activities. Further efforts will also be di-
rected at improving the standards of busi-
ness conduct of market participants and
regulated entities.

13

“A market-based approach to

regulation, in effect, refers to the

greater use of competitive market

disciplines and processes rather

than direct regulatory intervention,

unless absolutely necessary, in

regulating capital market activity

and steering its development.”



Akauntan Nasional March 2001

By Janet Leong

C O V E R

14

K L S E  R E VA M P E D  L I S T I N G  R E Q U I R E M E N T S

The market perception is that
public listed companies (PLCs)
should adhere to higher
standards to increase Malay-

sia’s appeal as an investment centre. The
large number of PLCs, totalling 796 on 18
January 2001 (262 in 1973) warranted a
comprehensive review of the listing re-
quirements.

The key objectives in issuing the RLR are :

n To enhance corporate governance and
transparency.

n To enhance ef ficiency in capital market
activities.

n To strengthen investor protection.

n To promote investor confidence.

Except for selected provisions, which
took effect on 15 February 2001, the RLR
will take effect on 1 June 2001. The KLSE
is adopting the practical approach in imple-
menting the RLR. According to KLSE Ex-
ecutive Chairman, Dato’ Mohd Azlan
Hashim, “The approach is for KLSE to un-
dertake due process to strike a balance be-
tween enhancing market regulations and
the promotion of business efficacy whilst
being mindful of the cost of regulations to
the regulator and the industry.”1

Meanwhile, the Securities Commission
(SC) has welcomed the introduction of the
RLR “as a major milestone in Malaysia’s ef-
forts to promote better corporate govern-

ance among public-listed compa-
nies.” SC Chairman, Ali Abdul
Kadir said, “the significance of
this new regulatory initiative is
that it builds on existing trends
in the capital markets that are al-
ready forcing Malaysian compa-
nies to rethink business culture
and reinvent their processes and
attitude towards the issue of cor-
porate governance, transpar-
ency and accountability.”2

What are the Changes?
The KLSE has classified the key changes

to the listing requirements into four areas,
i.e. corporate governance, transparency, en-
forcement and continuing listing obliga-
tions.3 Corporate governance and transpar-
ency stood out as having many new require-
ments added to the existing list. The ben-
efits of the key changes to PLCs, directors,
advisers, shareholders and investors are
summarised in Table 1. The KLSE has also
issued Practice Notes to assist compliance
with the RLR (Table 2). Among the key ar-
eas covered in the Practice Notes are :

n Maintenance of financial condition that
justifies continued trading and/or listing.

n Prescription of education programmes
for directors.

n Prescription of requirements relating to
disclosure on the Malaysian Code on

Engineered
for success

“In essence corporate governance is

concerned with the way power is exercised

over the company for the good of

everyone concerned.”

1 KLSE Press Release, 22 January 2001.
2 SC Press Release, 29 January 2001.
3 Full text in KLSE’s website : http://www.klse.com.my

Corporate Governance and the state of
internal control in listed companies.

Under the RLR, PLCs and advisers to
PLCs generally can expect the capital rais-
ing process to be expedited for the follow-
ing reasons :

n There is now only one set of requirements
applicable to companies listed either on
the main board or the second board.

n The listing documentation has been sim-
plified, while the time-frame for rights
issue has been shortened.

 A  Corporate Governance
“In essence, corporate governance is con-
cerned with the way power is exercised
over the company for the good of every-
one concerned,”  said Dr. R. I. Tricker.

The lack of corporate governance has of-

Since the Asian financial crisis in 1997, the Kuala Lumpur
Stock Exchange (KLSE) and other regulatory bodies
have been busy searching for effective solutions to revive
investor confidence in Malaysia. The latest is the
Revamped Listing Requirements (RLR), which KLSE
introduced on 22 January 2001.
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ten been cited by foreign fund managers as
a reason for staying out of the country.
Weaknesses in the corporate governance
mechanisms such as inadequate disclosure,
lack of internal controls and shortcomings
in the calibre of directors (in terms of quali-
fications and experience) continue to cre-
ate opportunities for abuse of powers by di-
rectors and officers of PLCs at the expense
of shareholders. Such corporate govern-
ance breakdowns have dented the reputa-
tion of some PLCs and incurred the wrath
of the investing public. The market percep-
tion is that minority shareholders are still
exposed to considerable risks, as their in-
terests are often given less priority.

Indeed, back in May 1998, the joint
KLSE-PricewaterhouseCoopers Corporate
Governance Survey revealed that “a sig-
nificant proportion of over 40 per cent of
the institutional groups perceived that
Malaysia’s corporate governance regime
needs improvement.” Institutional groups
favoured increased disclosures (annual re-
ports and directors’ dealings), greater en-
forcement of existing regulations and fur-
ther introduction of new regulations includ-
ing increased sanctions.

The regulatory bodies have sought to
promote a higher level of corporate gov-
ernance in these areas by amending sev-
eral legislations and rules such as the Se-
curities Industry Act, 1983 and the Com-
panies Act, 1965. The KLSE took a posi-
tive step by setting up a Taskforce on In-
ternal Controls in May 2000.

Under the RLR, the KLSE has introduced
several new requirements to improve cor-
porate governance practices. By spelling out
the rights and obligations of PLCs at the
corporate and individual levels, the KLSE
aims to assist the various parties, including
the advisers to PLCs to discharge their du-
ties ef fectively. These measures are in-
tended to further improve the conduct of
PLCs in order to give greater assurance to
investors and shareholders.

The requirements are as follows :

i Make mandatory disclosures in the
annual reports in relation to compli-
ance with principles and best prac-
tices of the Malaysian code on cor-
porate governance.

ii Make statements in the annual re-

ports on the state of internal control
of companies on a group basis.

iii Ensure at least one-third of the Board
of Directors consists of independent
directors. The definition of an “inde-
pendent director” has been clarified
and enhanced.4

iv Require all directors to furnish an
undertaking to the KLSE to comply
with the KLSE Listing Requirements.
Independent directors must confirm
their “independence” in writing to
the KLSE.

v Require all directors to at-
tend training programmes
prescribed by the KLSE.
These programmes con-
sist of the mandatory ac-
creditation and continuing
education programmes.

vi Enhance the role of the
audit committee to in-
clude, amongst others, re-
view of conflict of interest
situations that may arise
within the PLC or its
group of companies.

vii Strengthen the composi-
tion of the audit commit-
tee to include a person
who must be a member of
the Malaysian Institute of
Accountants (MIA) or if
he is a non-member, he
must fulfil the specific re-
quirements of the RLR.

viii Enhance the disclosure in
the annual reports on the
activities of the audit committees.

ix Expressly set out the rights of direc-
tors and audit committees. This in-
cludes access to information and pro-
fessional advice.

By widening the definition of independ-
ent directors, the Board of Directors is
expected to make more strategic decisions
that would benefit the investor community.
Hopefully, this enlarged pool of directors
would be free to discharge their duties
without undue influence from the non-in-
dependent directors, management and in-

“Disclosure deficiencies and lack of

transparency are serious issues that had

deterred proper assessment of the risk

exposure of PLCs, causing much harm

to the users of information in the

decision-making process.”

4 The categories of persons who have been excluded
from being an independent director have been ex-
panded, to include major shareholders, relatives of
an executive director or major shareholder  or pro-
fessional advisers of the PLC. An independent di-
rector has to also satisfy a general test of independ-
ence from management, any business or other re-
lationship which could interfere with the exercise
of independent judgment or the ability to act in the
best interests of the PLC.

terest groups.
Also, the directors should be positive

about having to attend on-going training,
so as to upgrade their skills and knowledge
in the interests of PLCs.

An increasingly important corporate
governance vehicle is the audit committee,
which is imposed with more stringent re-
quirements. This means that the responsi-
bility of accountants in the compliance
mechanism is significantly increased.
When discharging their duties, account-
ants need to be extra vigilant, as they will
come under greater scrutiny by the vari-
ous parties.

 B  Transparency
Disclosure deficiencies and lack of trans-

parency are serious issues that had de-
terred proper assessment of the risk ex-
posure of PLCs, causing much harm to the
users of information in the decision-mak-
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FOR PLCs

n Easier & faster access to capital
Enhanced standards of corporate gov-

ernance & transparency will increase at-
tractiveness of PLCs, thus making it easier
to raise capital. Simplification of listing
documentation together with shortened
time-frame for rights issues also expedites
capital raising process.

n Greater investor interest in PLCs
Enhanced transparency & standards of

corporate governance should make PLCs
more attractive as investment options. In
addition, the RLR is on par with the rules
of other exchanges in developed markets
& this should serve to attract more inter-
national investors.

n Business-friendly listing
requirements
RLR has taken cognisance of business

practicalities & struck a balance between
regulation & business efficacy.

n User-friendly listing requirements
Provisions have been streamlined & re-

organised to facilitate easy reference &
understanding, thereby making the RLR
more user- friendly.

ing process. There are still inadequate
warning signals to investors about the
problems faced at the firm level.

Greater transparency of the operations
of PLCs is crucial, especially to foreign in-
stitutional investors who need to be quick
in mobilising vast pools of funds across
countries.

Under the RLR, enhanced disclosure cov-
ers annual reports, announcements and
circulars. Briefly, they include the following :

i Strengthen the existing Corporate
Disclosure Policy (CDP). A more
prescriptive approach has been
taken in amending the provisions of
the CDP to ensure that all material
information is disclosed to the mar-
ket on a timely basis.

ii Strengthen the standard of disclo-
sure for contents of announcements.

iii Prescribe a standard of disclosure for
the contents of circulars to be sent
to shareholders.

iv Impose a responsibility on the advis-
ers, in addition to PLCs, to ensure
that announcements and circulars is-
sued by PLCs meet the standards of
disclosures prescribed by the Listing
Requirements.

v Impose obligation on all PLCs, their
advisers or directors to ensure that any
information that is submitted to the
KLSE pursuant to the Listing Require-
ments is clear, unambiguous, accurate,
does not contain any material omission
and is not false or misleading.

vi Require additional disclosures in the
annual reports of PLCs, i.e. remu-
neration of directors, particulars of
sanctions and/or penalties imposed
on the PLC by relevant regulatory
bodies, total number of board meet-
ings held during the financial year
and amount of non-audit fees paid to
external auditors.

vii Prescribe minimum contents of cer-
tain documents such as announce-
ments and circulars to promote con-
sistent and adequate disclosure.

viii Require PLCs to make announce-
ments of certain dealings in quoted

securities. The Listing Requirements
provide that the statutory declaration
that accompanies the annual audited
accounts must be signed by a mem-
ber of the MIA or if he is a non-mem-
ber, he must fulfil the criteria speci-
fied under the Listing Requirements.

Improvements in the quality and quan-
tity of information to be disclosed would
minimise the chances of manipulation of
information.

C   Enforcement Actions
The lack of an ef fective enforcement

mechanism will encourage non-compliance
with standards and requirements. There-
fore, there is a need to extend the enforce-
ment actions beyond the PLCs to related
parties as the activities of unscrupulous
directors have tarnished the image of some
PLCs. These directors should be person-
ally accountable for their actions.

Under the RLR, the KLSE has strength-
ened the scope of enforcement in respect
of breaches of the Listing Requirements :

i The KLSE is empowered to take en-
forcement action against directors
and advisers for breaching of the
Listing Requirements.

ii The type of penalties that may be im-
posed has been expanded to cater for
advisers, directors and other persons
to whom the Listing Requirements
are directed.

iii The KLSE has been vested with ad-
ditional powers to facilitate its en-
forcement actions such as power to
require production of documents for
inspection and attendance of relevant
persons for interview in the course
of its investigation.

As the KLSE is empowered to take dis-
ciplinary action at the individual level, di-
rectors are expected to be honest and care-
ful in their dealings. Hopefully, this will
help them develop a culture of greater com-
pliance with the Listing Requirements.

D  Continuing Listing Obligations
Investors and shareholders generally

lack the constant assurance that their
funds are invested in financially viable
PLCs. This can be disappointing when an

K L S E  R E VA M P E D  L I S T I N G  R E Q U I R E M E N T S
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Key Benefits of Revamped Listing Requirements

FOR SHAREHOLDERS & INVESTORS

n Enhanced long-term shareholders’ value
Increased focus on corporate governance

should result in more responsible & account-
able PLCs. Such improved corporate conduct
lays the foundation for increased efficiency &
greater investment interest which should ulti-
mately enhance shareholders’ value. For ex-
ample, the requirement to include a statement
on internal control in the annual report neces-
sitates the PLC to address its internal control
issues for the purpose of, amongst others,
maintaining shareholders’ assets.

n Greater protection of shareholders’
interest
Enhanced disclosure, continuing listing ob-

ligations & corporate governance require-
ments af ford greater protection to sharehold-
ers. For instance, the provision of financial as-
sistance by PLCs, including inter-company
loans, is subject to the fulfilment of strict re-
quirements. These requirements restrict the
provision of such financial assistance to lim-
ited persons, whilst setting down certain other
conditions which must be complied with.

n Shareholders & investors capital at less
risk
Enhanced disclosure, continuing listing ob-

ligations & corporate governance require-
ments lessen the risk of loss of capital. For
example PLCs must have appropriate financial
conditions & certain level of operations that
warrant continued trading &/or listing on the
KLSE. PLCs which fall below the standards
prescribed by the KLSE will be required to
regularise their positions within specified time-
frame. This should ensure the quality of com-
panies listed on the KLSE is maintained.

n Better equipped to make informed
investment decisions
Enhanced disclosure by PLCs  in announce-

ments, circulars, annual reports & financial
statements will provide shareholders & inves-
tors with more information to aid in their deci-
sion-making. Shareholders will be able to uti-
lise the additional disclosure to better exercise
their voting rights in an informed manner.

FOR ADVISERS TO PLCs

n Simplification of listing
documentation
Listing documentation has been

simplified to expedite the listing proc-
ess. This includes an abbreviation of
the listing application and removal of
the requirement to submit certain sup-
porting documents, which should as-
sist advisers in performing their func-
tions.

n Greater guidance on disclosure
obligations of PLCs
Clarifications of existing disclosure

requirements, insertions of additional
disclosures & prescription of stand-
ards of disclosure, & minimum con-
tents of disclosure provide greater
guidance on disclosure obligations of
PLCs. This in turn should assist ad-
visers in performing their advisory
role vis-à-vis the PLCs.

n User-friendly listing
requirements
The provisions have been stream-

lined & re-organised for easy refer-
ence & understanding, thereby facili-
tating more ef fective discharge of
their advisory role

FOR DIRECTORS OF PLCs

n Rights of directors expressly set out
Providing specific rights for directors

will assist directors in ef fectively dis-
charging their duties. For example, direc-
tors have the right to access to informa-
tion & professional advice under the RLR.

n Continuing education to assist
directors in discharging their duties
Awareness of their rights & obligations

will enable directors to perform their role
more efficiently & ef fectively.

n User-friendly listing requirements
Provisions have been streamlined & re-

organised for easy reference & under-
standing to facilitate comprehension &
compliance with the RLR.
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PRACTICE NOTE

Practice Note No. 4/2001 —
Criteria & Obligations Pursuant to
Paragraph 8.14 of the Listing
Requirements.

Practice Note No. 5/2001 —
Training for Directors

Practice Note No. 6/2001 —
Independent Directors

Practice Note No. 7/2001 —
Classification of Applicants or Listed
Issuers

Practice Note No. 8/2001 —
Submission of Semi-Annual Returns

Practice Note No. 9/2001 —
Disclosure in Relation to Malaysian
Code on Corporate Governance &
the State of Internal Control

unexpected deterioration in a
PLC’s financial health causes
them to incur serious losses.

Further, the true financial
health of PLCs can be masked
by factors such as related party
transactions and of f-balance
sheet financing. For example, it
is possible to hide the actual size
of debts of PLCs under related
party transactions.

Recognising these weak-
nesses, the KLSE has intro-
duced several improvements
under the RLR. Briefly, they are
as follows :

i The continuing listing ob-
ligations have been en-
hanced to include a provi-
sion requiring PLCs to
have financial condition and level of
operations that, in KLSE’s view,
would be sufficient to justify contin-
ued trading and/or listing on the
KLSE.

ii The provision relating to grant of fi-
nancial assistance by PLCs and their
subsidiaries has been enhanced.

iii Provisions regulating transactions
entered into by PLCs have been clari-
fied and strengthened.

iv There is a distinction between trans-
actions, which are non-related and
related party transactions. The KLSE
has prescribed the minimum con-
tents of announcement or circular in
relation to transactions entered into
by PLCs and this includes the mini-
mum contents of information for vari-
ous types of transactions such as
joint ventures or acquisitions or dis-
posal of construction companies.

By compelling PLCs to regularise their
financial condition in a timely manner, the
investing public is likely to have more con-
fidence in the capital market. Besides forc-
ing PLCs to hasten the pace of corporate
restructuring, this requirement would also
assist shareholders and investors to make
more informed investment decisions.

Also, by distinguishing between related
and non-related party transactions, and
expanding the definition of the former, the

KLSE is making a good start in discourag-
ing PLCs from engaging in questionable
related-party transactions.

Restoring Credibility
and Integrity

The well-formulated RLR is a bold move
by the KLSE towards raising the standards
of corporate conduct of PLCs. To make the
RLR more meaningful, shareholders and in-
vestors too should play a more proactive
role by taking collective action against those
who fail to comply with the stricter stand-
ards.

While greater disclosure, transparency
and accountability are highly desirable,
these requirements must be supported by
an ef fective enforcement mechanism.
Therefore, the real challenge for the KLSE
lies in enforcing the RLR, without fear or
favour.

For the KLSE to earn greater interna-
tional respect, it must be seen as taking
quick and strong disciplinar y action
against errant individuals (directors) and
firms (PLCs and their advisers). Only then
can the Malaysian capital market restore
some of the credibility and integrity that it
has lost since the Asian financial crisis.

Note :  Janet Leong is the Assistant Manager in
the Technical Department, Malaysian Institute
of Accountants (MIA). The views expressed in
this paper are the author’s and do not necessar-
ily reflect the opinion of MIA nor can the Insti-
tute be in any way held responsible for them.

“Investors and shareholders generally lack

the constant assurance that their funds are

invested in financially viable PLCs.”
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Practice Notes : Key Components & Benefits

KEY COMPONENTS

n Sets out criteria in relation to the finan-
cial condition of a PLC.

n Sets out requirements to be complied by
PLCs which meet the prescribed crite-
ria (“the affected listed companies”).

n Sets out  time schedule for an af fected
listed company to regularise its financial
condition.

n Sets out actions that may be taken
against an affected listed company.

n Prescribes education programmes for di-
rectors of PLCs.

n Sets out time-frame & requirements for
attendance of the Mandatory Accredita-
tion Programme.

n Sets out circumstances where persons
who are nominees or representatives of
major shareholders of the applicant or
PLC or its related corporation may ap-
ply to be considered as independent di-
rectors

n Sets out criteria for applicants or PLCs
to determine its sector classification.

n Sets out  manner in which applicants or
PLCs may propose its sector classification
or change in classification to the KLSE.

n Sets out information to be included in the
semi-annual returns.

n Clarifies obligation of PLCs vis-a-vis the
disclosure relating to Malaysian Code on
Corporate Governance.

n Sets out specific requirements on the dis-
closure relating to internal control.

BENEFITS

n Provides timely & adequate disclosure relating to the financial condition of an affected
listed company to aid informed investment decisions by shareholders & investors.

n Ensures that affected listed companies take positive steps to address their financial
condition in a timely manner whilst allowing them sufficient time & opportunity to regu-
larise their financial condition.

n Maintains minimum standards for continued trading/listing, thereby enhancing the qual-
ity of companies listed on KLSE.

 n Strengthens investor protection by :
• Ensuring that investors are given timely & adequate information regarding the finan-

cial condition of affected listed companies.
• Ensuring that affected listed companies address their financial condition in a timely

manner.

n In view of the above, fostering investor confidence & maintaining the credibility of the
Malaysian capital market as an investment centre.

n Provides directors of PLCs with an awareness of their rights & obligations, thus assist-
ing them in the discharge of their role & duties.

n Enhances the calibre of directors of PLCs by creating a pool of directors.

n Strengthens investor protection by enhancing the calibre of directors at the helm of
PLCs.

n Expands the pool of persons who may be appointed as independent directors.

n Provides applicants & PLCs with greater choice in terms of the persons who may be
appointed as independent directors.

n Allows investment funds that fulfil the requirements set out therein to appoint their
nominees or representatives to the board, thus providing such funds an avenue to take
a more active role in the stewardship of PLCs in which they have investments.

n Allows applicants & PLCs to participate in the determination of their own classification.

n Facilitates a timely change of classification where there is a change in core business.

n Facilitates effective compliance monitoring by the KLSE.

n Provides adequate & meaningful disclosure to shareholders & investors on corporate
governance practices & state of internal control of  PLCs, thus facilitating informed
assessment of such matters.

n Enhances the level of corporate governance practices amongst PLCs as the disclosure
necessitates that corporate governance issues be addressed by PLCs.

n Strengthens investor protection by equipping investors with meaningful disclosure on
the corporate governance practices of PLCs, whilst enhancing level of corporate gov-
ernance amongst PLCs.

n In view of the above, fostering investor confidence & maintaining the credibility of the
Malaysian capital market as an investment centre.
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The technology of Silicon
Valley has impacted the
world more than any other
occurrence since the ren-
aissance. The valley’s in-

dustrial landscape is a US dreamscape :
tight links among companies and top score
universities, abundant access to venture
capital, a continuous influx of brilliant en-
gineers from around the world and a di-
verse mix of high-tech companies, both
large and small. Further, the valley is self-
replenishing. The next generation start-
ups are being funded by the existing com-
panies’ proceeds. The wealth created re-
mains there itself. Many governments are
attempting to replicate models of high-tech
centres of Silicon Valley into their new in-
dustrial centres. Around the globe, many
have even added the ‘Silicon Valley’ title
into their new industrial centres. Elements
of the valley have been copied, but the
place has not been cloned, gene for gene,
anywhere in the world.

Silicon Valley has become a distinctive
region for a number of reasons. High tech-
nology ranging from computers to biotech-
nology penetrates throughout its political

economy. The last thirty years have wit-
nessed a new influx of cultures ranging
from Scandinavian Midwestern aeronauti-
cal engineers to Asians. The region has
become mythic territor y where bright
young nerds in a garage can blend innova-
tion and entrepreneurial savvy to create
more democratic corporations. The area is
not just any California coastal town. It has

University based on collaboration and real
application of learning. The culture of the
Valley was already very supportive of en-
trepreneurs and risk-takers. Hewlett-
Packard’s partnership in 1938 and the deci-
sion of eight young men in 1957 to start their
own semiconductor company with little ex-
perience or money was a seminal point in
Silicon Valley’s growth. The invention of the
silicon chip in 1970 created many new in-
dustries and the industries in turn created
thousands of business opportunities. Silicon
Valley is America’s leading exporter of high-
tech products. The Valley consumes one-
third of US high-tech venture capital and
develops many of the world’s most innova-
tive products. The late Stanford, and the
dean of engineering and Provost, Fred
Terman, were considered to be the ‘fathers’
of Silicon Valley. They were the founders of
the culture of risk and invention.

In 1994, the direct gross revenues that
this small group of people created from
their ingenuity was more than $60 billion.
It is most astonishing that these Silicon
Valley revenues are not produced from
natural resources such as wheat, marble,
or oil; they are primarily generated from

B U S I N E S S / A C C O U N T I N G
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“The area is not just any

California coastal town. It has

become a metaphor for

tomorrowland, a theme park of

global corporate enthusiasm

ranging from the small start-up

to Hewlett-Packard and Apple.”

become a metaphor for tomorrowland, a
theme park of global corporate enthusiasm
ranging from the small start-up to Hewlett-
Packard and Apple.

The early technological growth of Sili-
con Valley can be traced back in a variety
of ways. The former Governor, Senator and
entrepreneur, Leland Stanford, founded a
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Silicon Valley —
The Global Metaphor
For Innovation and
Leadership

inventions, mental prowess, and by people
following a different path with the willing-
ness to take risks.

Today, Silicon Valley represents the
achievements of America’s high
technology during the 20th century
— a centur y in which the US
surged to world technological lead-
ership and poured out inventions,
innovations and developments in
a volume unprecedented in recent
history, either in quantity or qual-
ity. Indeed, 20 per cent of the
world’s biggest electronics and
software companies have taken
root in this area. Thirty-seven per-
cent of Silicon Valley’s gross re-
gional product is from high tech-
nology. The venture capital com-
munity continues to foster innova-
tions and seek out companies that
will fuel America’s economic en-
gine for years to come.

Valley’s Nature
Silicon Valley is located on the

San Francisco, California Penin-
sula, radiating outward from Stanford Uni-
versity. It stretches for about 30 miles long
and 10 miles wide and is contained by the
San Francisco Bay on the east, the Santa

Cruz Mountains on the west, and the coast
range to the Southeast. The area covers
cities from Menlo Park to San Jose, which
encompasses Sunnyvale, Mountain View,

Palo Alto, and Cupertino. The sun shines
at least 200 days a year and the area en-
joys a temperate climate due to soft coastal
breezes and evening fog. The area has a

pleasant view with towering eucalyptus
trees, verdant hills, and a crisp pacific
breeze. At the beginning of the century,
the area was predominantly with fruit or-

chards and was better known as
‘The Valley of Heart’s Delight’.
Today, Intel, Cisco, Hewlett-
Packard and hundreds of start-
ups, replace the acres of fruit or-
chards that once stood in the val-
ley. Semiconductor chips, made
of silicon, are the principal prod-
ucts of the high-tech industries in
this area. The valley thus dramati-
cally transformed from apricots
to advanced technology, from or-
chards to tilt-ups.

The valley derived its name
from the dense concentration of
electronic and computer corpora-
tions, and their factories, that
sprang up there in the 1970s and
80s. These were all part of the
recipe that made Terman’s mira-
cle. Don Hoefler, editor of Micro-
electronics News, coined the name
‘Silicon Valley’ as shorthand for

the whole nexus of wondrous electronics
products, instant millionaires and brand
new industries. Some have called it Inno-
vation Valley.
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“… the name ‘Silicon Valley’ … short-
hand for the whole nexus of wondrous

electronics products, instant
millionaires and brand new industries.
Some have called it Innovation Valley.”
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Work Culture
The Silicon Valley region is comprised

of diverse fragments — towns, ethnic com-
munities, social networks — that shift and
reform themselves. Workers flow through
a mosaic of organisational cultures in their
daily lives. In the Valley, technological
metaphors evolve into solutions as the lo-
cal community is “reinvented” to support
an “optimal” work environment. Work and
non-work time have become distinctive.

In many workplaces, punctuality and
time consciousness are noteworthy. One
engineer lists three components to trust-
worthiness — “honesty, integrity and com-
mitment” and he observes these features
in co-workers, by “seeing how they handle
customers”.

Community activity, justified by its value
to work, reaches into education, communi-
cations, recreation and family. Communities
have transformed into instrumental forces
for production. The valley has developed a
culture that can adjust quickly to change
and chaotic environments. That means
teamwork, coordination, minimal bureauc-
racy and authority pushed down into the
ranks. People here are fiercely individualis-
tic and yet quick to collaborate, and share
ideas through e-mail in order to get the job
done faster. The valley exhibits distinctive
characteristics. This has been facilitated by
organisations importing managerial and
professional expertise from overseas. The
area experienced a demographic influx,
comprising of a highly educated and up-
wardly mobile elite, largely from Asia.

Technological Developments
Since the mid-1950s, more than 7,500

technology-based firms have located in Sili-
con Valley, and in the past two decades it
has become the undisputed global technol-
ogy leader. The early growth in the valley
can be traced to a bonded association with
research and innovation coming out of
Stanford University. The growth of Silicon
Valley’s economy was closely related to the
electronics industry, starting with Lee de
Forest’s triode vacuum tube in 1912 and
Shockley’s transistor technology from Bell
Labs in the mid-1950s. Semi-Conductor
development took place in the late 1950s,
followed by integrated circuits in the 1960s
and microprocessors in the early 1970s.

In 1970, the invention of the silicon chip
in the US marked a revolution in the elec-
tronics industry.

In 1971, Marican Hoff of Stanford, con-
ceived the microprocessor at Intel, and
later Federico Faggin developed it further.

Xerox Corporation opened its Palo Alto
Research Centre (PARC) in 1970. In the
ensuing years, PARC scientists developed
a dozen groundbreaking computer tech-
nologies, which included portable com-
puting, the laser printer, the first easy-to-
use word processing program, and desk-
top publishing’s Postscript language.

Later, other companies — notably
Hewlett-Packard, Apple Computer and
Adobe Systems exploited most of these in-
novations.

Semiconductor companies and produc-
tion had zoomed so much that biotechnol-
ogy made one of its first big splashes in
1973, when Stanley N. Cohen of the
Stanford medical school faculty and
Herbert Boyer of San Francisco medical
school first demonstrated gene splicing.

Hewlett-Packard introduced the first pro-
grammable pocket calculator in 1974.

Paul J. Flory of Stanford received the
1974 Noble prize for chemistry for his in-
vestigations of synthetic and natural poly-
mers, the macro-molecules developed
most notably in nylon and synthetic rub-
ber.

Seymour Rubinstein, 63, formed

Micropro International, Inc. in 1978 with
US$8,500 and launched WordStar, the best-
selling word processor of the 1980s. In
1987, he successfully came up with a
spreadsheet program.

Computer-assisted design (CAD) took
off after the invention of the silicon com-
piler in 1979. Former Stanford professor,
James Clark, founded Silicon Graphics in
1982 to develop three-dimensional compu-
ter graphics and marketed the first 3-D
workstation in 1984.

Another 1982 start-up was Sun
Microsystems, also born in a Stanford labo-

ratory. Sun founders, Andreas Bechtolsheim,
Scott McNealy and Vinod Khosla, abetted by
Stanford professor, Forest Baskett, saw po-
tential in work-stations that were able to
share data using the UNIX operating system
favoured by scientists and engineers.

In 1981, International Business Ma-
chines Corporation entered the personal
computer market as a competitor to Ap-
ple. Hewlett-Packard had launched its first
PC in 1980. The early 80s were dominated
by microcomputer expansions and by a
torrid pace of start-ups. This triggered a
related explosion of other peripherals, mo-
dems, disk drives, interlinked networks,
equipment for building chips, video
games, and CAD. The games business
reached its zenith in 1981 and by 1983 was
plummeting.

Apple offered an expensive model called

S I L I C O N  VA L L E Y
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the Lisa in 1983, and it flopped. Recover-
ing in 1984, Apple introduced the Macin-
tosh to instant popularity. The Mac’s spe-
cial graphic capabilities endeared it to il-
lustrators and designers.

During the 1990s, Dotcom companies
and others like Cisco, Amazon.com,
Starbucks, Charles Schwab, America
Online, The Gap, MCI WorldCom, Dell,
Southwest Airlines and SAP were the new-
comers who created much of the new
wealth. By May 1999, their combined mar-
ket capitalisation had grown to nearly
US$800 billion.

Stanford University’s Role
Stanford University has played a pivotal

role in Silicon Valley’s development, par-
ticularly Professor Fred Terman. His role
was very vital. Terman implemented the
MIT model in Stanford for an academic-
industrial partnership. He encouraged in-
teraction between Stanford and compa-
nies from all over the US. He was mentor
to William Hewlett and David Packard, his
former students, and helped them start
an electronic company by providing a loan
of US$538 and also arranging a loan of
US$1,000 from Palo Alto bank (later both
of them donated more than US$300 mil-
lion to the University). In 1951, Terman
created the Stanford Industrial Park on
university land, the first of its kind in the
world. It became a prototype for other uni-
versity technology parks around the

world. Hewlett-Packard moved there in
1954. By 1980 the entire space was leased
to about 90 tenants employing 25,000
workers. In 1982, Stanford University es-
tablished a centre for Integrated Systems
to integrate Solid State circuit research
and fabrication with computer systems ap-
plications. The University annually pro-
duces 80 PhDs and 280 master students,
many of whom have been closely involved
with the centre. Stanford’s main role is to
produce commercially-minded students to
join the existing and newly formed high-
tech companies in the area. Now, the most

concentrated cluster of high-tech venture
capital firms in the world are on the edge
of Stanford’s campus.

Stanford University’s archives also con-
tain several hundred boxes of Terman’s
papers :  declassified war documents about
radar specs and jamming strategies, sto-
ries about silicon valley legends, and hun-
dreds of letters. They all reveal the treas-
ure of knowledge that Terman possessed.

Terman worked seven days a week, writ-
ing during evenings at home with his wife
Sibyl Walcutt Terman. The secret for his
publications over a period of time was due
to his vow to write a page per day, which
ultimately added-up to a 365-page book.

After retirement, Terman spent many
years travelling across the country, advis-
ing other Universities and other regions on
how to replicate the miracle of Silicon Val-

ley. Terman wanted to see other centres of
academic/industrial progress blossom.

The Valley’s success at creating new
products, new companies, and new indus-
tries attracted investments from around the
world. Daimler Benz has a research facil-
ity two blocks from Stanford University.
Merrill Lynch moved their information
technology practice from San Francisco to
Palo Alto to be closer to high-tech consum-
ers. Companies like Intel, Hewlett-Packard,
Sun, Cisco, Seagate, Adobe, Oracle, Intuit
and other contributors to innovation made
the valley famous. Silicon Valley has thus

“The early growth in the Valley

can be traced to a bonded

association with research and

innovation coming out of

Stanford University.”

“Silicon Valley is rich in ideas

and rich in dollars.”

become the global metaphor for innovation
and leadership.

Brilliant Ideas and
Vibrant Capital

Silicon Valley is rich in ideas and rich in
dollars. Some 20 per cent of the world’s 100
largest high-tech companies make their
homes here. One can see powerhouse af-
ter powerhouse :  Intel, Cisco Systems,
3com, Sun Microsystems, Netscape Com-
munications. These five alone in 1997
earned US$40 billion and had a market
capitalisation of US$257 billion, which ex-
ceeds combined market capitalisation of
General Motors, Ford and Chrysler. The
region is intoxicated with such successes
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due to brilliant ideas. Any good
idea in a garage can be turned
into a gold mine.

Good ideas are the most pre-
cious commodity. The people,
who come up with bigger, bet-
ter, faster and cheaper technol-
ogy will have better reception.
The market for ideas is really
booming in Silicon Valley. There
is no prejudice about a person’s
capability for inventing new
business models. Proof of IQ is
what’s important. The Valley up-
holds the hierarchy of imagina-
tion rather than the hierarchy of
experience. Silicon Valley relies
on meritocracy. Here, age,
dressing, college and ethnic
background does not matter.
What matters is how smart you
are. Around two thirds of the
development of ideas are funded
by Angels and their investments
range from US$50,000 to
US$500,000. A venture capital
firm receives more than 5,000
unsolicited business plans per
year. New Enterprise Associates
receive 3,000 business plans
each year and ends up by fund-
ing just 20 companies. Hummer Win-bald
venture partners culls through 1,600 plans
to come up with 10 worth seeding.

Nearly every day of the week, venture
capitalists, entrepreneurs and résumé-
bearing executives rush to visit a half-
dozen times, constantly hitting one another
in an attempt to make a deal.

stantial public/private research
and development expenditure,
specialised networks of suppliers,
suppor t ser vices such as law
firms and consultants, strong en-
trepreneurial networks, and infor-
mal mechanisms for information
exchange and technology trans-
fer. The growth of technology ven-
turing has gradually lead to the ac-
cumulation of investment and
management skills on the part of
venture capitalists and entrepre-
neurs, and also as conduits for
sharing information, making
deals and mobilising resources.
Thus, venture capital plays an im-
portant role in incubating entre-
preneurial activity, attracting en-
trepreneurs, and accelerating
rates of new business formations.

Over the years, Silicon Valley
has continued to top the list
among other regions in getting
venture funds. For the three-quar-
ters ending 2000, the Valley cap-
tured a top slot of US$20 billion
— an all time high. Nationally,
venture capitalists invested a
record US$79.9 billion in 4,528
companies. About 41 per cent of

the companies in the Valley were internet
related. Analysts said it was like a gold
rush, few made fortunes from the gold and
most made them by selling miners the
picks and shovels.

The Internet boom of the last three years
is indeed one of those gold rushes that the
Valley experiences every so often — like

S I L I C O N  VA L L E Y
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Venture Capital Funding
The Silicon Valley area is dominated by

technology-oriented investing. It has be-
come a global capital of classic venture
capital. In the Valley, venture capital has
become an integral part of a social struc-
ture of innovation :  interactive skilled hu-
man capital, high calibre universities, sub-
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PERFORMANCE OF TOP TEN SILICON VALLEY COMPANIES
Rank Company Quarter Product Mid’00 Mid’00

End Sales Net income
Period [in million $] [in million $]

1 Hewlett-Packard 6/30 Computers, Instruments 23,846 1,981
2 Intel 7/1 Semiconductors 16,293 5,833
3 Cisco Systems 7/29 Computer networking equipment 10,639 1,458
4 Sun Microsystems 6/30 Computer workstations 9,021 1,229
5 Solectron 5/26 Electronic manufacturing services 8,329 294
6 Oracle 5/31 Database software 5,824 5,676
7 Agilent 7/31 Computers, Instruments 5,155 321
8 Applied Materials 7/30 Semiconductor mfg. equipment 4,922 1,073
9 Apple Computer 7/1 Computers 3,770 433
10 Flextronics 6/30 Electronic manufacturing services 3,714 [333]

Source :  SiliconValley.com

 Silicon Valley versus
Total US Venture Investments

 Silicon Valley Total
U.S Venture Funds

Year No.of Amount No. of Amount
Companies Invested  Companies  Invested

($billion) ($billion)

2000-3Q 956 20.0 4,528 79.9
1999 859 13.4 3,960 59.5
1998 786 4.5 3,158 21.7
1997 710 3.5 2,700 17.4

Source :  National Venture Capital Association,
PricewaterhouseCoopers & Mercury News.

 VENTURE INVESTMENTS
BY REGION

Amount invested
in 3Q 2000 No. of

 Region* ($billion) Companies

1. Silicon Valley 6.95 380
2. New England 1.85 144
3. Southwest 1.30 115
4. N.Y. Metro 1.07 85
5. Texas 1.01 70
6. DC Metro 0.88 84
7. LA/Orange County 0.83 65
8. Colorado 0.80 47

*Regions attracted more than US$800 million.
Source :  PricewaterhouseCoopers.
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the chip boom of 1970s and the PC splurge
in the 1980s. The share of software jobs
rose from seven per cent in 1992 to 16 per
cent in 1999. Venture capitalists gave start-
ups the cash to attract many customers,
create a lot of hype and then go public af-
ter a year or so, guaranteeing their inves-
tors returns of 1,000 per cent  or more. Now
Wall Street has started rediscovering the
fundamentals as value. Hence the venture
capitalists have lost interest in B2C (busi-
ness to consumer) and B2B (business to
business) firms and are instead putting
money into companies developing optical
telecommunications equipment, wireless
technology and even software. Currently
the emphasis is on the quality of the com-
pany and its achievements. In spite of this,
they invested US$7 billion during the third-
quarter of 2000 in Silicon Valley technol-
ogy companies which is a new high.

The first Mercury News mid-year review
of the top 150 Silicon Valley companies
shows that sales soared 33 per cent and
profits increased by 83 per cent in their two
most recent quarters compared to the
same two years ago. The top 150 compa-
nies in Silicon Valley sold in just six
months, US$151.8 billion worth of consul-
tation, chips, software and construction. As
regards to profits, the top 150 companies
earned US$19.98 billion in income in six
months this year topping last year’s annual
figures of US$17.2 billion. Firms like
Hewlett-Packard Co., Intel Corp., and Cisco
Systems Inc. saw the pace pick up. Some
showed triple digit growth in both sales
and profits. Yahoo! topped the list where
profits surged to 9,248 per cent.

IPOs
In Silicon Valley, it is exciting and also

a way of life. Initial Public Offerings (IPO)
transforms paupers into princes and busi-
ness seedlings into corporate red woods.
The IPO is the magical event that converts
blood, sweat and equity into cash — or at
least, publicly traded shares. It is wonder-
ful returns to the many entrepreneurs and
venture capitalists for their logical ideas.
Some 260 venture backed high-tech com-
panies went public in 1996 raising nearly
US$12 billion. That is more than double
the 117 tech IPOs in 1991 and more than
triple the US$3.9 billion they raised in the

same year. Some of the highfliers include
Yahoo! which was a couple of years old
then. Now their combined valuation ex-
ceeds US$2 billion. In 1998, the valley pro-
duced 41 IPOs, and by January 1999 had
a combined market capitalisation of
US$27 billion. The investors, who had
bought the of fer price of shares, had
gained a return of 1,700 per cent. On an
average, the internal rate of return of a
venture capital firm is estimated to be

around 40 per cent.
The IPOs are pillars of strength in the

Valley. The venture capital firms and their
investors take the company public. From
the proceeds, they pocket some of the
money and reinvest the profits in the next
generation of rising stars. Start-ups also
make use of stock options to attract engi-
neers and management talent without
coughing-up much money on salaries. It is
common for employees to cash them in and
use the proceeds to start their own com-
panies or become Angels and invest in
other tech start-ups.

However, not all the growing companies
going for IPOs achieve success. One in
three venture-backed companies are a
complete flop. Hence these companies side
step the IPO process entirely and instead
sell to one of the big players. Microsoft,
for example, spent more than US$2.5 bil-
lion between 1994-1997 on 57 acquisitions
and partnerships.

Two-thirds of the companies that went
public in 1996 survived independently. The
history of the companies suggest that a
variety of factors determined their success.
They include the market niche, the man-
agement team, and the embracing of key
customers.

Competition
Silicon Valley’s environment is even ac-

customed to fierce competition that com-
panies hunt for as their own soft under-
belly. That means coming up with better
products that kill off existing ones. Some-
times they introduce a product in the morn-
ing and announce its end of life at the end
of the day. Companies in Silicon Valley are
acutely aware of their competition. Some
companies conduct formal research,
though most carry out informal research.
However, they are all aware of their com-
petitors. Looking beyond the product is
their mantra. Engineers disassemble their
competitors’ products to attack the func-
tional deficiencies and then try to build a
better mousetrap. Lawyers read their com-
petitors’ patents and sales people examine
their competitors’ websites. Knowing the
competition well provides the opportunity
for companies to go for better thinking, re-
fined financial plans and better developed
products.

FACTS AND FIGURES ON
SILICON VALLEY

Number of Research centres  — 719
and the amount spent in 1995 —
US$1.1billion (ranks first among all
other regions).

Received venture capital funds for
first three-quarters of 2000 — US$20
billion (a 25 per cent on the total of
US$80 billion US venture funds).
For the year 1999 — US$13.4 billion
out of a total of US$59.5 billion

Number of Public Offerings in 1996
— 75 (47 per cent of total 161 IPOs
in the US).

Top 150 Valley companies in first six
months of 2000 sold US$151.8 bil-
lion worth of products, (consulting,
chips, software, construction serv-
ices, etc.), and earned US$19.98 bil-
lion in net income.

Six of the Silicon Valley’s venture
capital firms tops the top 11 US ac-
tive venture capital firms in transac-
tion deals during 1999.

The Valley claims 11 per cent of all
tech jobs in the US while represent-
ing just one per cent of the popula-
tion.

20 per cent of the globe’s 100 larg-
est tech firms are housed here.

Per capita income is US$32,548 vs.
the national average of US$24,324.

Silicon Valley millionaires rose to
186,511 in 1996 from 45,000 in 1994.

Source :  Centre for Entrepreneurial Studies.
Standford University, Graduate School of Busi-
ness , 1998, PricewaterhouseCoopers, National
Venture Capital Association, SiliconValley.com.
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Employment
The economic growth from these innova-

tions resulted in a dramatic shift in employ-
ment and industry in the region. In the 1950s
total employment was approximately 100,000
primarily in agriculture. With the setting up
of Shockley’s company in 1955 in Palo Alto,
and other companies, employment grew
steadily to 275,000 by the mid-1960s; 470,000
in 1975 and 750,000 in 1984. Between 1992
and 1999, the region
added 275,000 jobs. The
Valley provides more
than 35,000 jobs a year.

People move within
and between organisa-
tions for a variety of rea-
sons, including corpo-
rate reorganisation, ex-
pansion and demise. In-
dividual workers may
also be promoted or sim-
ply job surf.

The currency in Sili-
con Valley is equity. Em-
ployees of most of the
companies are share-
holders and they have
made millions. However,
the people who benefit
the most are the CEOs
who receive millions
upon millions when com-
pared to the people who
actually create new wealth. Margaret
Whitman of Ebay (US$1 billion), Ellen
Hancock of Exodus.Com (US$515 million)
and Robert Knowling of Covad (US$310 mil-
lion) are some of Silicon Valley’s CEOs
whose pay packages have crossed the
US$100 million line (compensation includes
cash, stock and options over a period of four
years). But in a few hot companies like
Netscape Communications, Yahoo! and
CNET, there is an increasing number of
lower-level employees benefiting too. Sili-
con Valley’s working rich raised nannies’
(child’s nurse or minder) salaries up by 25
per cent in 1999, to an average of US$18 per
hour. Accomplished nannies get $80,000 a
year in salary, paid health care and pensions
plus lavish perks.

Immigrants and the Gold
Immigrants have earned a lot in Silicon

Valley. Around one-third of the technical
force (engineers) are foreign born. More
than 10,000 technically savvy Indians, Chi-
nese, Israelis and Europeans have taken
the Valley area to the forefront of global
technology. Valley companies have gained
much from the diversity of human talents.
Applied Materials Inc., a US$4 billion chip
equipment maker, has a number of top ex-
ecutives from Taiwan, Israel, Argentina

and India. This helped the company raise
its market share from six per cent in 1988
to 22 per cent in 1997.

Foreign venture capitalists also pour
funds into the Valley annually by invest-
ing hundreds of millions of dollars. Asians
and Israelis produce chip designs in com-
panies like Cirrus Logic, NexGen, Trident
and ESS. Around 1,500 Asian American-
owned tech companies in the Valley found
a melting pot of gold. The top 30 claim a
market value of US$25 billion.

Silicon Valley Indians
Kanwal Rekhi was one of the earliest suc-

cessful Indians at Silicon Valley. He devel-
oped core competence in microprocessors
while working with co-inventor, Federico
Faggin, in the US. He founded his own ven-
ture, Excelan in 1982. Since 1995, Rekhi
has invested in more than 20 start-ups and

“Immigrants have earned a lot in Silicon Valley. Around

one-third of the technical force (engineers) are foreign born.”

1

2

has endowed his Alma Mater, IIT (Indian
Institute of Technology), Mumbai, with
US$2 million to set-up an information
school. Rekhi is one of the TIE’s founders
and remains a guiding force as its Presi-
dent. TIE’s focus is on mentoring, foster-
ing and encouraging Asians on their ven-
tures.

Other ventures started by Indians are
Hotmail, Cyber Media, Atweb and Infospace.

In the 1990s, many Indi-
ans occupied senior man-
agement positions at Sun,
Microsoft, Cisco — any-
where. Indians have had
close to 50 companies
funded and they are
worth about US$5 billion
on the stock market now.
Forty per cent of the
start-ups have some In-
dian connection, either a
founder, a co-founder or
one of the principals.

Factors That
Contributed to
the Success of
Silicon Valley

Several reasons pro-
pelled Silicon Valley’s
development. Initially
the government lent its
support in research and

also procured electronics, mainly for de-
fence. Since the mid-1960s, commercial
markets for advanced electronics captured
an important place. Venture Capital was the
key to formation and financing of many of
those companies.

Valley executives attribute the success
of Silicon Valley to four factors :

Stanford University and the Univer-
sity of California

These two universities’ business schools,
medical centres, schools of engineering and
computer sciences have contributed to the
nucleus of the high-tech industry and attract
top technical talents from around the globe.

Venture Capital
The availability of venture capital financ-

ing for high-risk projects facilitated the
creation and growth of many small compa-
nies in Northern California.
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“Last year, the dot-com party
was in full swing. Initial public

offerings were raining from the
sky. Everybody seemed ready

to cash in on the madness.
Unpredictably, during the past
few months, investors soured
on Internet stocks. They have
realised that many companies

do not have customers.”

Stock options enable entrepreneurs to
start companies quickly, exploiting new
technologies and markets. Stock options
are provided to non-executives — engi-
neers and marketing professionals to
enable new companies to compete for
talent and established enterprises.

n California’s Public Colleges. Both State
colleges and junior colleges play an im-
portant role in developing the Valley’s
workforce. In many countries, it is diffi-
cult for workers to change professions.
In California, late bloomers can obtain a
college degree and change careers. Eve-
ryone (including a dull) gets a second
chance in California. This facilitates the
size, quality and mobility of Silicon Val-
ley’s high-tech workforce.

n Government and Industry Cooperation.
Local Silicon Valley governments are
more business friendly. They streamline
building permit processes and adopt
more consistent building codes. In San
Jose, the approval process for minor
building permits are provided in one day.
For major commercial developments,
the process takes up to one month. By
1997, San Jose had ten million square
feet under construction and the Valley
had created 100,000 new jobs.

Problems Galore
On the other hand, Silicon Valley has

some problems. The physical and social in-
frastructure of the Valley is near its limit.
Traffic is becoming worse. Drivers lose
more than 30,000 hours daily due to delays.
Highly paid engineers are forced to travel
due to scarcity of houses. The median price
of a single-family home in Santa Clara
County, the Valley’s main district amounts
to US$600,000. The region now has an es-
timated 20,000 homeless, roughly a third
of who have full-time jobs.

The region is a hub for both issues — a
booming high-tech economy is attracting
overseas labour, but also pushing housing
costs to dizzying heights. Immigrants pay
disproportionate amounts of their income
for housing. They are more susceptible to
discrimination.

 The ethical behaviour of some compa-
nies is another big question. Stealing oth-
er’s intellectual property, cheating employ-

ees on promised stock options, recycling
balance sheets through income state-
ments, (recording barter deals as revenue,
investing in companies that turn around
and buy advertising on their websites,
etc.), are some of them.

Last year, the dot-com party was in full
swing. Initial public offerings were raining
from the sky. Everybody seemed ready to
cash in on the madness. Unpredictably, dur-
ing the past few months, investors soured
on Internet stocks. They realised that many
companies do not have customers. Now, dot-
coms are operating in a new climate where
investors and the market are demanding a
clear plan that will result in profits.

Can Malaysia Ignite The Valley’s
Entrepreneurial Passion?

Sure, Malaysia can. Provided the govern-
ment and its people seriously put their
minds to it and take the initiative in this re-
gard. The Government, so far, has taken nu-
merous steps for industrial development. It
has wooed Japanese and western electron-
ics manufacturers to turn Malaysia into one
of the world’s largest producers of disk
drives and other electronic components.
Corporations such as Sony and Intel have
engineered economic growth to an average
of eight per cent for the past decade. Fur-
thermore, the government also built the
Multimedia Super Corridor (MSC) to bring
in and develop technology. This is not
merely enough in an age where brilliant
ideas are creating abundant wealth.

Merit ideas are not forthcoming. Encour-
aging results on new technology is dismal
from research laboratories and universi-
ties. Inventions, innovations, mental prow-

3
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The Concentration of High-tech
Companies

The self-sustaining culture of innovation
is the result of the concentration of 7,000
high-tech companies in the Valley. Young
and old, work for unknown companies and
change jobs frequently. Engineers and ex-
ecutives shift jobs to small and high-risk
enterprises hoping that the opportunities
will come even if the current company fails.

The Weather
It is strongly believed that the weather

is a major reason that keeps businesses in
Silicon Valley. The area has an idyllic cli-
mate for outdoor enthusiasts. Hiking, cy-
cling, sailing, tennis and golf are available
throughout the year. These make the em-
ployees addicted to an outdoor lifestyle,
live in the valley itself.

Other Factors
Apart from the above, the following also

contribute to the success of the Valley’s de-
velopment.

n Diverse Workforce. The Valley has the most
diverse and best-educated workforce in the
US. Hispanic, Asian  and many cultures
blend, and have led to the innovative and
hard-working, unique American workforce.

n Labour Laws. Here entrepreneurs can
start new companies and also dismantle
them. Labour laws allow flexibility. This
allows entrepreneurs to create new,
high-tech industries and for employees
to get high-tech jobs.

n Double-Income Families. Two incomes in
the Valley often provide financial secu-
rity and enable the spouse to leave a se-
cure job and join a start-up. Entrepre-
neurs who have stable incomes are more
willing to take career risks.

n California’s Culture. Californians value
intuition and interpersonal openess re-
quired to innovate. California’s engi-
neers and financiers communicate with
each other with a touch of feeling and
emotion. Further, the Valley’s culture of
truth-telling and personal accountability
creates an environment where compa-
nies build prototypes. A positive attitude,
unerring belief and an entrepreneur’s vi-
sion all add to their successes.

n Employee Ownership and Stock Options.
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Angels :  Angels are private informal venture
capitalists who invest small amounts in early
stage start-ups. They mentor a company and
provide required capital and expertise 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.
com :  Abbreviation for commercial on the
Internet. It identifies an Internet address of a
business.
Computer-Assisted Design (CAD) :  Refers
to any computer-enabled method of design;
also called computer-aided design.
Incubation :  A process in setting up facilities
to house and develop multiple companies from
scratch. Incubators provide the hands-on serv-
ices required to start, grow and then release
small companies. They often provide finding
office space, computers, and administrative
staff and service; recommend law and account-
ing firms; and help recruit employees. Thus the
incubator makes life easier for entrepreneurs.
Intel :  The world’s largest manufacturer of
microprocessors for personal computers.
Internet :  The global computer network. Also
called Web. It enables users to send, receive
and request information. There are three lev-
els of participation in the Web. The first is
sending and receiving e-mail. The second is
visiting or viewing other peoples’ and compa-
nies’ websites. The third is to have your own
personal or company website with information
about you or your product.
IPO :  Initial public offering or “going pub-
lic”. A company’s stock is sold to the public
for the first time.
Internal Rate of Return (IRR) :  The rate of
return generated by an investment project. It

is calculated by finding the rate of discount
that equates the present value of future cash
flows to the cash outlay of the Project.

Mantra :  A word or phrase used repeatedly.
Originally a mantra referred to words repeated
as part of a Hindu meditation.

Microprocessors :  Complex electronic cir-
cuits that comprise a computer’s central infor-
mation processing unit.

Microsoft :  The world’s leading developer of
software for personal computers.

Silicon :  It is a sand-like element found ex-
tensively in the earth’s crust.

Semiconductor :  Usually made from silicon
or germanium, semiconductors have the
unique property of conducting electricity
sometimes, but not always. Using ultraviolet
light, semi-conductor manufacturers print mi-
croscopic diagrams and pictures of circuits on
thin slices of semiconductor. Synonym :  Chip.
(Memory chips are semiconductors that re-
member data, instructions, pictures, and
sound. Microprocessors are semiconductors
that do things. Most consumer products with
semiconductors have both memory chips and
microprocessors).

Software :  The programs that are run on a
computer system.

The Valley :  Short for Silicon Valley.

Venture capital :  Money provided by pro-
fessionals who invest alongside management
in young, rapidly growing companies that have
the potential to develop into significant eco-
nomic contributors. It refers to funds invested
in securities directly from new, unseasoned or
troubled enterprises in a private placement
where there is a risk of total loss and opportu-
nity for very high returns.

GLOSSARY

ess and the willingness to take risks are
lacking. There is strong motivation re-
quired on the part of graduates and even
among university academic staff (Gurus &
Maha-Gurus) to be more involved in these
activities. Most importantly, the govern-
ment should encourage the universities to
have university technology parks based on
the model of Stanford, MIT and others. The
existing universities with such related
parks require greater attention. The uni-
versities need to play a significant role in
bringing and promoting academic, indus-
trial partnership. Additionally they should
attract excellent technical talents from
abroad to be involved in high-tech re-
search.

There are some more barriers and dis-
incentives that exist in the country and re-
medial measures need to be taken urgently.
Government regulations should be relaxed
for younger companies from issuing stock

for want of proven profit. It is also equally
important that universities, government
agencies and venture capitalists come for-
ward to set-up ‘Incubation’ facilities. Other
significant measures for encouraging ven-
ture capitalists include pioneer status in-
centives, reinvestment allowances and in-
vestment tax allowances. Malaysian busi-
nesses can learn from Silicon Valley. Risk-
taking, venture-funding and creating an en-
vironment for incubation of ideas, research
and development, speed, and super com-
petitiveness are some of the mantras they
need to learn and practice. Malaysian busi-
nesses should further analyse how new
technologies in the Valley can still be rap-
idly spun of f into separate companies, en-
gineers still be motivated by stock options,
venture capitalists still trawl for ideas and
new technologies still be launched in a frac-
tion of the time it used to take in spite of
heavy fluctuations in the stock market.
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          The virtue
of Loyalty By V. Kanapathy

B U S I N E S S / A C C O U N T I N G

Understanding Loyalty
What do we understand by the term “loy-

alty”? What’s become of loyalty which is
supposed to be linked in our mind with
honour, human dignity, faithfulness and
devotion to duty? What has happened to
this timeless wisdom that had traditionally
held companies together? Is it dead?

Some say yes, others say no. The latter
group predicts, though this prediction was
made in a somewhat dif ferent context,
that : “Out of the ruins of the Old World,
cornerstones of the New can be seen to
emerge.” They say the pendulum of social
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“Loyalty is the noblest word in
the catalogue of social virtue.”

John Ruskin
The Seven Lamps of Architecture

counter movements is swinging, and that
it will swing still faster. Having a better un-
derstanding of human nature, they also
offer an optimistic vision for the revival of
traditional human values, which, hopefully,
will reinvigorate the corporate spirit and
bring the soul back into our professional
lives.

The above group says that even manage-
ment thinkers now seem to be re-discov-
ering the virtues of loyalty. Experiences
both from Hewlett-Packard (HP) and
Trans World Airlines (TWA) — discussed
below — with their underlying radical phi-

losophies, especially the so-called “The HP
Way”, may have influenced the manage-
ment thinkers to say that the desire to be
loyal is just as strong as ever. They, how-
ever, caution trust needs to be earned as
manifested by HP management and TWA
workers, and that loyalty should never be
given blindly.

On the other hand, the ‘practical’ Ameri-
cans, especially the generation X-ers, the
children of the times, consider all these
talks of employee loyalty, corporate loy-
alty, etc., as irrelevant and don’t make
much sense. They say, in this era of un-
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precedented technological change and
economic prosperity traditional mores,
old conventions and standards, prejudices
and taboos are exploded or cast aside one
by one. Employees, according to them,
ought to find a better focus than compa-
nies for their feelings of loyalty. This ex-
plains for the fact that the average length
of job tenure is three years in the US com-
pared with eight
years in Japan
and Germany.
As futurist, Jay
Oji lvy,  com-
mented :
“ P o s t m o d e r n
man and woman
are all dressed
up with ever y-
where to go.
They have cos-
tumes for every
occasion, but no
truly compelling
reason to prefer
one occasion to
another, one ca-
reer over an-
other, one life
over another.”

The 21st Cen-
tury corporation
is becoming a
fluid entity. With
increasing merg-
ers and acquisi-
tions taking place to meet the challenges
of global competition, and with inevitable
downsizing, loyalty becomes one of the
first casualties in the process. The first to
jump ship are those with skills, leaving
behind others who spend their time look-
ing for jobs, playing corporate politics, or
simply nursing their wounds rather than
offering a fair contribution to their em-
ployers.

Of course, analysts and others with
vested interests, will praise the action taken
by the company as share prices move up
as a result of the ‘cost-cutting’, giving at
the same time an opportunity for CEOs to
hike their perks, but, needless to say, such
developments help to engender a degen-
eration of employees’ feelings of attach-
ment to the employer. Incidentally, re-

search findings have also indicated that
similar attitudes are prevalent among
young people in their personal relation-
ships outside their work.

Typical of the corporate mood of the
times, the word “loyalty” is even discarded
by industrial psychologists who, when dis-
cussing issues such as motivating employ-
ees will use words like detachment, aliena-

tion and disassociation, whereas an old-
fashioned manager might simply have
said that these people lack loyalty. Inter-
estingly enough, even standard textbooks
on re-engineering seldom mention the
term “loyalty”. Tom Peters, the noted and
much respected management guru, once
opined : “Forget loyalty. Or, at least, loy-
alty to one’s corporation.” Others have
gone on to suggest, “it’s a hugely over-
rated concept. It’s (only) for loved ones
and dogs, but not for commercial trans-
actions.”

Despite the inevitable contradictions and
confusions of present-day value systems,
the general consensus is that loyalty has
traditionally held a country and, in some
cases, companies together. It will always
be considered crucial in the conduct of an

orderly, civilised society. Human beings
have an interest to be loyal because it al-
lows people to work together and prosper.
As Daniel Bell author of the 1960 book, End
of Ideology, said, “people have irrepressible
need for attachments, and hence loyalties”.
But, as most people would agree, unques-
tioning loyalty and blind faith to the com-
pany is ill-advised.

Many man-
agement think-
ers, as men-
tioned earlier,
are re-discover-
ing the vir tues
of loyalty. Cur-
rently, the ques-
tion often posed
is to whom
should the peo-
ple be loyal, and
for how long.
Hitler was a
leader who once
excited passion-
ate feelings of
loyalty. How-
ever, we can
now feel morally
repulsed, with
the benefit of
hindsight, as a
result of the fatal
flaws in his mo-
tives, actions
and the many

abuses of his people’s trust and loyalty.
Similarly, it will be difficult to motivate

the new breed of workers to identify with
corporate goals if there is no feeling of at-
tachment to the employer. This is inevita-
ble if those leaders in government and
business never think about their relation
to the values by which we all live, and who
have now been exposed as betrayers of
trust.

The primary definition of “loyal” in the
Oxford Concise Dictionary is “true, faith-
ful to duty, love, obligation .…” Webster’s
New Collegiate Dictionary’s definition of
loyalty is “unswerving in allegiance”.

Malaysia’s Example
In this respect, Malaysia provides an in-

teresting example because this system, i.e.

“The 21st Century corporation is becoming a fluid entity. With

increasing mergers and acquisitions taking place to meet the challenges

of global competition, and with inevitable downsizing, loyalty

becomes one of the first casualties in the process.”
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allegiance and obligation, is the dominant
form of social organisation in our country.
It owes its very existence to feudal loyalty.
The rulers pledging their fealty to the king,
the lower chieftains to the rulers and so
down the line to the level of the ordinary
citizen all based on the theory that loyalty
is a reciprocal af fair.

So far this system has not proved a bad
bargain for our country and its people.
However, one should be ever vigilant and
never be too complacent since, as a result
of treacherous abuse, by chieftains, of their
country’s feudal system, during the 18th

and 19th Century, the Scottish highlands
were cleared of its people and replaced by
sheep — for a relatively short-lived profit
— due to an ill-
conceived strat-
egy.

A somewhat
similar pledge of
allegiance to
ideas, causes and
principles can
also be found in
some present-day companies, including
some Western companies, especially those
having links with the Great Depression.
Having an understanding of human nature
and mankind’s tribulations, these compa-
nies have helped to minimise the dilution
of the glue that has traditionally held or-
ganisations together, without which the
corporate spirit cannot be invigorated. This
glue is otherwise known as loyalty.

TWA Sense of Camaraderie
When the 75-year old TWA ran into trou-

ble — a company with a storied past linked
to the likes of aviation pioneer Charles
Lindbergh, billionaire Howard Hughes and
corporate raider Carl Icahn — many em-
ployees endured pay and benefit cuts
merely for the love of the brand and loy-
alty to the organisation and what the peo-
ple in the organisation were trying to ac-
complish. As the TWA pubic relations of fi-
cial said, “it’s a real sense of camaraderie
among a certain group of individuals
there.”

“The company is the people, it really is,”
said Adele Crown, a TWA gate agent in
St. Louis who worked for the past 35
years. “We’ve been working hard trying

to make the company work. You’re kind
of family.”

Loyalty runs so deep that two of the
company’s top executives, Gerald Gitner

and Donald Casey
who began their
careers at TWA in
the late 1960s,
left to other air-
lines and later re-
turned. Despite
the uncer tainty
concerning the

current buyout arrangements by Ameri-
can Airlines, employees remain optimis-
tic about the future. Still some are wist-
ful. “You hate to lose the company’s name
— there is so much history,” one said (re-
ported in The Australian, 11 Januar y
2001).

The HP Way
The following story is about one of Sili-

con Valley’s founding fathers and his radi-
cal corporate philosophy. The late William
Hewlett of Hewlett-
Packard once said: “We
didn’t want to have a hire-
and-fire company. Both
Dave (David Packard)
and I were products of
the Great Depression. We
observed its effects on all
sides, and of course it had
a strong effect on us.”

Those circumstances
made Hewlett and
Packard rewrite the rulebook concerning
employee relations. They introduced ‘man-
agement by walkabout’, wrote a corporate
philosophy based on openness and respect
for the individual, and in 1967 introduced

what was then the radical idea – and, in
some places, is still — of flexible working
hours.

Concerning production bonus payments
Hewlett said, “... the same percentage was
paid to a janitor as to a top man.” The open-
ness and respect for the individual won
abiding loyalty for them and their company
from the workforce.

Stemming from this inherent overriding
trust in their employees which was gener-
ally repaid, the company’s philosophy
came to be known as the “The HP Way” in
all leading business schools in the US (re-
ported in The Times, London, 16 January
2001).

How to Maximise the
Loyalty Effect

Traditional concepts of loyalty, as exem-
plified above, may not survive in the post-
modernist world. To many observers this
generation is self-focused, being guided by
a whole set of new and different values and
priorities. The life expectancy of many
companies is shrinking, pressure for
downsizing is increasing and shareholders
insist on maximising the return on their
investments, regardless of the outcome of
such selfish demands, resulting in manage-
ment taking a short-term strategic view by
way of self-survival. Loyalty, like business,
is also changing.

It may be a dif ficult task to elicit dedi-
cated commitment and effort from peo-
ple when their future is insecure, but the
fact is that many of these very same peo-
ple basically want to think well of the com-

pany they work for. They
will recognise the need
for retrenchment, tech-
nological change and
bigger individual work-
loads as long as it is hon-
estly explained to them.
They expect to be
treated with respect as in
the case of HP and TWA.
What they also do not
like is ‘doublespeak’ and

‘cosmetic language’ of modern-day corpo-
rate ‘spin doctors’. The corporate world
needs more people like the Silicon Valley
founding father and the many TWA work-
ers highlighted above.

“Companies have come to

realise how valuable and how

hard it is to restore corporate

loyalty, having carelessly lost

it by the single-minded

pursuit of profit and total

indifference to employee

relations.”
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“… Japan where the workers’ involvement and commitment to their firms

is legendary. And, the communication machinery keeps in touch with all

levels of the organisation all the time. ”
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Companies have come to realise how
valuable and how hard it is to restore cor-
porate loyalty, having carelessly lost it by
the single-minded pursuit of profit and to-
tal indifference to employee relations.

To maximise the loyalty ef fect,
Frederick Reichheld, a consultant with
Bain and Company, New York in his book
entitled The Loyalty Ef fect (Harvard Busi-
ness School Press) made a wide-ranging
case for loyalty. He quoted actual in-
stances in companies such as Chick-fil-A,
an Atlanta-based fast-food chain, Leo
Burnett, an advertising agency and State
Farm, an insurance company to empha-
sise corporate loyalty. The points he high-
lighted were :

n A company should not lose the good-
will and loyalty of its workforce. It
should be constantly reminded that be-
hind any profitable firm lies a loyal team
of employees — managers and workers
alike.

n Employee loyalty makes
for both customer and
shareholder loyalty. Loyal
employees build long-
term relationships with
their customers. They, in
turn, enable businesses to
retain their people. Reten-
tion of key employees may
also require paying them
above the market average
by way of recognition for
effort and as a ‘reward’ for
their loyalty.

n Loyal investors ought to
take a long-term view of
their stock than is cur-
rently in practice. Nike is
an example of a company
which actively encourage their investors
to take a long-term view of the compa-
ny’s profit and capital growth potential.
They do this through open communica-
tion and a willingness to divulge many
aspects of their strategic business plan-
ning.

How does one pull off this virtuous cir-
cle? Reichheld says and many agree that :

n A company must and should show that
it deserves the goodwill and loyalty of

its workforce by generating a sense of
belonging and participation without all
the ‘buzzwords’ and ‘hype’ from the com-
panies professional PR machine.

n Pay the workers well and make them
feel that they are with the company un-
til they retire. This will save time, mini-
mise employee turnover and frequent
investment in the training of new work-
ers.

n Choose customers, employees and
shareholders carefully, and then work
hard to keep them. Holding on to exist-
ing customers means lower advertising
costs. Loyal customers could also act as
a company’s advertisers.

n Eschew very rapid growth.

Paternalism and Trust
In a discussion pertaining to corporate

loyalty, one cannot avoid making reference

other reason is to make participation more
than a buzzword.”

Re-examine Loyalty a Wise Move
Management needs to integrate the

timeless wisdom of loyalty into the great-
est asset of any business — the spirit of
its people. Loyalty is the lifeblood of team-
work. It embraces adherence to duty. It is
needed to drive the full potential of an or-
ganisation, and help loyal employees
achieve the highest level of excellence in
one’s company and one’s career.

 One would, therefore, be wise to re-ex-
amine the definition of loyalty and work to
understand what loyalty really means to the
well-informed and the well-educated peo-
ple of today. There is room for optimism
because, as indicated in the opening para-
graph, circumstances are changing the zeit-
geist — the spirit of the age. It is, after all,
not all doom and gloom.

to Japan where the workers’ involvement
and commitment to their firms is legen-
dary. And the communication machinery
keeps in touch with all levels of the organi-
sation all the time. No one is kept ‘in the
dark’ as in the case of most companies in
other parts of the world.

In a 1989 article in the Harvard Business
Review, Gary Hamel and C. K. Prehalad
noted, “honesty and humility on the part
of the top management (in Japan) may be
the first prerequisite of revitalisation. An-
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SLOWing BUT
DEFINITELY NOT OUT

N on-of ficial forecasts for the
countr y’s Gross Domestic
Product (GDP) this year are

mostly in the 4.6 per cent to 6.5 per cent range
— lower than the government’s forecast of
seven per cent. Although for now there is no
risk of recession setting in, analysts say the
V-shaped economic recovery displayed in
2000 looks set to flatten this year.

However, the lag factor means that the
oil price hike and slowdown in the US have
yet to dent local economic activity. As such,
the current growth momentum is largely
still intact.

Datuk Mustapa Mohamed, the finance
ministry adviser said recently, “Looking at
indicators, our growth momentum will con-
tinue but it would not be at the same pace
as last year. This is a very opportune time
to review 2000 and prospects for 2001.”

While the US manufacturing sector,
which accounts for 13 per cent of its GDP
has been hit by slowing demand, the serv-
ices sector (70 per cent of GDP) has not
shown any kinds of stress, based on the
sector’s job creation numbers.

Since the international economic environ-
ment signals are quite contradictory, a care-
ful monitoring of the situation is needed. On
its part, the government has already em-
barked on a study to look at the impact on the
Malaysian economy from a larger-than-ex-
pected slowdown in the US economy and sug-
gest ways to mitigate such an eventuality.

At least until the completion of the study,
the government for the time being is stick-
ing to its seven per cent growth forecast. Ma-
laysia posted an average GDP growth of 9.3
per cent in the first nine months of last year.
In tandem with other forecasts, it is optimis-
tic that the annual growth rate in 2000 may
exceed the 7.5 per cent projected earlier.

By Tareq Ismaun

34

At the same time, the lacklustre stock mar-
ket needs a major lifeline as Malaysia will ac-
count for a mere 4-5 per cent of the new free-
float based Morgan Stanley Capital Interna-
tional (MSCI) Index. Although Malaysia is
slowing, analysts say it is definitely not out.

Admittedly there is a rather negative per-
ception on Malaysia pertaining to what is
seen as a policy problem by foreign inves-
tors. Referring to among others, capital con-
trol, they are worried that policies might
change again and so forth. Ironically ana-
lysts say that is also one of the reasons why
the government should stay firm on meas-
ures such as the currency peg. In other
words in order to convince foreign inves-
tors that we are not changing policies fre-
quently. Otherwise it would be more disas-
trous and either way for the government, it
gets hit.

Nonetheless, Morgan Stanley Dean
Witter’s new regional chief, Micheal Dee
reportedly said in mid-February that inter-
national investors should look at what
Prime Minister Datuk Seri Dr. Mahathir
Mohamad has done for the country instead
of being overly-cautious about his usually
frank and at times, provocative statements.
Seeing Malaysia as one of the most misun-
derstood countries by international inves-
tors, Dee admitted that capital control in-
troduced by Mahathir during the economic
crisis in 1998 has benefited the country.

At present virtually all calls by foreign
research houses have downgraded Malay-
sia. Often poor corporate restructuring and
corporate governance again are cited as jus-
tifications to back up their calls. But it must
not be forgotten that foreigners do keep on
changing their values. For instance an ana-
lyst points out that UEM was recommended
by them when Malaysia came out of the

recent recession. He adds that when it suits
them, for instance if the market picks up
again, these foreign houses will recommend
stocks they currently dislike.

Indeed some of the foreign research
houses have warned that a blanket disap-
proval of Malaysia can be counter-productive.

In a recent report, ING Barings said to
continue shunning Malaysia and a number
of other countries in the region could risk
missing out on potential upside opportunity.
It added that key growth stocks could still
be found in all these markets, although all
investors will need to keep a close eye on
political developments. ING Barings notes,
“What the ASEAN-4 (Thailand, Indonesia,
Malaysia and the Philippines) markets re-
quire is a catalyst to spur renewed spend-
ing and investment. Irrespective of the ex-
ternal demand outlook, this catalyst must
surely be an improvement in the political
situation in each of these markets. We there-
fore conclude that it is politics, and senti-
ment resulting from political developments,
that will drive the ASEAN-4 markets.”

Analysts have also not ruled out alto-
gether Malaysia’s predilection to come up
with some surprises during the year. This
could come in the form of better-than-ex-
pected corporate earnings, which however
are likely to take place in the second half.
In the first half, analysts say the stock mar-
ket would be driven by news events. As
such the market is seen to be range-bound,
possibly in the 700-800 trading range.

Economically there is not really a prob-
lem. It is not so much economic numbers,
says a local economist.

However there are immediate concerns
on private consumption. While the public
sector pump-priming efforts will continue
unabated this year, the mantle of the growth
driver is carried by private consumption.
However, as a source of autonomous
growth, private domestic consumption is in
dire need of a potent stimulus. At least the
spectre of a debilitating energy crisis is sub-
siding, and it is replaced with the hopes that
asset prices will stage a mini-recovery.

The Malaysian economy is set to flatten this year, as the global market
becomes more challenging. However, it must be agreed that steps taken
by the government so far have managed to minimise the impact.

E C O N O M I C S
P U L S E  O F  T H E  E C O N O M I E S
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Indeed economists are generally comfort-
able with Bank Negara Malaysia (BNM)’s
management of the economy. Morgan
Stanley Dean Witter’s Micheal Dee praised
BNM when he reportedly said, “The public
do not really appreciate the level of profes-
sionalism at Bank Negara. Malaysia’s tech-
nocrats are among the best in Asia and this
is reflected wholly by the central bank’s
governor, (Datuk) Dr. Zeti Akhtar Aziz.”
Likewise he praised the professionalism of
the National Economic Action Council
(NEAC) staffers. The NEAC was set up to
bring Malaysia’s economy out of the crisis.

At the macroeconomic level, there
should be some encouraging points.

Loans growth should be better this year.
In terms of interest rates, an analyst says
there is still a lot of liquidity out there. BNM
has absorbed up to RM48 billion — money
placed by the financial institutions with BNM.
If there is a contraction in liquidity, it can re-
lease some of the excess liquidity progres-
sively. So the market can still be very liquid.

Factors like the partial removal of the
exit tax on foreign portfolio investment are
positive for the market in the longer term.

A lot of people believe that the stock
market, currently unexciting and listless,
will be better in the second half. Some dare
to suggest that there may even be surprises
in the stock market in the first half itself.

Analysts also argue that the US interest
rate cuts, which have already triggered rate
cuts elsewhere, could result in a build-up
of global equity which should help the re-
gion’s stock markets’ performance. While
Malaysia may not be the first to benefit,
some of that liquidity may trickle in.

Forecasts for the US economy range
from a slight negative to slight positive.

According to an analyst, even if the US goes
into recession, the impact will be very quick.
So if the US economy rebounds, the adverse
impact will not be that much for Malaysia.

He also adds that the impact on other coun-
tries, especially trading partners, need to be
looked at. He says, “If Singapore does not go
down, we don’t have to worry so much.”

If regional trade can offset decline in in-
ternational trade, there will not be a severe
reduction in trade activities. An economist
says exports to Asia, an important market
for Malaysian exports (59 per cent of total
exports) should hold up quite well. He
adds that many Asian economies are still
boosting demand. But others believe that
demand from Asia, too, will be slow.

As such, whilst much is said of how in-

tra-Asian dynamism will cushion the im-
pact of a US slowdown, in the absence of
hard corroborative numbers, the conten-
tion is still mainly conjectural in nature.

US-based investment bank Salomon
Smith Barney has cut its 2001 growth fore-
cast for Malaysia’s gross domestic product
to 4.7 per cent from six per cent due to
weaker imports by the US which could hit
major Asian exporters.

As the US economy softens, its import
growth is expected to slow to 2.9 per cent
this year from 9.4 per cent previously. This
could ef fectively translate into a fall of
US$78 billion in revenue for Asian export-
ers, including Malaysia.

ING Barings said that lower GDP growth
expectation is a regional phenomenon. Any
slowdown in electronics exports would
also have an impact, as Malaysia’s fast re-
covery has thus far been export-led. As the
electronics sector is due to exhibit cycli-
cal fatigue, the external sector faces its
most challenging year since 1997. However
there are positive features. Substantial cur-
rent account surpluses are offsetting capi-
tal outflows, regional external liquidity is
reasonably robust and most of the region’s
banks have sufficient liquidity to lend.

Malaysia is highly dependent on export to
the US as we send one-fifths of our exports
to the US. According to Merrill Lynch, at 23.4
per cent, Malaysia’s exports to the US as a
share of GDP are among the highest in Asia.
With the semiconductor cycle on the decline,
it notes that the global tailwinds that lifted
the Malaysian economy in the last two years
are now in danger of coming to an end.

According to SG Research, Malaysia’s
GDP is one of the region’s most sensitive
to changes in the US IT spending, which is
expected to fall in the first half. Electrical
and electronic items account for over 60 per
cent of Malaysia’s exports, and semiconduc-
tors, about 20 per cent. In a 3 January re-
port, it points out that US production of com-
puters, peripherals, electronic components
and communication equipment were grow-
ing at an unsustainable pace last year, ris-

ing 70 per cent in the first half of 2000 alone,
compared to 35 to 40 per cent between 1997
and 1999. By the fourth quarter, the figure
has dropped to 40 per cent. The dotcom
bust has also taken its toll on IT spending.

The declining exports and currency de-
preciation of neighbouring countries
would also reverse the consensus that the
Ringgit is strong. Ringgit will remain
pegged at RM3.80 to the US Dollar with
no immediate pressure for regulators to re-
peg in the next six months as Malaysia still
shows healthy signs of economic growth.

According to Malaysian Institute of Eco-
nomic Research (MIER), lower consumer
confidence, uncertainty in the stock mar-
ket and softer car sales are expected to lead
to a weaker consumer spending. However
it will be mitigated by low interest rates and
loose/easy credit availability.

Growth in private investment is forecasted
to moderate in 2001 to 14.6 per cent, from
24.1 per cent in 2000. Public consumption
and investment are estimated to grow at 10.2
per cent and 12.4 per cent respectively.

Real export growth is expected to be
lower at 8.7 per cent this year compared
to 15.3 per cent previously. So far the pub-
lic sector has not had any major financing
problems because there was ample liquid-
ity in the system while private sector de-
mand for funds has not picked up.

 In tandem with the slower economic pace,
inflation is forecasted to be low at 2.8 per cent,
slightly up from 1.6 per cent in 2000. Accord-
ing to an economist, in the absence of strong
domestic credit creation, the external sec-
tor will still be the main source of liquidity
for the system. As in the last quarter, the cost
of money will still remain depressed on ac-
count of ample liquidity, low inflation and a
general downtrend in global interest rates.

With service deficit at RM28.6 billion,
current account surplus is projected to
decrease to RM15.9 billion (4.8 per cent of
GNP) in 2001, from RM30.6 billion (or 10
per cent of GNP in 2000)

Says an economist, “The trade and cur-
rent account surplus will remain sizeable
as imports are restrained. While the slid-
ing Yen will help reduce the import bill,
intermediate imports will decline in tan-
dem with slowing export growth.”

The good news is demand for semicon-
ductors and other electronic components
should return, possibly in the second half
as the semiconductor cycle is expected to
bottom by mid-2001.

FORECAST GDP GROWTH
2000-2001 (% YoY)

              00E 01F

ING Barings 8.6 6.5

MIER 8.4 5.0

Mayban Securities 8.3 6.0

Salomon Smith Barney 8.4 4.7
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Introduction
The mid-97 economic crisis has clearly

taken its toll on the Malaysian economy,
following which the Malaysian government
has taken remedial action and measures
to overcome its worst ever recession
through the implementation of capital con-
trols, the setting up of Danaharta, the
merging of banks, etc.

Recent official data shows an uptrend in
the Malaysian economy but it is also impor-
tant to know from Malaysian individuals
themselves to find out if they hold the same
view and what they think is the course of
direction of our economy in the near future.

In light of the above, the Malaysian In-
stitute of Economic Research conducted an
electronic and mail-out questionnaire sur-
vey in early October 2000, with a sample
size of approximately 800 individuals from
varied backgrounds in terms of age, edu-
cation and occupation. However, only 217
or 27 per cent of the individuals responded
and the results are tabulated and summa-
rised below. Questions asked were quali-
tative in nature only, and as such, no rea-
sons are given for answers by respondents,
although a few of them did offer some.

Findings of Survey
The profiles of the respondents by age,

education and occupation areas follows. In
terms of age, most of the respondents fall
between the ages of 26-55, followed by
those in the 16-25 age group. The smaller
groups of respondents are aged between
56-65 and above 65. All of the respondents
have formal education and almost all of
them have pursued tertiary education with
a mere one per cent disclosing having
reached or have reached secondary edu-

cation level only.
Of the 217 respondents to the survey, 70

per cent are from the corporate sector, eight
per cent from the public sector, five per cent
are self-employed while the remaining 13
per cent stated their occupation as “others.”

To the first question on whether the cri-
sis is fully behind us or not, an overwhelm-
ing 79 per cent do not think so. Inflationary
expectations remain a cause for concern for
respondents as a whole. A whopping 78 per
cent perceive higher inflation in the near-
term future. As the survey was conducted
in early October, it is likely that respond-
ents may have also factored into their con-
sideration the recent rise in petrol prices,
which took effect 1 October 2000.

The issue of capital controls is nothing
new but one cannot deny the mammoth role
it plays in the Malaysian economy. So are
they necessary for the country? Yes, so says
the majority or 61 per cent of the respond-
ents surveyed. Notwithstanding this, how-
ever, 76 per cent also think that these con-
trols will have an adverse impact on the fu-
ture of long-term capital inflows (FDIs) as
well. In the same vein, respondents were
asked if there should be selective controls
on short-term capital movements, and an
astounding 85 per cent voted for it. On
whether it should be at the point of entry or
at the point of exit, 61 per cent picked the
latter while 39 per cent the former.

 As regards the ringgit, respondents are
clearly more in favour of a revaluation of
the ringgit with 63 per cent replying posi-
tively, while 37 per cent opted for a removal
of the peg. The right time to do it would be
between now and one year from now, as
advised by 37 per cent and 38 per cent of
the respondents, respectively, whereas 16

per cent think that two years later is best
and eight per cent prefer an even later date
than that.

Judging from the results of the survey,
the issues of corporate governance and
transparency still leave much to be desired
as a majority of the respondents felt that
neither corporate governance nor the level
of transparency has improved in the after-
math of the crisis. Only 39 per cent and 26
per cent of the respondents, respectively,
think that they have.

Respondents are, however, more upbeat
about interest rates and the employment
outlook. While 66 per cent of the respond-
ents believe that interest rates should re-
main low in the near to medium term (1-2
years), 60 per cent also believe that the job
market will continue to improve in the com-
ing months.

Insofar as globalisation is concerned, re-
spondents generally appear sceptical and
somewhat cautious. A clear majority of 82
per cent do not think Malaysia is ready for
globalisation. On whether current political
trends augur well for the economy, only 23
per cent of the respondents replied affirma-
tively.

Some respondents also gave their views/
comments on this and interestingly, their
views are coherent with each other. All of
them feel that political uncertainty can and
would slow down the FDI momentum to
Malaysia.

We wrapped up the survey with a ques-
tion on the direction of the economy in the
near term. A total of 60 per cent of the re-
spondents expressed confidence that the
economy will pick up in the next two years.
The growing job confidence against a back-
drop of low inflation and interest rates may
well be fuelling this sentiment.

By Elayne Yee Siew Lin

A SURVEY ON
POST-CRISIS SENTIMENTS
IN MALAYSIA

E C O N O M I C S
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MAIN ECONOMIC INDICATORS

1Q98 2Q98 3Q98 4Q98 1Q99 2Q99 3Q99 4Q99 1Q00 2Q00 3Q00

Real GPD Growth (%) –1.6 –5.9 –10.1 –11.2 –1.4 5.0 8.6 11.0 11.9 8.5 7.7

Agriculture –1.8 –5.8 –0.4 –5.1 –4.1 9.4 2.9 4.5 2.6 –3.6 –1.8
Mining 0.9 0.7 1.8 0.1 –2.9 –4.6 –0.1 –4.8 0.8 2.5 –3.3
Manufacturing –5.0 –9.6 –18.6 –19.3 –0.2 10.7 19.8 24.2 27.3 20.9 20.3
Construction –14.5 –19.8 –28.0 –29.0 –16.6 –7.9 0.9 2.7 1.2 1.5 0.5
Services 4.7 0.0 –3.1 –3.9 –0.1 1.5 4.2 6.6 6.3 5.2 4.1

Nov 99 Dec 99 Jan 00 Feb 00 Mar 00 Apr 00 May 00 Jun 00 Jul 00 Aug 00 Sep 00 Oct 00 Nov 00

Trade Balance (RM bil.)

Exports (f.o.b.) 27.9 33.9 25.5 27.2 31.9 29.0 30.7 31.8 32.8 34.0 34.9 33.0
(y-o-y, %) 13.4 30.9 17.0 24.0 24.6 11.8 19.8 20.9 15.8 25.0 23.8 15.5
Imports (c.i.f.) 22.4 25.2 21.0 22.5 25.0 25.5 26.1 26.9 28.8 29.2 28.8 27.4
(y-o-y, %) 23.4 31.7 20.0 32.4 30.2 29.4 36.8 28.7 28.4 43.1 30.5 19.6
Trade Balance 5.5 8.5 4.5 4.7 6.9 3.4 4.5 4.9 4.0 4.7 6.1 5.6
Industrial Production (year-on-year growth, %)

Overall 23.1 16.2 25.5 23.5 21.7 17.9 21.2 21.3 20.6 18.7 15.6 20.6
Mining –1.9 6.7 –3.7 –1.3 0.2 3.0 1.4 3.5 8.0 –3.2 8.7 –3.5
Manufacturing 32.6 23.6 36.6 31.1 29.2 22.7 27.4 27.1 25.5 25.1 21.0 26.5
Electricity 4.3 8.5 9.0 10.2 5.1 4.0 4.8 5.6 –0.6 6.9 12.0 10.7
Consumer Price Index (year-on-year growth, %)

Overall 1.6 2.5 1.6 1.5 1.5 1.5 1.3 1.3 1.4 1.5 1.5 1.9
Food 2.8 5.1 2.9 2.2 2.5 2.0 1.9 1.8 1.8 2.1 2.1 2.1
Transport & commercial 0.9 1.0 1.2 1.1 1.0 1.8 0.9 1.0 1.1 1.9 1.8 4.3
Gross rent, fuel & power 0.9 0.9 0.9 1.2 1.2 1.3 1.5 1.5 1.4 1.5 1.5 1.8
Producer Price Index (year-on-year growth, %)

Domestic –0.2 1.9 1.5 3.9 6.3 4.7 5.0 7.3 5.9 3.8 2.6 n.a.
Local –0.2 2.3 1.7 4.6 7.5 5.5 5.8 8.9 7.2 4.4 2.8 n.a.
Import 0.0 0.3 0.8 0.9 1.5 1.2 1.2 0.9 0.9 1.1 1.2 n.a.
Interest Rates (%)

3-month interbank 3.13 3.15 3.18 n.a. 3.14 3.16 3.13 3.13 3.14 3.25 3.27 3.22 3.19
Avg. lending rate (comm. banks) 7.86 7.75 7.81 7.79 7.74 7.77 7.77 7.69 7.66 7.65 7.60 7.59
BLR (comm banks) (mode) 6.79 6.79 6.79 6.79 6.79 6.78 6.75 6.75 6.75 6.76 6.76 6.76
Exchange Rate — RM per unit/100 units of foreign currency

EURO 3.945 3.849 3.857 3.742 3.655 3.612 3.439 3.605 3.577 3.446 3.311 3.256 3.250
£ 6.172 6.133 6.233 6.092 6.008 6.016 5.738 5.737 5.734 5.669 5.448 5.526 5.421
DM 100 201.920 196.820 197.220 191.320 187.540 184.670 175.860 184.270 182.910 176.180 169.294 166.467 166.155

¥ 100 3.621 3.702 3.620 3.469 3.561 3.605 3.512 3.578 3.524 3.513 3.558 3.506 3.489
S$ 2.276 2.271 2.270 2.235 2.216 2.223 2.197 2.199 2.183 2.209 2.187 2.170 2.175
US$ 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800
Money Supply (year-on-year growth, %)

M1 25.1 33.6 31.5 30.6 28.2 23.5 16.3 13.7 10.7 11.9 8.6 15.1
M2 10.2 11.6 10.9 9.2 9.0 7.9 5.4 6.8 5.2 5.5 5.0 7.7
M3 7.9 8.2 7.9 5.2 5.8 4.6 3.7 4.1 3.7 4.6 5.1 6.6
Loans by The Banking System (year-on-year growth, %)

Broad property sector –3.1 –2.7 2.8 2.5 3.0 3.8 5.0** 5.3 5.9 4.6 3.8 4.2
Manufacturing –6.2 –1.4 1.7 2.3 2.3 2.6 4.6 2.8 3.5 3.4 3.6 4.4
Financing, insur. & bus. serv. –18.8 –12.3 –12.4 –11.4 –14.7 –15.3 –11.8 –11.9 –5.2 0.1 1.2 2.8
Consumption credit 0.4 1.5 0.4 1.5 2.8 4.0 5.7 6.2 8.3 8.4 12.4 12.5
Purchase of stocks & shares –31.8 –22.3 –23.8 –21.9 — — –8.8 –7.8 –7.3 –5.0 –3.7 –2.2
Total –5.7 –4.8 –5.5 –4.7 –2.5 –1.4 1.3 2.0 2.7 3.6 3.2 4.3

** loans growth rate from May 2000 onwards includes loans sold to Cagamas and Danaharta.
Note :  This article first appeared in MIER Monthly Monitor. Reprinted with permission from the Malaysian Institute of Economic Research.
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Anti-Globalisation,
Pro-Globalisation

“There were many types of peo-
ple protesting, but they shared a
common feeling that somehow cor-
porations driving globalisation have obtained
too much power”, Martin Khor head of the
Penang-based Third World Network NGO
said. The protesters were calling on govern-
ments to recapture their role and responsi-
bility to protect their people and be a buffer
against the free market. Moreover, the be-
lief in globalisation was shaken somewhat,
especially in the post-crisis era. This was ex-
acerbated by the fact that the West has not
delivered on its promises — it is still protec-
tionist. People are protesting the rules of
globalisation, not globalisation per se.

On how to bridge the gap between
globalisation advocates and opponents, Mar-
tin Khor proposed the “ideology and myth
that a total free market is good for you (and
that) if it isn’t, it’s your own fault” be got rid
off. Even in the crisis, when financial liber-
alisation was the major cause, the victim
countries were converted by globalisation
proponents into the chief culprits, he added.
“This arrogance has to be replaced by a hum-
ble approach of looking at the facts (of how
human lives are affected) and changing
policy prescriptions. Otherwise they will con-
tinue to inflict great harm on people around
the world,” he warned.

While not against globalisation per se,
Dato Seri Dr. Mahathir Mohamad has simi-
larly cautioned against espousing
globalisation that takes these forms :  “A
globalisation which involves only a fraction
of the world is not globalisation. A
globalisation that involves only capital flows
and predatory assaults on the weak by the
strong is not globalisation. A globalisation
that benefits the few and destroys the many
is not globalisation. And a hurried grab at
the spoils is not globalisation.” To him,
globalisation should focus on the “sharing
of the wealth of the world in raw material,
capital, labour and technology, a sharing
that is not equal but fair.”

Of late, the danger of globalisation has
also not escaped the eyes of Claude Smadja,
Managing Director of the World Economic
Forum. “Globalisation is proceeding much
faster than our ability to manage it,” he

noted. More rather than fewer imbalances
and divisions will occur without steady, co-
herent corrective action at international
level. Effective global governance is what
is needed. Smadja added, “The obsession
with ever-increasing returns for sharehold-
ers cannot be allowed to become the man-
datory unifying factor (among the different
interpretations of capitalism viz. continen-
tal European, Anglo-Saxon and Asian).”

Meanwhile, Dr. Frank Flatters (Cana-
dian Queen University) dismissed as a
myth the idea that globalisation and trade
liberalisation poses a threat to the sover-
eignty of a countr y. “The ef fects of
globalisation in any particular country —
whether they are malign or beneficial —
depend primarily on domestic policy
choices made in that country,” he said.
Similarly, Lim Chze Cheen of the
Malaysian Institute of Economic Research
argued that “(globalisation) should be
viewed not as a threat, but as an opportu-
nity to better ourselves.” But to Alan
Greenspan, the spreading protests that
began at the World Trade Organisation
meetings in Seattle last December reflect
demonstrators’ “fear that they would lose
local political control of their destinies.”
Financial Times, 25 January 2001; Asiaweek, 2

February 2001; New Straits Times, 3 & 6
February 2001; Associate Press, 14 November

2000 & Dato Seri Dr. Mahathir Mohamad’s
speech (“Globalisation at the Service of

Mankind”) at the opening of the International
Consultation on Globalisation, 31 January 2001.

First US Recession of the
Information Age Emerging?
“As the first recession of the information

age begins to unfold, the lessons of Japan
should not be taken lightly,” Stephen
Roach, chief economist at Morgan Stanley
Dean Witter wrote. He of fered the follow-
ing reasons for his view :

n America’s binge on information technol-
ogy (IT) outstripped any conceivable pro-
ductivity payback. The overhang has now
reached proportions resembling those hit
at the peaks of other capital spending cy-

cles. Total business fixed invest-
ment soared to a record 13.9 per
cent of Gross Domestic Product
in the third quarter of 2000.
“And, just as earlier recessions

eliminated capacity overhangs in the in-
dustrial economy, this recession could do
the same for the excesses of the informa-
tion age,” he envisaged.

n For every excess in the real economy,
there is usually a counterpart in the finan-
cial system. There is the explosion of ven-
ture capital investment which played a
role in driving the IT cycle to excess. The
excesses of debt financing are also unmis-
takable. The important question is what
happens to this vast reservoir of debt
when the excesses of its collateral — the
installed IT base in the real economy —
start to get eliminated? “The full extent
of the IT fall-out could ultimately hinge
on the stock market and its concomitant
wealth effect,” Roach reckoned.

Financial Times, 1 February 2001.

Biggest One Month Fed Funds
Rate Cut in 15 Years

The Federal Reserve signalled its con-
cern at the slowdown in the US economic
growth by cutting short-term interest rates
by half a percentage point on 31 January
2001 — the second time in a month and the
most aggressive reduction in one calendar
month in 15 years. Its key federal funds rate
(at which banks lend to each other) was
reduced to 5.5 per cent, and the largely sym-
bolic discount rate was cut by the same
amount to five per cent. The move followed
evidence that the US faces the most seri-
ous economic challenge since its record-
breaking expansion began 10 years ago.

The US economy slowed sharply in the
final quarter of last year, with real Gross
Domestic Product growing at a seasonally
adjusted annual rate of 1.4 per cent. A de-
cline in business investment led the way
down. Also, battered by an intensifying
wave of corporate job cuts, energy price
shocks and earlier stock market slides, the
consumer confidence index of the Confer-
ence Board continued its steep plunge
from a revised 128.6 in December last year
to 114.4 in January this year. It has dropped
by 20 per cent over the past year. As for
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job cuts, companies announced plans to lay
off 133,713 employees in December 2001,
according to Challenger, Gray & Christ-
mas, a Chicago outplacement company.

Meanwhile, Alan Greenspan Chairman of
the Federal Reserve said the US economy
appeared to have stabilised in January 2001,
but cautioned that “downside risks predomi-
nate” in the immediate future. He had ear-
lier (i.e. on 25 January 2001) said that the
US economy was growing at a rate “prob-
ably very close to zero”.

Greenspan’s latest projections for 2001 :
US economy is likely to grow by 2-2.5 per
cent (five per cent in 2000); unemployment
rate could rise to 4.5 per cent; consumer
inflation is projected to ease to 1.75-2.25 per
cent (2.5 per cent in 2000).

Financial Times, 26, 27, 31 January & 1, 14
February 2001.

 Proposals for New Basel
Capital Accord

The Basel Committee on Banking Super-
vision issued a proposal for a New Basel
Capital Accord on 16 January 2001 that,
once finalised, will replace the current 1988
Accord. The new framework is intended
to align regulatory capital requirements
more closely with underlying risks, and to
provide banks and their supervisors with
several options for the assessment of capi-
tal adequacy. The proposals seek to lay the
groundwork for a flexible capital adequacy
framework that has the capacity to adapt
to changes in the financial system and will
enhance safety and soundness.

The proposed new Accord focused on
minimum capital requirements (which seek
to refine the measurement framework set
out in the 1988 Accord); supervisory review
of an institution’s capital adequacy and in-
ternal assessment process; and market dis-
cipline through effective disclosure to en-
courage safe and sound banking practices.

The new framework is expected to be
implemented in 2004. (Comments on the
New Basel Capital Accord should be sub-
mitted by 31 May 2001 to relevant national
supervisory authorities and central banks,
or the Basel Committee on Banking Super-
vision at the Bank for International Settle-
ments — e-mail :   BCBS.Capital@bis.org)

Press Release, Bank for International
Settlements, 16 January 2001

Accounting Profession
Provides Momentum for

Further Change
Huge variations in national accounting
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rules are handicapping investors wanting
to compare the performance of companies
around the world, a research conducted by
leading accounting firms reported. Such
global standards are desirable as they
should also lower companies’ cost of capi-
tal. (The International Accounting Stand-
ards Committee, IASC, has been campaign-
ing to achieve this goal since 1973.) Most
of the 53 countries surveyed had launched
programmes to bring their rules closer to
international standards, although the con-
vergence process would take some time.

The survey was commissioned to support
the work of the International Forum for
Accountancy Development (IFAD), a body
set up by the profession and the World Bank
to raise standards of financial reporting and
market regulation. The work is likely to pro-
vide impetus for the drive for a set of rules
on any companies to list on any stock mar-
ket in the world using one set of accounts.

Meanwhile, the International Federation
of Accountants (IFAC) is launching an ini-
tiative against a backdrop of concerns over
a lack of consistency in the standard of
audits to build confidence in the quality of
financial reporting worldwide. It is setting
up a forum of firms, which will require its
members to pledge to observe internation-
ally-recognised standards on accounting,
auditing and ethics. Firms in the forum will
be subject to quality assurance checks and
scrutiny by an oversight board set up to
protect the public interest. Membership
will be open to companies of all sizes act-
ing for clients with financial statements that
are likely to be used by investors or other
decision-makers across national borders.

The United Nations Conference on
Trade and Development, which has been
critical of the performance of leading ac-
counting firms for giving their seal of ap-
proval to substandard accounts in devel-
oping nations, welcomed IFAC’s initiative.
But it warned that many developing coun-
tries lacked the resource to provide the
education and enforcement mechanisms.

Separately, the European Commission
(EU) is proposing a tough new review
mechanism for accountancy standards
which some national regulators fear could
frustrate efforts to create globally accepted
accounting rules. It unveiled its proposal
on 13 February 2001, which will require
EU-registered companies to adopt Interna-
tional Accounting Standards by 2005 at the
latest. But several national regulators
warned that a proposed “endorsement

mechanism” could lead to the EU creating
its own set of standards in some areas.
Meanwhile, critics fear that a multi-layered
review process may push the US towards
a similar approach, creating rival sets of
regional standards and frustrating at-
tempts to lure US regulators towards ac-
cepting global rules. The US has warmed
to the principle of global standards, follow-
ing reform of the IASC and a ground-break-
ing agreement last year by the Interna-
tional Organisation of Securities Commis-
sions (IOSCO).

Financial Times, 17, 18 January & 14
February 2001.

Regulation of European
Securities Market

New proposals for sweeping changes to
the way European Union securities mar-
kets are regulated were given a broad wel-
come by market regulators and partici-
pants, following the presentation of the fi-
nal report on the Regulation of European
Securities Markets on 15 February 2001.
In welcoming the report, Internal Market
Commissioner Frits Bolkestein said, “(The
European) Community legislation must re-
spond rapidly and flexibly to developments
in financial markets in order to achieve
greater market integration and improved
competitiveness .... (The) recommenda-
tions open the way to more open, secure
and efficient European financial markets.”

Meanwhile, chairman of the final report
Alexandra Lamfalussy warned that without
“profound change and reform”, there was
“no chance whatsoever” of the European
Union (EU) delivering its financial services
action plan for a single financial market by
the planned date of 2005, or earlier as many
governments want. He called on EU lead-
ers to agree on a list of priority measures to
be operational by end-2003, which include
a single prospectus for issuers; mutual rec-
ognition for wholesale markets, with a clear
definition of the professional investor; mod-
ernisation of investment rules for invest-
ment and pension funds; adoption of inter-
national accounting standards and a single
“passport” for recognised stock markets.
(Full text of the report is on http://
europa.eu.int/comm/internal_market/fi-
nances/general/lamfalussyen.pdf)

Financial Times, 16 February 2001
& above website.

Note : The above snippets were compiled by
Robert Khaw, Senior Manager, Technical De-
partment, MIA.
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Will You
Be Ready?
Will You
Be Ready?

A I R  R AG E

I S S U E S  O F  I N T E R E S T
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By Haris Hussain

Being a regular flyer, I have come to
terms with the fact that I have ab-
solutely no control over my fate

once I step into that tubular aluminium/
titanium cocoon.

My first aeroplane ride resulted in
sweaty palms, knocking knees and a
clammy feeling, which eventually went
away after I had logged a respectable
amount of hours in the air.

But now, that familiar feeling is slowly
creeping back. Don’t get me wrong; it has
nothing to do with my confidence in the
aeroplane I’m in. Rather, I’m more worried
about the person sitting next to me.

The term ‘air rage’ is relatively new;
coined just a few years back. Some regard
it as ‘unruly behaviour’ or ‘misplaced en-
thusiasm’. But it is more than that.

The last several years have seen a steady
rise in the number of reported cases, al-
though a recent report released by the
Federal Aviation Administration (FAA)
stated that there was a slight drop in the
number of cases recorded in 1999.

FAA spokeswoman, Rebecca Trexler,
had said in a USA Today report, that au-
thorities had launched or completed inves-
tigations into 266 incidents in which crew
members say passengers interfered with
them. That’s down from 310 incidents in
1999 and 282 incidents in 1998, although
officials caution incidents not yet entered

into the agency’s database could add to
2000’s total.

The Air Transport Association, which
represents 23 US airlines, said the num-
bers show that the airlines’ efforts to curb
air rage are working. Of the 8.6 million
flights in 1999, “a hundred or 200 cases a
year is ver y, ver y small,” spokesman
Michael Wascom said. “Certainly, one case
is one too many, but I don’t think it’s an
epidemic.”

Flight attendants, on the other hand, say
that the numbers reflect only a fraction of
the number of air rage incidents. “The FAA
is not able to track all the incidents,” said
Jeff Zack, a spokesman with the Associa-
tion of Flight Attendants. “Some of them
don’t get reported. Some of them get re-
ported but not to the FAA.”

Most flight attendants claim that only
high-profile incidents get the attention of
investigators ranging from the US National
Transportation and Safety Board (NTSB),
the FAA (The FAA investigates the cases
and can levy civil fines. Any “interference
with crewmembers” is considered a viola-
tion) and the Federal Bureau of Investiga-
tion (FBI).

The latest is the case involving a cockpit
intruder who broke into the cockpit of a
British Airways (BA) Boeing 747-400 over
Sudan. The aircraft, with 398 people on
board stalled, rolled 94 degrees to the left
and lost 7,000ft in altitude, when a cockpit
intruder grabbed the right hand control
column and tried to wrest it from the first
officer. The incident happened during a
London-Nairobi, Kenya, night flight on 29
December 2000. BA confirmed that the 747
was over Sudan when Paul Mukonyi, a
large Kenyan man suffering from a para-
noiac panic attack, barged into the flight
deck at the moment when there was only
one pilot at the controls, First Officer Phil
Watson. BA said that the man threw him-
self across the centre pedestal, ending up
in Watson’s lap with his hands on the con-
trol wheel. In the struggle for control the
autopilot was disconnected. The co-pilot’s
view of the flight instrument panel was
completely obscured by Mukonyi’s torso,
and the aircraft pitched up 26 degrees, with
a bank oscillating at 30 degrees right and
left. Despite auto-throttle applying full
power, the indicated airspeed (IAS) quickly
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reduced to 165kt as the aircraft climbed to
40,000ft from the cruising level of 37,000ft.
It then stalled and the nose and left wing
dropped. The aircraft’s bank increased to
a maximum of 94 degrees and the aircraft’s
nose dropped 20 degrees below the hori-
zon and the aircraft lost 10,000ft in 30 sec-
onds. Captain Bill Hagan was in the crew
rest compartment at the time of the intru-
sion, and First Officer Richard Webb, who
was substituting for the captain in the left-
hand seat, had left the flight
deck briefly. The captain was
the first to intervene, goug-
ing Mukonyi’s eyes. With
Webb’s help, Mukonyi was
shifted enough to allow
Watson to see the flight in-
struments and initiate recov-
ery, but there were nose-up
control inputs as he was
pulled away.

BA’s General Manager of
Flight Operations, Lloyd
Cromwell Griffiths, said in an
interview that Watson’s re-
covery of control was classic.
He smoothly rolled the wings
level and then pitched the
nose up to regain level flight.
Cromwell Griffiths said that
2.3g pitch up was applied, and
the IAS did not exceed 240kt.
Hagan regained his seat,
made a call on the air-to-air
frequency to inform other
traffic that the aircraft was not
at its cleared level, then in-
formed the distressed pas-
sengers of the cockpit intru-
sion, adding that the aircraft
was sound. Some two hours
later, the 747 landed at Nai-
robi with only minor injuries suffered by
passengers on board. After engineering
checks, the aircraft took off on its next leg
to Dar es Salaam, Tanzania.

Earlier last month, a drunken passenger
who screamed obscenities, tore a flight
attendant’s telephone from the wall, def-
ecated on the food cart and tussled with
the crew of a United Airlines flight bound
for Hong Kong, was removed and arrested
after the plane diverted to Alaska, the FBI
said. Criminal charges have been filed

against the man.
Last year, several high-profile incidents

— including the first case in which a pas-
senger was killed by fellow passengers
aboard a US commercial jet — under-
scored the problem. In that incident, 19-
year-old, Jonathan Burton, died after be-
ing restrained by passengers on board a
Southwest Airlines Flight 1763 from Las
Vegas, Nevada, to Salt Lake City, Utah, on
11 August 2000.

At 9:20 p.m., the Boeing 737 lifted off
over the sparkling lights of Las Vegas. It
was behind schedule, but the captain said
that he could make it up. He told the 121
passengers they’d be in Salt Lake City on
time. The jet reached its cruising altitude,
and the three flight attendants began serv-
ing drinks. That’s when Adam Bradshaw,
a passenger, first noticed Burton. He wore
a frantic look. As a flight attendant was
about to serve Bradshaw, Burton strolled
up, took a drink off the tray and returned

to his seat without a word. The flight at-
tendant told Burton he should have waited
for someone to take his order, but he didn’t
seem to pay attention. A few minutes later,
he was on his feet again and headed to the
rear. He rummaged through cabinets un-
til he found the peanuts, grabbed a couple
of packs and returned to his seat. Manage-
ment consultant, Dave Jennings, recalls
thinking “the guy must work for South-
west”. Another passenger thought other-

wise.
“Fifty-one-50,” the man be-

hind Bradshaw muttered. A
television news director,
Bradshaw recognised the
police catch phrase for some-
body who is mentally unsta-
ble. Bradshaw turned to his
fellow passenger and said, “I
wonder what we’re in for.”
Several minutes passed. Sud-
denly Burton got up and be-
gan pacing the aisle. He
walked all the way to the
front, all the way to the back,
and then again toward the
nose of the plane.

Another passenger, John
Whitaker, thought he was
looking for an open lavatory,
but he also saw the glassy,
agitated look on Burton’s
face. He must really have to
go, Whitaker thought.
“When he walked past me, he
was mumbling and he
seemed anxious,” Whitaker
said. “He seemed stressed.”
Then Burton raised his voice
and kicked the folding door
to the cockpit, hard. An emer-
gency escape panel popped

out and Burton shoved his head and shoul-
ders through the opening, muttering some-
thing like, “Someone needs to fly this
plane.” People started to get scared. Six-
feet tall and about 190 pounds, Burton was
muscular and ruggedly good-looking. He
had played baseball as a boy and wrestled
at Cheyenne High School. It showed. It
“looked like he was intent on going in
there,” said Dean Harvey, on vacation from
Canada. “But it looked like the pilots were
intent on pushing him out.” And they did.

“The term ‘air rage’ is relatively new; coined just a few

years back. Some regard it as ‘unruly behaviour’ or

‘misplaced enthusiasm’. But it is more than that.”
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A flight attendant urged Burton to calm
down. It’s unclear whether he then re-
turned to a seat alone or if passengers
forced him that way. In the end, a group of
men surrounded him in an exit row. Some-
body yelled that he was going for the han-
dle. Men and women scrambled over seats
to get away. Children started screaming.
A flight attendant asked volunteers to stand
in front of the broken cockpit door.

A few men hung on to Burton as he
squirmed, then he seemed to get a hold of
himself and sat down. “Settle down, settle
down, chill out,” people told him.

“Stupid jerk,” someone added. Burton
still had a sort of spacey look on his face,
and each time one of his self-appointed
guards glanced away, Burton wriggled a
little more. It wasn’t over.

As the plane began its descent into Salt
Lake City, Burton exploded again, jump-
ing up, spitting on people and landing
punches. Kids were shrieking, old women
hid their eyes. Several men fought with
Burton. One wound up with a split lip. They
grabbed his arms and legs, stretched him
out and mashed him on the floor. Four guys
stood or sat on his limbs. At some point,
the pilot came on the intercom, telling pas-
sengers they were close to landing. He said
he hoped all of them, but one, would have
a good weekend. It’s unclear whether this
came before or after Burton’s second out-
burst.

Harvey remembers Burton being sub-
dued as some passengers continued to beat

senger held his left arm. He was bleeding
from the mouth with a “huge knot” and
“discoloration” on his forehead, as well as
contusions on his chest. He was, however,
breathing, they reported. The time is im-
precise, somewhere between 11 and 11:30
p.m. Police handcuffed the motionless
body as people warned that Burton would
fight if he came around. One of ficer re-
ported being concerned that passengers
would take retribution as they carried
Burton out. Paramedics tended to bloody
passengers and to Burton, but he was de-
clared dead just after midnight at a local
hospital.

Autopsy results found trace amounts of
cocaine and THC, the active ingredient in
marijuana, but authorities don’t think it was
enough to cause Burton’s apparent break
with reality. The autopsy also showed that
Burton had contusions and abrasions on
his torso, face and neck, and died after
being suffocated. The death has been ruled
a homicide, but US Attorney, Paul M.
Warner, decided not to file charges.
Warner issued a statement saying the pas-
sengers acted in self-defence.

While the number of air rage cases in
the country is still minuscule, the poten-
tial for something happening on your flight
is there. Alcohol, coupled with stress and
anxiety or fear of flying, can wreak havoc
on a person’s sensibilities.

And while researchers debate, probe and
identify the causes of this phenomenon,
passengers will have to answer one simple
question :  Will you be ready?

him. “I remember thinking no one can take
a pounding like this.” Harvey said he went
down the aisle as a big man in black boots,
weighing about 260 pounds, repeatedly
kicked Burton. “I felt this group, particu-
larly this one man, was out of control,”
Har vey said. “He was stomping on
Jonathan’s chest, one foot at a time, I don’t
know what the rest of the group was doing
other than holding him.” Harvey begged
for it to stop, but finally returned to his seat
and told his companion, “I think they’re
killing him back there.”

Police officers who boarded the plane
reported finding Burton unconscious in
the aisle, with five or six people restrain-
ing him. Passengers had their feet on his
head, throat and right arm. Another pas-

“While the number of air rage cases in the country is still minuscule,

the potential for something happening on your flight is there.

Alcohol, coupled with stress and anxiety or fear of flying, can

wreak havoc on a person’s sensibilities.”
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By Rajen Devadason
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Ifeel sad as I write this on 26 February
2001. My brother Rabin just phoned
to tell me that our uncle E. V.
Nesaratnam passed away this morn-

ing at University Hospital, KL. Yet I know
that as low as I feel now, my auntie Grace,
uncle Nesa’s wife — sigh, widow now! —
is feeling his loss infinitely more. They’d
been married for more than 50 years; and
through thickening waistlines and thinning
hair, they’d always been there for each
other.

Thankfully, knowing how methodical
and meticulous my uncle was, I’m certain
he put in place everything necessary to
ensure that his beloved wife Grace, their
two children and four grandchildren are
well taken care of. While I am not privy to
the specifics, I’m sure my uncle took the
responsible step of a good steward to write
an ironclad Will spelling out his exact
wishes.

Even though I don’t feel like writing this
today, I have to go on. There is an Akauntan
Nasional deadline looming, and I owe it to
this journal and its editor — my friend
Iszudin — to keep my part of our bargain
and write this column.

And, by writing his Will, my late uncle

Physicists love the word ‘entropy’. It refers to the tendency
every natural system has to move from a state of order to that
of maximum chaos. Entropy explains why astronomers
believe the universe appears to be heading toward a final
‘heat death’, countless billions of years from now. Entropy can
also be used to rationalise why your clients’ accounts some-
times refuse to balance; and why your teenager’s bedroom
might look like a concussion grenade just went off in it.

Not surprisingly, entropy also works in our financial

lives. This regular feature represents Akauntan Nasional’s
(AN) serious bid to educate all Malaysians of the need for
wise adherence to sensible financial planning principles
and strategies. Each accountant is a centre of influence —
in your of fice, to your colleagues and clients; and in your
home, to your family. Money Tree is thus designed to help
you learn and then teach — in steps — all that is impor-
tant in crafting a life of financial abundance, bounty and
contentment.

automatically go to their loved ones when
they eventually pass on.” But that’s a mis-
take most people make for an illogical rea-
son.

In an excellent presentation entitled
“Wills and Estate Planning” delivered in
mid-August 2000 at Malaysia’s 1st Interna-
tional Financial Planning Annual Confer-
ence (IFPAC 2000), Saw Leong put forward
this key, wholly Malaysian, reason :
‘PANTANG!’

Saw Leong is so right; the fear of jinxing
one’s life by having the audacity to write a
Will is an irrational, but prevalent, concern.
A useful perspective can also be gained
from Yap Hock Lee, a Sabah-based profes-
sional Will writer with Rockwills : “First,
sometimes people do not write a Will be-
cause it is deemed unimportant. They feel
they do not possess enough wealth to pass
on, unlike the rich businessmen and ty-
coons. These people would rather write a
Will later in their life when they have more
wealth or more time (since they are busy
accumulating wealth now).

Second, superstition may also deter peo-
ple from writing their Wills as they feel that
writing a document pertaining to death is
a sure-fire way to hasten their demise. Oth-
ers may just not write a Will because they
are unsure of its function, need or impor-
tance. They do not realise the benefits, the

3
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kept his part of a sacred, silent bargain to
care for his family.

It’s tragic, therefore, that perhaps 85-90
per cent of Malaysians have not bothered
to write their Wills.

Could it be that they expect never to die?
Or, more likely, do they feel that since they
don’t have a huge estate, there is no point
in writing a Will? Humph!

Each of us desires to do what is best for
our loved ones. That is where the discipline
of financial planning comes in. At its most
basic level, there are three components
structuring our financial lives :

Wealth accumulation.

Wealth preservation.

Wealth distribution.

The first two components revolve around
the three pillars of saving, investing and
risk management. Most of us, intuitively,
understand the importance of accumula-
tion and preservation. But the third com-
ponent, wealth distribution, is where most
of us fail.

Quite apart from the fear of tempting fate
and nurturing apathy, there is a probable
third cause :  Ignorance. According to pro-
bate expert Saw Leong Aun, the CEO of
Malaysia’s leading Will-writing company
Rockwills Corporation Sdn Bhd :  “Most
people generally presume their assets will
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importance and the urgency of writing a
Will.

And, third, there is a misconception;
most people presume that all their assets
will automatically go to their spouse and
children when they are no longer around.
This is not true as there is a legal process
to go through before their assets can be
transferred to their loved ones.”

The legal process that Yap mentions ex-

ists because the Malaysian govern-
ment has made allowance for this
widespread dereliction of duty on
the part of most Malaysians.

In the absence of a legally accept-
able Will, the Malaysian Distribution
Act kicks in. Although first formalised in
1958, the last round of major changes on
the Act took place in 1997. Table 1 (on next
page) outlines the key amend-
ments. Take a close look at the
rightmost column to under-
stand what decisions the courts
will have to make if you don’t
bother to write a Will.

So, if you are a married man
with both your parents and
your favourite uncle still alive
then, in the absence of a Will,
the courts must decree that
half your estate goes to your
wife and the other half to your
parents.

But what if you know that your
parents are very well off and you want
to make sure that 71.3 per cent of your
assets go to your wife, 10 per cent to your
beloved uncle, 8.7 per cent to your younger
sister, and 10 per cent to the Salvation
Army? Without your saying so in a Will,
the court can’t know that.

The only way to achieve those specific,
personal aims is to write a Will.

If you notice, the Distribution Act does
not apply to Muslims, all Sabahans and
Sarawakian bumiputeras. If you fall in any
of these categories, please consult a
trusted, informed lawyer. Muslims should

also note that while the bulk of their estate
must be distributed in accordance with
syariah law, they can use a Will to deter-
mine the distribution of up to one third of
their estate. So, Muslim or non-Muslim, it
makes better sense to take proactive re-
sponsibility for the distribution of your as-
sets now, while you are still breathing.

It is a straightforward process to write a
simple Will. In fact, you can draft one your-

self as long as you follow certain guide-
lines. Personally, though, I think that opt-
ing for the D-I-Y route would be irrespon-
sible. What if you made just one, legally
crucial, slip-up?

So, in the name of common sense and
prudence, I always urge my financial plan-
ning clients to part with, probably, a few
hundred ringgit and get a lawyer, trustee
officer or professional Will-writer to pre-

pare their Will. I extend the same impar-
tial advice to you.

But before seeing a professional, it is
necessary for you to know what you want
to leave to whom. If jumpstarting your
thought process seems tough, try these
strategies :

n Buy and read a copy of Saw’s book
“Guide to Planning Your Will Effectively”
(2000, Leeds Publications); or

n Buy a copy of “The Malaysian Will Kit”
(2000, Kancilworld Sdn Bhd).

The second option needs explaining :
The Malaysian Will Kit has been written

as a D-I-Y (do-it-yourself) workbook. But
remember that I advocate using the serv-
ices of an informed professional to write
your Will; therefore, my advice is that if
you choose to use the Malaysian Will Kit,
use it as a mental catalyst. In other words,

TRULY SHOW
YOU LOVE

THEM!
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Will-writing company like Saw’s Rockwills
Corporation or of a trustee organisation
like Amanah Raya, PB Trustee Services
and HSBC (Malaysia) Trustee. Even banks
like Standard Chartered now extend Will-
writing services to customers.

Then, once you have a properly written
Will, ensure your family and relevant
friends know where it is kept. It would be
tragic to go to the trouble of writing a Will,
carefully thinking about who gets what,
and then hiding it so well that once you
are gone, it’s gone too! (When a person
dies without a Will — that’s called dying
intestate — all assets, including lifeline
bank and investment accounts and safe
deposit boxes, are frozen until the court
appoints a qualified administrator. That can

just as an aid to getting your cerebral juices
flowing so that you think through the en-
tire process before going to see a profes-
sional.

Now, if you are a practising accountant,
I’d like you to :

n First, ask yourself if you have a Will. If
not, get it done.

n Second, by virtue of your professional
status, people look up to you and trust
you; so, please encourage others to write
their Will using the services of a compe-
tent, reliable, preferably recommended,
professional.

That professional can even be a family
friend or relative who is a competent law-
yer, or an authorised representative of a

take time.)
Think about the awful burden removed

from the shoulders of your loving survivors
if you do things right, like my uncle Nesa
did, with a Will.

I’ll be attending my uncle’s funeral in two
days, where I’ll probably cry. Many around
me will weep. But I plan to draw mental
comfort from remembering that my uncle
did all he could to provide for those he
cared for.

To be honest, I don’t expect to cross
through that veil of death into the hereaf-
ter any time soon. But, like you, I have no
real say in the matter. Only God does.

And when He calls me — hopefully nu-
merous decades from now — I plan to con-
gratulate my uncle for doing what was wise;

T A B L E  1 Changes to the Distribution Act 1958

Please note that these changes are only applicable to Peninsular Malaysia and the state of Sarawak.
Furthermore, the Act does not apply to Muslims and the natives of Sarawak.

SITUATION               DISTRIBUTION ACT 1958   DISTRIBUTION (AMENDMENT) ACT 1997

Woman dies intestate leaving a Whole estate to husband Whole estate to husband
husband (no parent/issue*)

Man dies intestate leaving wife Wife — 1/2 share Whole estate to wife
(no parent/issue) Siblings — remainder in equal shares

Woman dies intestate leaving husband Whole estate to husband Husband — 1/3 share
and issue (no parent) Issue — 2/3  share in equal shares

Man dies intestate leaving wife and Wife — 1/3 share Wife — 1/3 share
issue (no parent) Issue — 2/3 Issue — 2/3 share in equal shares

Woman dies intestate leaving husband, Whole estate to husband Husband — 1/4 share, Parents — 1/4
issue and parents share, Issue — 1/2 share in equal shares

Man dies intestate leaving wife, Wife — 1/3 share Wife — 1/4 share, Parents — 1/4 share
issue and parents Issue — 2/3 share Issue — 1/2 share in equal shares

Woman dies intestate leaving husband Whole estate goes to the husband Husband — 1/2 share
and parents (no issue) Parents — 1/2 share

Man dies intestate leaving a wife and Wife — 1/2 share, Parents, brothers, Wife — 1/2 share
parents (no issue) sisters and grandparents  — in Parents — 1/2 share

equal share of the remainder

Woman dies intestate leaving issue Whole estate to issue Whole estate to issue
(no spouse/parent)

Man dies intestate leaving issue Whole estate to issue Whole estate to issue
(no spouse/parent)

Bachelor/spinster (no parent) 1st — brothers and sisters in equal shares 1st — brothers and sisters in equal shares
2nd — grandparents in equal shares 2nd — grandparents in equal shares
3rd — uncles and aunts in equal shares 3rd — uncles and aunts in equal shares
4th — great-grandparents in equal shares 4th — great-grandparents in equal shares
5th — great uncles and great aunts 5th — great uncles and great aunts

in equal shares in equal shares
6th — government in “Bonia Vacatia” 6th — government in “Bonia Vacatia”

*Issue includes children and the descendants of deceased children
Source :  “Financial Freedom — Your Guide to Lifetime Financial Planning”, pg. 316, Appendix E, Edmond Cheah, Wong Boon Choy, Alex Sito and
Rajen Devadason, (KL MUTUAL 1998)
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Note :  The writer, a financial planning consult-
ant and trainer, is co-author of the best seller
Financial Freedom — Your Guide to Lifetime Fi-
nancial Planning and its just released sequel Fi-
nancial Freedom 2 — Through Malaysian Equi-
ties and Unit Trusts, (publisher :  KL MUTUAL).
He welcomes questions and comments on any
aspect of personal finance in Malaysia. Feel free
to ‘snail mail’ c/o Akauntan Nasional or e-mail
rajendevadason@yahoo.co.uk.
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phorical ‘wand’ that will later allow you to
stretch your arms from beyond the grave
to place assets into the tender hands of
those ONLY you — not the government
— decide on.
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and for being an example to me and maybe
even to you.

Dear reader, I know you hope and dream
and plan to garner great wealth in the years
ahead. I suspect you’ll succeed. But long
before that, I hope you take the trouble this
week, if you haven’t already done so to
write a complete, legally binding Will.

Should you heed my advice, here are 10
pointers :

As with most things, writing a Will for
the first time is always the most diffi-
cult. To ease the process, clear a cou-
ple of hours in your schedule this com-
ing weekend for quiet contemplation.

Think about the people who have most
touched your life — your parents, your
spouse, your children, grandchildren,
friends, and also about the bodies —
associations, charities and the like, ca-
pable of putting your legacy to best use.

Brainstorm with yourself to come up
with a full list of possible beneficiaries.

Cull the peripheral people and organi-
sations from that long list.

Focus on your shortened list, and
match percentages of various assets to
the individuals.

Remember that you CANNOT use a
Will to override beneficiary decisions
you have made directly for EPF funds
and life insurance proceeds. So double-
check those. Make sure that what you
have on record matches your present
wishes. If not, make the appropriate
changes by going to your nearest EPF
office or calling your life insurance
companies and asking for the appropri-
ate beneficiary alternation forms.

Once everything gels with your current
wishes, have a Will written — prefer-
ably by a professional, which reflects
all your wishes and perfectly mirrors
what you have assigned in your EPF
and insurance declarations. (That’s to
ensure your survivors aren’t left won-
dering about your exact wishes.)

Get two witnesses, who are not benefi-
ciaries, to sign your Will and attest to
its veracity.

Name a willing executor to carry out
your wishes; you might also consider

10

naming back-up executors — either
trusted individuals or trustee compa-
nies. Unlike the witnesses, an execu-
tor can be a beneficiary of a Will.

Keep your Will somewhere safe, but ac-
cessible, and known.

That’s it! Should you ever change your
mind about any of the details, just write an-
other Will. The newer one will always, au-
tomatically, supersede the previous one.
You can write as many Wills as you like.
But once you’ve written the first, take time
to sit back and congratulate yourself for
creating a magical instrument :  A meta-
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Nabbing Napster …?

T E C H N O L O G Y
N A P S T E R

Introduction
Swapping songs over the

internet is a new pastime for the
internet trendy. Napster was
created in 1999 by Shawn Fan-
ning, who discovered a really
brilliant way for surfers to share
music online. This software al-
lows any person hooked on the
computer and internet1  to
download free music in a digit-
ally compressed format; better
known as MP3 format2 .

This program has become the
point of reference for many peo-
ple who use their computers as a
musical jukebox. It allows for a directory of
songs, available on the hard drives of other
Napster users, to be shared. It creates a peer-
to-peer (P-2-P) or direct computer-to-compu-
ter (C-2-C) link to transfer a chosen song or
songs, via the internet. With the various
speeds of modems and the influx of ISDN3(i),
T13(ii) and even T33(iii) lines, downloading
through the net has become a breeze.

In Malaysia, the trend has caught on as
well. Many surfers may not be familiar with
computer jargon such as binary, digital en-
hancement or digital means, but we do know
that we can obtain songs from people we do
not know personally. Gone are the days when
we have to request friends to dub over on
the tape songs from the CD. Who needs
them when we have got Napster on our com-
puters! Right? Well, not quite with the issue
of alleged infringement of music copyright.

The Issue
The issue arose when thousands of us-

ers logged onto the system and downloaded
streams of musical copyrighted material.
The first to react against alleged infringe-
ment of music copyright was the heavy rock
band “Metallica”4 . In December 1999, the
Recording Industry Association of America
(RIAA) also filed a suit against Napster, ac-
cusing it of operating as a “haven of online
piracy”. The basis for the allegations rested

ers are the primary infringers
of copyright, the court said.
Napster is the contributory in-
fringer. The first conclusion is
a necessary ingredient of the
second.

It also ruled that Napster was
ef fectively encouraging its
members to violate the record-
ing industr y’s copyrights.
While it stopped short of shut-
ting the company down, it did
say that the lower court should
modify a previous preliminary
injunction which had threat-
ened to do so in July 2000.

The appeals court also addressed the
question of infringement at some length.
At one point, Napster argued that many of
its users did not directly infringe on the
record industry’s copyrights because they
were engaged in a “fair use” of the mate-
rial. Among other things, Napster asserted
that many consumers used its system
merely to access music they already owned
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on the ability of the software to permit copy-
right infringement and create a base for
music piracy on an unprecedented scale.

Napster claimed that it was trying to
“promote unknown bands in the same way”
on sites such as www.MP3.com. However,
in this instance, once users have
downloaded the Napster software and
logged onto the company’s servers, their
personal MP3 collection (which could in-
clude copyrighted material) are available
for download by other users who are
logged on at the same time. The service in
February 2001 was said to have over 50
million registered users.

Court’s Decision on Napster
15 February 20015

However, the Ninth US Circuit Court of
Appeals forced Napster, the Internet mu-
sic-swapping service, to stop trading copy-
righted files. The federal three-judge panel
told Napster it may be held liable for copy-
right infringement if “it fails to use its abil-
ity to patrol its system and preclude access
to potentially infringing files.”

Writing for a three-judge panel, Judge
Robert R. Beezer6  indicated that Napster’s
50 million users engaged in a kind of mass
looting by downloading and copying mu-
sic files from the system without permis-
sion from the record companies. The us-

1 Internet is the name of a group of worldwide in-
formation resources. It is a collection of all the
connected networks in the world, although it is
sometimes referred to as work net or just the net.
Also see http://www.fnc.gov/Internet_res.html.

2 Because MP3 files are small, they can easily be
transferred across the Internet. Controversy arises
when copyrighted songs are sold and distributed
illegally off the websites. On the other hand, musi-
cians may be able to use this technology to distri-
bute their own songs from their own websites to
their listeners, thus eliminating the need for record
companies. Costs to the consumer would decrease,
and profits for the musicians would increase.

3(i) ISDN stands for “Integrated Services Digital Net-
work”, a system of digital phone connections which
has been available for over a decade. This system
allows data to be transmitted simultaneously across
the world using end-to-end digital connectivity.

3(ii) T1 is a term coined by AT&T for a system that trans-
fers digital signals at 1.544 megabits per second (as
opposed to ISDN’s 64 kilobits per second).

3(iii) T3, as the name suggests is almost 30 times the
capacity of T1. It can handle 44.736 megabits of
digital data per second.

4 On 3 May 2000 Metallica, had levelled a high-profile
lawsuit against the MP3-sharing-software company
and delivered a list of the names of more than 335,000
users it claimed had participated in copyright viola-
tions over the course of a single weekend.

5 For more information, refer to http://www.riaa.com/
napster_legal.cfm

6 CYBER LAW JOURNAL; http://www.nytimes.com
(16 February 2001).

By Sazalina Kamarudin
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 7 The argument put forth by the defense appeared to
be variation on the winning point in Sony v. Univer-
sal City Studios, Inc., a leading Supreme Court case
on copyright infringement that was decided in 1984.
In the Sony “Betamax” case, the Supreme Court
found that most VCR owners use their machines to
tape a copyrighted television show for later personal
viewing. The court said this practice, “time-shifting,”
was a fair use. However, one needs to note that in
Sony’s case, the court observed, the vast majority
of VCR users did not distribute the television broad-
casts they taped to the general public. Rather, they
enjoyed them privately at home at a later time.

8 http://www.msnbc.com/news/531416.asp?cp1=1

in CD format7 .
In Napsters’ defence, the company men-

tioned that under the AHRA (Audio Home
Recording Act), consumers have an abso-
lute right to create and transfer digital
music for non-commercial purposes.

However, according to the law, AHRA ap-
plied specifically to “digital audio record-
ing devices and the non-commercial use of
digital musical record-
ings.” First of all, the
cour t had already
ruled that computers
would not be classified
as digital recording
devices. Furthermore,
“non-commercial” did
not apply to the whole-
sale distribution of
files to millions of
anonymous strangers,
an opinion that the legislative history of the
AHRA fully supports.

The Court further held “… it is obvious that
once a user lists a copy of music he already
owns on the Napster system in order to ac-
cess the music from another location, the song
becomes available to millions of other individu-
als, not just the original CD owner. Because
the Napster user willingly shares his music
with countless millions of other Napster us-
ers, there can be no fair use.”

Recent Developments
Not long after the court’s decision, there

was a flurry from Napster to settle the po-
tential claims. They agreed to pay a sum
equivalent to RM3.8 billion to the music re-
cording industry in a bid to stay in opera-
tion. The focus for the company is to be a
fee-based service soon.

The European Parliament, a week after
the court’s decision, endorsed tougher
rules, granting artists and record labels
more copyright protection for their works
downloaded from the Internet. The vote
came days after a US appeals court ef fec-
tively ordered Napster to stop people who
use the music-sharing service from swap-
ping copyrighted music without charge
and without restriction.

The 15 EU governments are also expected
to approve the new law to counter the effects
of Napster’s success. It will take effect after
the national parliaments give their blessing,
a process that can take up to 18 months.

Comments
One needs to acknowledge that Napster

is definitely one of the recent developments
in the information technology highway. Com-
puter systems have revolutionised methods
of communications and general infinite pos-
sibilities of dissemination of information. The
quick and easy format has obviously raised
problems in terms of copyright. The fear of

owners’ economic loss
is rife.

The law cannot
keep up with the rapid
pace of technological
advancements. One
should wonder on the
pressing effect of this
landmark decision.
Initially, it is viewed
that Napster Inc.
would have to deal

with a serious setback. However, one needs
to note that Napster operated in a grey le-
gal area. Technically no copyrighted music
actually resides on its servers.

Some legal opinions prefer to align with
the strict rules of the copyright law. The
music in the digitally compressed format
is actually in the respective drives of the
users of the software. As such, where was
the direct act committed by Napster to in-
fringe copyright law? Should the ones who
sit behind the com-
puters be hauled to
cour t for swapping
copyright materials?

But users need to
beware, as police have
come down really hard this time around. In
Brussels, Belgium, acting on complaints
from the music industry, police have raided
the homes of users of music-sharing
websites looking for evidence that they are
infringing copyright rules8 . This is just a sin-
gle incident; perhaps, to send a serious sig-
nal to freeloaders who wish to “listen for
free”. However, it is not likely that the record
industry will go after millions of music-swap-
ping addicts for copyright infringement. It
is deemed to be impractical and could well
be a loss in public relations.

With millions of enthusiastic Napster sub-
scribers, the digital music genie is out of the
bottle. Napster has taught music consumers
that they do not have to burn a hole in their
pockets and pay RM45 to enjoy the latest

Backstreet Boys’ release. Napster allows any-
one connected to the Net to separate an al-
bum’s gems from its fillers and to try out new
styles and bands — all for free. Napster’s
ruling won’t kill free MP3s. The recording
industry might have won a significant legal
victory in this case, but it could be further
than ever from finding a solution to uncon-
trolled music-swapping over the Internet.

People will still transfer CD tracks into
MP3 files and trade them with their friends,
even if the music has been copyrighted. Fur-
thermore, it has encouraged many
backroom “technopreneurs” to design their
own software and go underground. Quite
apparent is the emergence of various
download softwares :  Gnutella, Freenet, etc.
Napster appears to be the most popular
online song-swapping service — but it is not
the only one. We do recall the frenzied
downloading among users during Valen-
tine’s week in an effort to beat the rulings.
In fact, the infringement was a million times
over during that week alone.

As the threat of a court-ordered shut-
down looms over Napster’s users, many
have turned to alternative programs. Some
of the other file-sharing technologies are
even harder for the record and movie in-
dustries to control because they lack cen-
tral servers — thus making lawsuits to shut
them down difficult to pursue and nearly im-

possible to enforce.
In Malaysia, the

battle rages on to
protect the musical
rights of local talents.
On the other hand, it

is rather odd when one mentions the word
piracy in Malaysia, the authorities would
tend to “go after” the CD or VCD operators
without much attention paid to this form of
infringement. While combating disc opera-
tors, the economic loss for our local artists’
will continue as their songs and videos con-
tinue to be available online!

49

“The quick and easy format has

obviously raised problems in

terms of copyright. The fear of

owners’ economic loss is rife.”
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Home From Home
for the Red Ape

T R AV E L  A N D  L E I S U R E

When the Los Ange-
les Zoo unveiled its
new US$6.5 million

Red Ape Rain Forest, it ushered
visitors into a world that few hu-
mans have ever seen. For the first
time — not only in Southern Cali-
fornia but worldwide — Zoo visi-
tors are able to actually immerse
themselves in a replica of a natu-
ral habitat for orangutans and ex-
perience up close and personal
how these fascinating animals
play, eat and move about. These
great apes can be seen in an en-
vironment very similar to their
natural surroundings thousands
of miles away.

Orangutans share 98 per cent
of the same genes with humans,
so their need for mental stimu-
lation is greater than most zoo
animals. And with the new ex-
hibit, animal keepers are provid-
ing natural sensory experiences
that more closely resemble
those found in the rain forest.

The new US$6.5 million exhibit
is designed to look like a rain for-
est, so the orangutans will be able to climb
tree-like structures and swing, as befits their
naturally arboreal lifestyle. Man-made trees,
branches and vine within the exhibit can be
raised and lowered on winches to change the
rain forest scenery and to change how and
where the food is provided.

The exhibit is equipped with faux fruit
designed to look like durian, a favourite
orangutan treat that tastes similar to ba-
nana yoghurt. The “fruit” can be raised and
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T H E  R E D  A P E

By Tricia Taylor
Orangutans feel right at home in Los Angeles Zoo — the first zoo
in the world where visitors can immerse themselves in a replica
rainforest and watch the red apes enjoying their natural habitat.

Bruno, 21, is the only male in the zoo’s family
of orangutans. He likes protecting his territory

with impressive displays and vocalization

keepers and volunteers believe this will make
for happier, healthier orangutans.

Beckoning visitors to enter the
orangutans’ new home are tra-
ditional Southeast Asian statues
and flags that adorn the temple-
shaped roof entrance to the ex-
hibit. The exhibit entrance is
guarded by statues from the
Balinese culture that are mythi-
cally known to have protective
powers. Behind the statues are
replicas of “jumping stones” that
were used in the ancient custom
of stone jumping by young men
as a method of entering enemy
villages. Wind chimes, another
cultural symbol that has protec-
tive powers, are placed through-
out this exhibit. According to
Southeast Asian folklore, wind
chimes have the power to
frighten off evil spirits.

Once past the entryway, visitors
are immersed into a forest of 20-
foot-tall bamboo, fruit and ficus
trees, and a re-circulating stream.
The three-quarter-acre Red Ape
Rain Forest, a project that com-
pletes phase two of the Zoo’s
Great Ape Forest, is designed to
give orangutans Eloise, 31, Bruno,

21, Rosie, 19, and Kalim, 18, a naturalistic
home that resembles their habitat in the wild.
For many years, this family of orangutans have
lived in a 500 square foot exhibit that has
mounds of concrete and a few wooden climb-
ing structures. They now have about 6,000
square feet of space to experience and explore.
The design of the habitat stimulates the
orangutans’ natural wild foraging behaviour
and also allows these solitary animals to spend
time alone if they choose.

lowered on winches, and filled with snacks
and treats for the animals to find. The
orangutan’s new home is periodically
provisioned with “browse”, or plants and
vines they can actually eat.

Although some of the former behavioural
enrichment techniques — burlap bags, cereal
boxes and blankets — are still being used,
they are confined to the indoor sleeping area.
The outdoor activities will be more similar to
those actually found in the rain forest. Animal
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“I am pleased we could build a brand new
home for our orangutan friends at the great-
est zoo in the world — the Los Angeles Zoo,”
said Mayor Richard J. Riordan. “The new
Red Ape Rain Forest is a fun and exciting
place where our orangutans are having fun
going bananas, while visitors discover the
wonders of the animal kingdom. I urge all
Angelenos to visit the Red Ape Rain Forest
and welcome Eloise, Bruno, Rosie and
Kalim to their new home.”

This new habitat represents state-of-the-
art concept, design and habitat engineering
geared toward providing animals with a
safe, stimulating and natural environment.
The exhibit’s completion is indicative of the
Zoo’s commitment to improving animal wel-
fare via more natural habitats while maxim-
ising vision enjoyment and education.

“We are very excited about the Red Ape
Rain Forest project,” said Zoo Director
Manuel A. Mollinedo. “To be the first zoo in
the world to build an immersion habitat for
orangutans is a true accomplishment. At the
same time, we are providing our orang-utans
with a safe, comfortable and spacious home.

Unlike viewing most animal exhibits, visi-
tors move through the Red Ape Rain Forest
amongst the orangutans that are viewed by
visitors from inside the exhibit. More than
1,000 square feet of protected viewing decks
enable people to watch and even interact with
the orangutans that are separated by a safety
glass. The main viewing areas bring visitors
within 12 feet of the orangutans that are
housed in three interlinked stainless steel
mesh, tent-like enclosures.

Besides the exhibit space open to visitors,
the orangutans also have 1,920 square feet of
indoor quarters that consist of six individual
bedrooms and an outdoor dayroom. The de-

sign allows the orangutans freedom to move
from their indoor bedrooms to the exhibit to
the outdoor dayroom. At night, they can even

Kamlin, 18, often seems to be the smartest
because of the way she solves things

Eloise was born 31 years ago
at the Los Angeles Zoo

n Orangutans are native to the islands of
Borneo and Sumatra in Southeast Asia.

n The word “orangutan” is often mispro-
nounced. There is no “g” sound at the
end of the word.

n The term “orang” (short for orangutan)
is considered insulting in Southeast
Asia where the word means “man”.

n Orangutans are mainly fruit eaters.
Durian is often an orangutan’s favour-
ite food. This tropical fruit tastes simi-
lar to banana yoghurt but smells terri-
ble (almost like rotten sewage). The LA
Zoo’s orangutans are not particularly
fond of durian.

n In the wild, orangutans are the most soli-
tary of the great apes. This may be related
to their need for large quantities of fruit,
which are dispersed throughout the for-
est. In zoos, orangutans are quite social.

n The orangutan mother/child bond is
one of the strongest of all the primates.
In fact, young orangutans stay with
their mothers for eight to nine years.

n The LA Zoo’s female orangutans weigh
about 180 pounds, while the male
weighs about 400 pounds.

n Male orangutans have large throat sacs
that help them make “long calls” that
travel for up to one kilometre through
the forest and help males define territory.

n Even though orangutans are able to
walk upright, they travel mostly by bra-
chiating, which is swinging from branch
to branch by means of their arms.

n Like all great apes, orangutans build nests
for themselves nightly before sleeping.

n At most, 20,000 orangutans still exist
in the wild, down 30 per cent to 50 per
cent from ten years ago.

n They are endangered from years of
habitat loss, hunting and the pet trade.

FASCINATING FACTS
ABOUT ORANGUTANS

stay out on exhibit to sleep. Their keepers
have 1,280 square feet of space for an exami-
nation room, kitchen, bathroom and shower.

“I am just thrilled about this new exhibit,”
said animal keeper Rose-Marie Weisz, the pri-
mary keeper for the orangutans. “We have
been anxiously waiting for this new home
that will enhance the lives of these special
animals. It is an overall win-win situation for
the orangutans, keepers and visitors.”
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By Nirmala Ramoo

From left :  MIA President, Abdul Samad Alias; UiTM’s Accounting Faculty Dean, Assoc.
Prof. Dr. Ibrahim Kamal Abdul Rahman and out-going Dean, Prof. Dr. Juhari Samidi

I N S T I T U T E  N E W S
E D U C AT I O N

Accounting Undergraduates Encouraged
to Obtain Professional Qualifications

A
ll accounting undergraduates at
universities and other institutions
of higher learning are encouraged

to pursue professional accountancy
courses in addition to their degrees, in or-
der to keep up with global competition.

The Malaysian Institute of Accountants
(MIA) president, Abdul
Samad Alias, said this
when speaking to stu-
dents and staff of the ac-
counting faculties at
Universiti Teknologi
Mara (UiTM) and
Universiti Tenaga
(Uniten) during his visit
to the respective cam-
puses in Shah Alam and
Bangi recently. He said
the importance associ-
ated with professional
qualifications are such
that when an accountant
misbehaves profession-
ally, he can be relieved
of his membership to
the professional body he
belongs to. In citing the
trend in the US which is
fast gaining acceptance
in Malaysia, he said in-
vestors can hold ac-
countants responsible
for losses suffered as a
result of relying on their
professional opinions.
This means the account-
ants and auditors who
endorse financial re-
ports that are mislead-
ing can be held account-
able and are liable to be sued.

In urging students to be better prepared,
he said the focus of accountancy has
changed. The shift to accrual accounting in
the business community is a reflection of
the global trend and is something that the
Government sector needs to adopt. If in the

In order to give students greater choice
in academic subjects, he said the Malaysian
Association of Certified Public Account-
ants (MACPA) is in the process of work-
ing out the final details with local universi-
ties to introduce Modules C & D of the
MACPA Examinations as elective papers

during their 4th year un-
dergraduate account-
ancy programmes. This
will give students the op-
portunity to have a bet-
ter understanding of the
applications of account-
ing principles. “The uni-
versity should be a place
to teach problem solv-
ing skills and not to
teach people to solve
problems with one par-
ticular methodology.
The university is sup-
posed to help students
develop mental and
interdisciplinary skills
and if the universities
can provide additional
services such as offer-
ing professional courses
then the universities
should do it”, he said.

Earlier, in response to
a student’s question on
MIA’s recognition of the
accounting degree of-
fered at Uniten, Samad
said the Institute is pres-
ently looking at several
applications from various
universities and the time-
consuming accreditation

process involved several steps. He asked the
students to be patient and gave them the as-
surance that it was simply a matter of time
before the Uniten degree is accredited by
MIA, especially since the courses offered at
Uniten are fully approved by the Education
Ministry. This, he said, was not the case with

past, accounting was very much premised
on matching cost with revenue, now the em-
phasis is on fair value accounting and main-
tenance of capital. As such, he urged lec-
turers to move with the times and ensure

that students are aware of the present ex-
pectations in the accountancy profession. To
prepare accounting graduates to become
business advisors, he stressed on the need
to have a broad-based academic scope that
include behavioural sciences and commu-
nications technology.

Students happily oblige to a snapshot
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some private institutions of higher learning
which offered accounting degrees under
twinning programmes that are not even rec-
ognised as having the same status by the
parent universities. The latest degree to be
accorded MIA recognition is the USM Bach-
elor of Accounting (Honours).

Instead of worrying about accreditation,
Samad urged the students to concentrate
not only in excelling in their academics but
in improving their interpersonal skills
through sports and extracurricular activi-
ties. This, he said, would give them the
confidence and ability to impress potential
employers at job interviews. Citing his ex-
perience at interviewing candidates for

employment, he said one of the most im-
pressive students he had interviewed was
a candidate from Johor who had straight
A’s and was president of several sports
clubs and youth groups at university.
Samad said he was impressed with the stu-
dent’s confidence and determination to
excel despite his humble background as
the son of a school canteen operator. This
candidate who was successfully employed
is presently holding a senior position and
is entrusted to oversee the company’s busi-
ness activities in the Asia Pacific region.
Reiterating the President’s call, MIA Coun-
cil Member Abdul Rahim Abdul Hamid
who accompanied Samad to Uniten also

said that when interviewing candidates for
employment, apart from academic excel-
lence, he looked for career minded indi-
viduals who displayed dedication and who
would grow with the company rather than
job seekers who are only interested in the
remuneration package.

To date, apart from the above two uni-
versities, Samad has also spoken to the
academic staf f and students from the ac-
counting faculties of Universiti Utara Ma-
laysia (UUM) and Universiti Malaya (UM).
This is in line with the current develop-
ment at the Institute towards greater co-
operation with academic institutions, in
particular, institutions of higher learning.

B
ranches’ Committee Members
were appointed recently by the
Council. David Tiang was ap-

pointed as Chairman for the Sarawak
Branch and Alexandra Thien was ap-
pointed as Chairperson for the Sabah
Branch.
Sarawak Branch committee members
for 2001 are as follows :
Chairman, David Tiang Kung Seng;
Vice Chairman, Si Kiang Seng; Secre-
tary, Yeo Ah Tee; Treasurer, Teo Kin
Mia; Public Practice Tax Chairman, Wan
Idris bin Wan Ibrahim; Sports & Games
Chairman, Thomas Law Pick Ang; So-
cial & Functions Chairman, Zaferi
Borhan Mohamad; Education & CPD
Chairman, Simon Tan Cho Kiang; Sibu
Chapter Chairman, Philip Tong Hie
Tung; Miri Chapter Chairman, Andy
Chia Chu Fatt; Bintulu Chapter Chair-
man, Ngu Woo Hieng; Committees, Ri-
chard Kiew, Farehan Binti Hussin, Chin
Chee Kong, Eddie Wee Teck Tong.

Branch
Committees
of Sarawak
& Sabah

Appointed

Sarawak Branch Committee Members in Kuching office with David Tiang (seated centre)

Sabah Branch Committee Members with staff in Kota Kinabalu office
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I
n line with the Malaysian
government’s aim to es-
tablish Kuala Lumpur as

the Asia-Pacific region’s pre-
mier financial centre and
the emerging role of the KL
Options and Financial Fu-
tures Exchange in the devel-
opment of Malaysia’s finan-
cial markets, an evening talk
on “KLSE Composite Index
Futures & Options” was or-
ganised in conjunction with
a Fellowship Gathering in
the Sabah Branch Office. A
total of 50 members listened

(Seated L-R) :   Philip Yong, Desmond Chu, Alexandra Thien, Aileen Yeap,
Poon Chiong Phui with new Sabah members

attentively to the briefing by
speakers from a member
company of KLSE and
learned about margins, buy
put, sell put, leverage and
hedging. Among the partici-
pants at the evening talk
were 18 new members who
had earlier in the evening re-
ceived their certificates from
Branch Chairperson,
Alexandra Thien. During the
fellowship gathering, mem-
bers were introduced to the
newly appointed Branch
Committee Members.

Fellowship for New and Older Members
in Kota Kinabalu

S
arawak Branch plans to promote
MIA in smaller towns outside the
capital of Kuching. In February, the

Secretary of MIA Sibu Chapter, Ling Ming
Leh accompanied the Branch Manager for
Sarawak and Sabah, Lucy Read, to present
career talks at Kolej Damansara Utama, Sibu
Campus and United College Sarawak in Sibu.
Ling briefed the 100 college students cur-
rently pursuing accounting degrees via twin-
ning programmes with overseas universities
on how to qualify as an accountant after
graduation while Lucy
presented a talk on MIA
and the accountancy pro-
fession in Malaysia.

From Sibu, Lucy ven-
tured into one of the re-
mote towns on Upper
Rejang River. Kapit Town,
or Ulu Kapit as it is more
fondly referred to, can
only be reached by river
and the popular transpor-
tation here is express

MIA Braves the Monsoon,
Current and Tides to Kapit

boat, which also services and calls on the
other smaller towns like Song and Kanowit
and numerous native longhouses along the
upper reaches of the longest river in Sarawak.
These boats resemble oversized bullets with
side doors that open upwards. The roof of
these vessels are stacked with boxes of live
chicken, trays of eggs and an assortment of
goods and supplies.

The journey to Kapit takes approximately
three hours depending on the tide. As the
boat sways upstream against the narrowing

river, passengers have to bear with the deaf-
ening sounds of war action movies con-
stantly played on the TV sets. This coupled
with the rumblings of the powerful engines
can be quite difficult to bear. The powerful
engines are needed to fight against the cur-
rents of the mighty Rejang River and Up-
per Baleh River, which gushes down from
the interior mountains of the Kalimantan
border during the rainy seasons and king
tides. The talk was presented to the SPM
Economics class students of the boarding
school who were mainly from the Iban com-
munity. The students were very attentive as
this was the very first career presentation
in Kapit which made the trip to ulu more
memorable.

It was a much delayed return trip to Kuching
as all flights to and from
Sibu were cancelled or di-
verted due to the inces-
sant downpour at the tail
end of the north-east
monsoon. Floods hit the
Sibu and Kapit divisions
the same evening resulting
in the closure of more than
26 schools two days later
and 24 longhouses along
the Rejang-Balleh were cut
from the towns.

Bullet vessels berthed at Sibu wharf ready to blast up the ulu
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The International Accounting Stand-
ards Committee, together with
other members of the Financial In-

struments Joint Working Group of Stand-
ard Setters (JWG), recently published for
public comment the JWG’s “Draft Stand-
ard and Basis for Conclusions — Account-
ing for Financial Instruments and Similar
Items” (the ‘Draft Standard’).

The document represents the views of
JWG members, who are representatives or
members of, accounting standard setters
or professional organisations in ten juris-
dictions. Although the Board of IASC has
discussed most aspects of the Draft Stand-
ard, the views expressed in the Draft Stand-
ard do not necessarily reflect the views of
the Board. In addition, while written in the
form of a draft standard, the document is
not an IASC draft standard or exposure
draft. IASC is treating the Draft Standard
as a discussion paper. An exposure draft
may follow, but this will be issued only af-
ter further deliberations in light of com-
ments received on the Draft Standard.

The Draft Standard represents an impor-
tant milestone in the Board’s project on Fi-
nancial Instruments. The primary objective
of the Draft Standard is to reflect, in an en-
terprise’s balance sheet and income state-
ment, the effects of events on the fair value
of the enterprise’s financial instruments,
and certain similar items, in the periods in
which those events occur. It establishes
principles for recognition, measurement,
presentation and disclosure of financial in-
struments and similar items in the financial
statements of all enterprises. The propos-
als would affect existing accounting prac-
tices in many areas, including those related
to the use of hedge accounting.

A 1997 IASC Discussion Paper examined
the major recognition and measurement is-
sues for financial instruments. Among
other things, it proposed that all financial
instruments should be measured at fair
value. In light of comments received on the
Discussion Paper, the Board decided to
proceed with the project on accounting for

IASC Invites Comments on Proposals for Accounting
for Financial Instruments and Similar Items

financial instruments in two phases :

n a project to meet the urgent need for a
standard on the recognition and meas-
urement of financial instruments; and

n a comprehensive longer-term project in
partnership with national standard setters.

IASC completed the first phase in Decem-
ber 1998 when it approved IAS 39, Finan-
cial Instruments :  Recognition and Measure-
ment. IAS 39 represented a move toward the
Discussion Paper’s proposal to require fair
value accounting for all financial instruments.

To further the longer-term project the
Board agreed late in 1997 to participate in
the JWG. The Chair of the JWG is a repre-
sentative of IASC. It is hoped that future
work on financial instruments will be car-
ried out together with other standard set-
ters in order to achieve a single method of
accounting for financial instruments.

Commenting on the publication, the
JWG Chair, Alex Milburn said :  “The Draft
Standard proposes some far reaching
changes. The large majority of the JWG
believe that these will significantly improve
financial reporting and can be imple-
mented with appropriate preparation. It is
our hope that this Draft Standard will pro-
vide the basis for informed comment from
interested parties, for rigorous analysis
and field testing and, ultimately, for an in-
ternationally agreed standard for account-
ing for virtually all financial instruments
and similar items of all enterprises.”

Thomas E. Jones, IASC Chairman, said
“Having worked in a multinational bank for
many years, I am convinced that the impor-
tance of having a global accounting stand-
ard for financial instruments cannot be over-
emphasised. This is a clear case of needing
global standards for a global marketplace —
and when it comes to financial instruments,
such as bonds, derivatives and equities, the
market truly is a global market.”

Sir Bryan Carsberg, IASC Secretary Gen-
eral added “IASC’s project on financial in-
struments has been in-process for over 10
years, demonstrating that the topic is one

of great complexity and innovation. The
comments received on this ‘Draft Standard’
will be of vital assistance to the new IASC
Board, which will have the responsibility of
taking the project to the next level. The work
will be an early application of the new IASC
Board’s ‘liaison’ relationship with other na-
tional standard setters as we all seek to de-
velop a truly global accounting standard for
financial instruments.”

Sir Bryan also thanked the members of
the JWG, and particularly the Chairman.
“Alex Milburn and his staff have given tre-
mendous leadership to this project. He has
had to work with standard setting bodies in
many different countries, each with their own
concerns and priorities. The Draft Standard
represents a significant achievement”.

A. The Draft Standard is founded on four basic
principles.

1. Fair Value Measurement Principle
The JWG accepted the Discussion Paper

conclusion that fair value is the most relevant
measurement attribute for all financial instru-
ments, and has concluded that sufficiently reli-
able estimates of the fair value of financial in-
struments are obtainable for financial reporting
purposes, with the exception of certain private
equity investments.

The Draft Standard sets out principles for es-
timating the fair value of financial instruments
within a hierarchy. First, observable market exit
prices for identical instruments are to be used if
available. If such prices are not available, market
exit prices for similar financial instruments are
to be used with appropriate adjustment for dif-
ferences. Finally, if the fair value of a financial
instrument cannot be based on observable mar-
ket prices, it should be estimated using a valua-
tion technique that is consistent with accepted
economic pricing methodologies. Such a valua-
tion technique should incorporate estimates and
assumptions that are consistent with available in-
formation that market participants would use in
setting an exit price for the instrument.

The estimated market exit price for a finan-
cial liability is to reflect the effects of the same
market factors as for a financial asset, includ-
ing the credit risk inherent in the liability.

The Draft Standard addresses circumstances
requiring special consideration in using ob-
served market prices to determine fair value.
These include :
(a) situations in which obser vable market

prices may not be determined by normal

NOTES
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NOTES

market interactions (for example, where the
observed market price would have been dif-
ferent if not for other transactions or con-
tracts between the transacting parties);

(b) where observable market transactions are
only infrequently available;

(c) where there are prices in more than one
market for a financial instrument;

(d) where an enterprise holds a large block of
a financial instrument and observable mar-
ket exit prices are only available for small
blocks; and

(e) where the observable market exit price in-
cludes value that is not directly attributable
to the financial instrument. A prominent ex-
ample is demand deposit liabilities. Observ-
able market exit prices for these liabilities
include the value of benefits expected to re-
sult from future deposits and from other
services that can be expected to arise from
the customer relationship. The Draft Stand-
ard would require that such value not be
included in the fair value of deposit liabili-
ties because the objective is to estimate the
value of the existing financial instrument.

The Draft Standard sets out basic standards
for selecting valuation techniques and for the
use of estimates and assumptions. Present value
concepts are central to the development of valu-
ation techniques.

The JWG believes that an important under-
pinning for ensuring that fair value estimates
and assumptions are made on a reliable and in-
ternally consistent basis lies in an enterprise es-
tablishing fair value measurement policies and
procedures that are appropriate to its financial
activities.

2.  Income Recognition Principle
All gains and losses resulting from measur-

ing financial instruments at fair value are to be
recognised in the income statement in the re-
porting periods in which they arise, with one
exception. The exception is that, in accordance
with existing foreign currency translation stand-
ards, exchange translation gains and losses re-
lating to certain foreign operations are to be
separately presented outside the income state-
ment.

The Draft Standard would require the pres-
entation of interest revenue and interest ex-
pense calculated on a fair value basis, and infor-
mation about gains and losses by general classes
of financial risks. The JWG concluded that the
traditional historical cost “effective interest”
method is not appropriate for the analysis of
income determined on a fair value basis for in-
terest-bearing financial instruments.

3. Recognition and Derecognition
Principle
An enterprise would be required to recog-

nise a financial instrument when it has the con-
tractual rights or obligations that result in an
asset or a liability and to derecognise a finan-
cial instrument or a component thereof when it
no longer has the pertinent rights or obligations.

The Draft Standard would require a compo-
nents approach to transfers involving financial
assets. Difficult issues arise in applying this ap-

Hedges
Following from the first three principles above,

the Draft Standard does not permit special ac-
counting for financial instruments that are en-
tered into as part of risk management activities.
In other words, financial instruments that are
used for hedging purposes (for example, used
as hedges of risks expected to arise from antici-
pated future transactions) are to be recognised
and measured at fair value, with gains and losses
recognised immediately in the income statement,
just as for all other financial instruments.

B. Membership of the Joint Working Group
The Financial Instruments Joint Working

Group of Standard Setters includes representa-
tives of IASC and representatives or members
of accounting standard setting bodies or profes-
sional organisations in Australia, Canada,
France, Germany, Japan, New Zealand, the Nor-
dic Countries, the UK and the US.

Copies of the Financial Instruments Joint
Working Group of Standard Setters’ Draft
Standard and Basis for Conclusions :  Ac-
counting for Financial Instruments and
Similar Items, (ISBN 0 905625 90 0), price
£25 each (£1=RM5.50) may be obtained
directly from IASC’s Publications Depart-
ment, 166 Fleet Street, London EC4A
2DY, UK, Telephone :  +44 (020) 7427-
5927, Fax :  +44 (020) 7353-0562, e-mail :
publications@iasc.org.uk, website :
www.iasc.org.uk

proach to complex transfer transactions (such
as securitisations, sale and repurchase and stock
lending arrangements, and certain factoring
situations) where the transferor has a continu-
ing involvement in the transferred assets. The
Draft Standard would require that a transferor,
generally, continue to recognise a transferred
financial asset, or part thereof, to the extent that
the transferor has a conditional or unconditional
obligation to repay the consideration received
or a call option over a transferred component,
unless the transferee has the ability to transfer
that asset to a third party.

4. Disclosure Principle
The JWG believes that financial statement

presentation and disclosure should be sufficient
to enable evaluation of risk positions and per-
formance in respect of each of an enterprise’s
significant financial risks. To accomplish this
objective the Draft Standard would require :
(a) a description of each of the financial risks

that was significant to an enterprise in the
reporting period and the enterprise’s objec-
tives and policies for managing those risks;

(b) information about the balance sheet risk
positions and financial performance effects
for each of these significant risks; and

(c) information about the methods and key as-
sumptions used to estimate the fair value of
financial instruments.

A number of the Draft Standard disclosures
are already required by accounting standards
in many jurisdictions. The adoption of a com-
prehensive fair value measurement system pro-
vides a richer and more consistent foundation
for disclosures that facilitate the predictive and
accountability purposes of financial reporting.

Comments Due on Public Sector EDs

IFAC’s Public Sector Committee urges
accountants, government officials and
others who work in the public sector to

provide comments on two exposure drafts,
ED 14 — Property, Plant and Equipment and
ED 15 — Leases, and an Invitation to Com-
ment on Impairment of Assets by 30 Janu-
ary 2001. Comments from those who use the
standards or rely on the work of public sec-
tor accountants are vital to ensuring the rel-
evancy and effectiveness of the standards.

The focus of the proposed new docu-
ments is as follows :

n ED 15 — Leases :  Proposes require-
ments for the accounting treatment of
leasing transactions.

n ED 14 — Property, Plant and Equipment :
Addresses some of the principal issues
in accounting for property, plant and

equipment, such as the timing and rec-
ognition of assets, and prescribes the ac-
counting treatment for such items.

n Invitation to Comment on Impairment
(ITC) of Assets — Reflects the tentative
position of the Public Sector Committee
that an impairment test should be ap-
plied to all assets.

The EDs and ITC are posted on the
IFAC website :  www.ifac.org. Com-
ments may be submitted to
EDComments@ifac.org or faxed to the
IFAC Secretariat (1-973-286-9570). Visi-
tors to IFAC’s website may also
download International Public Sector
Accounting Standards (IPSASs) 1-8 and
the exposure draft “Financial Reporting
Under the Cash Basis of Accounting.”
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Auditors, bank super visors and
other interested parties are in-
vited to comment on an exposure

draft, “The Relationship Between Banking
Supervisors and Banks’ External Audi-
tors”, developed by the Basel Committee
on Banking Supervision and the Interna-
tional Federation of Accountants’ (IFAC)
International Auditing Practices Commit-
tee (IAPC).

The tasks and responsibilities of bank su-
pervisors and external auditors, as well as
the challenges they face, have become in-
creasingly demanding as the business of
banking has become even more complex
at both the national and international lev-
els. The Basel Committee and IAPC share
the view that a greater mutual understand-
ing amongst banking supervisors and ex-
ternal auditors of each other’s tasks and
responsibilities and, where appropriate,
communication, improve the effectiveness
of bank audits and supervision to the ben-
efit of both disciplines, as well as the pub-
lic at large.

The purpose of the proposed new Inter-
national Auditing Practice Statement
(IAPS) is to provide information and guid-
ance on how the relationship between bank
auditors and supervisors can be strength-
ened to mutual advantage, taking into ac-
count the Basel Committee’s Core Princi-
ples for Effective Banking Supervision.
Specifically, the proposed IAPS :

n Describes the primary responsibilities of
the board of directors and management;

n Examines the essential features of the
role of external auditors;

n Examines the essential features of the
role of supervisors;

n Reviews the relationship between the
supervisor and the auditor; and

n Describes additional ways in which au-
ditors and the auditing profession can
contribute to the supervisory process.

Both the Basel Committee and IAPC rec-
ognise that because the nature of the rela-
tionship between auditors and bank super-
visors varies significantly from country to

country, the guidance may not be applica-
ble in its entirety to all countries. Nonethe-
less, it will provide a useful clarification of
the respective roles of the two professions
in the many countries where significant
working relationships exist or where the
relationship is currently under study.

Comments on this exposure draft should
be submitted by 12 June 2001. Comments
may be submitted by post to the Basel Com-
mittee on Banking Supervision, CH-4002
Basel, Switzerland, or fax : +41 61 280 9100,
e-mail : bengt.mettinger@bis.org. Com-
ments may alternatively be e-mailed to
EDComments@ifac.org or faxed to the
IFAC Secretariat (+1 973 286 9570). The
draft can be downloaded from the BIS
website (http://www.ifac.org) or from
IFAC’s website http://www.ifac.org.

Both IAPC and the Basel Committee will
consider the comments received in the de-
velopment of final guidance, which is ex-
pected to be published before the end of
the year.

New Draft International Standard Explores Roles of
Auditors and Bank Supervisors

The International Federation of Ac-
countants (IFAC), has recently
published a collection of award-

winning articles on financial and manage-
ment accounting topics entitled Articles of
Merit — 2000 Competition. The articles,
previously published in accountancy jour-
nals around the world, were selected as
part of IFAC’s Financial and Management
Accounting (FMAC’s) Article Award Pro-
gram for Distinguished Contribution to
Management Accounting.

An international panel of judges selected
“Accounting — The Digital Way,” by Scott
M. Boggs, as the winning article. The arti-
cle focuses on how Microsoft Corp. devel-
oped an intranet-based digital environment
linking all of the financial groups into a sin-

IFAC Publishes Award-Winning
Management Accounting Articles

gle coherent system. The system enables
Microsoft employees to obtain real-time ac-
cess to information and financial reports
through the Internet, while reducing pa-
perwork, transaction time and publishing
and distribution costs. The article first ap-
peared in the May 1999 issue of the Jour-
nal of Accountancy, published by the Ameri-
can Institute of Certified Public Account-
ants. It may be viewed on IFAC’s website
at http://www.ifac.org/library.

Other meritorious articles in the collec-
tion focus on intellectual capital statements
and knowledge management, managing
the cash gap, determining the fair market
value of websites, implementing innovative
management accounting systems, and pay-
roll benchmarking.

The FMAC Article Award for Distin-
guished Contribution to Management Ac-
counting is designed to recognise articles
that contribute to the advancement of man-
agement accounting and is part of FMAC’s
overall initiative to encourage best prac-
tices in financial and management account-
ing. The award-winning articles are se-
lected from those nominated by the jour-
nal editors of IFAC member bodies.

Articles of Merit — 2000 Competition and
other annual editions are currently available
in electronic formats from the IFAC website
at http://www.ifac.org/store. Print versions
of the 2000 book will be available in several
weeks. The print version can be ordered
through IFAC’s online bookstore or by call-
ing IFAC offices at +1-212-286 9344.
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HOW TO BECOME A MEMBER OF THE

MALAYSIAN INSTITUTE OF TAXATION

Benefits and Privileges of
Membership

The principal benefits to be derived from mem-
bership are :

1 Members enjoy full membership status and
may elect representatives to the Council of the Institute.

2 Status attaching to membership of a professional body deal-
ing solely with the subject of taxation.

3 Supply of technical articles, current tax notes and news from
the Institute.

4 Supply of the Annual Tax Review, together with the Finance Act.

5 Opportunity to take part in technical and social activities or-
ganised by MIT.

Qualifications Required For Membership
There are two classes of members, namely, Associate Members

and Fellows. The class to which a member belongs to is herein
referred to as his status. Any Member of MIT so long as he re-
mains a Member may use after his name in the case of a Fellow,
the letters FTII and in the case of an Associate, the letters ATII.

Associate Membership
1 Any person who has passed the Advanced Course examination

conducted by the Department of Inland Revenue and who has
not less than five years practical experience in practice or em-
ployment relating to taxation matters approved by the Council.

2 Any person whether in practice or in employment who is an
advocate or solicitor of the High Court of Malaya, Sabah and
Sarawak and who has had not less than three years practical
experience in practice or employment relating to taxation
matters approved by the Council.

3 Any Registered Student who has passed the examinations
prescribed (unless the Council shall have granted exemptions
from such examinations or parts thereof) and who has had not
less than five years practical experience in practice or employ-
ment relating to taxation matters approved by the Council.

4 Any person who is registered with MIA as a Registered Ac-
countant and who has had not less than two years practical
experience in practice or employment relating to taxation
matters approved by the Council after passing the examina-
tion specified in Part 1 of the First Schedule or the Final Ex-
amination of The Association of Accountants specified in Part
II of the First Schedule to the Accountants Act, 1967.

5 Any person who is registered with MIA as a Public Accountant.

6 Any person who is registered with MIA as a Licensed Account-
ant and who has had not less than five years practical experi-

ence in practice relating to taxation matters ap-
proved by the Council after admission as a li-
censed accountant of the MIA under the Account-
ants Act, 1967.

7   Any person who is authorised under sub-sec-
tion (2)/(6) of Section 8 of the Companies Act, 1965 to act as
an approved company auditor without limitations or conditions.

8 Any person who is granted limited or conditional approval
under sub-section (6) of Section 8 of the Companies Act, 1965
to act as an approved company auditor.

9 Any person who is an approved Tax Agent under Section 153
of the Income Tax Act, 1967.

Fellow Membership

1 A Fellow may be elected by the Council provided the appli-
cant has been an Associate Member for not less than five years
and in the opinion of the Council is a fit and proper person to
be admitted as a Fellow.

2 Notwithstanding, Article 8(1) of the Articles of Association, the
First Council Members shall be deemed to be Fellows of MIT.

Application for Membership

Every applicant shall apply in a prescribed form and pay pre-
scribed fees. The completed application form should be returned
accompanied by :

1 Certified copies of :

a) Identity Card.

b) All educational and professional certificates in support of
your application.

2 Two identity card-size photographs.

3 Fees :
Fellow Associate

(a) Admission Fee : RM300 RM200

(b) Annual Subscription : RM145 RM120

Every member granted a change in status shall thereupon pay
such additional fees for the year then current as may be prescribed.

The Council may at its discretion and without being required
to assign any reason, reject any application for admission to mem-
bership of the Institute or for a change in the status of a Member.

Admission fees shall be payable together with the application
for admission as members. Such fees will be refunded if the appli-
cation is not approved by the Council.

Annual subscription shall be payable in advance on and there-
after annually before 31 January of each year.
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Introduction
The Council recognises the rapid changes and expansion in

the knowledge that is required of accountants in order for them
to discharge their professional obligations effectively and respon-
sibly. Codification by way of legislation, accounting standards and
guidelines, developments in technology such as computerisation,
increased public expectations of the work of accountants — all
these place increasing demands on the profession and it is in-
cumbent upon members to ensure that the quality of their serv-
ices is of the highest standard. Participation in a programme of
continuing professional development (CPD) is therefore vital in
maintaining high standards and public confidence in the profes-
sion. Hence, the council has decided to make it mandatory for all
members of the Institute to obtain a minimum number of CPD
hours for each year.

Objectives of CPD
The Council urges all members to participate in CPD pro-

grammes. The objectives of which are :

a) to maintain an adequate level of technical knowledge;

b) to assist accountants in responding to new technological de-
velopments, changing responsibilities and economic condi-
tions; and

c) to demonstrate to society at large the concerns of the profes-
sion for public interest by encouraging accountants to acquire
adequate technical knowledge and skills in order for them to
provide the services reasonably expected of them.

C P D

C O L U M N S

In assisting members to gain the latest knowledge as well as
skills in strategic areas, the MIA council has amended the
Continuing Professional Development (CPD) guidelines. The

guidelines, which are seen to be more practical and ‘member
friendly’ take effect from 1 January 2001. The main changes to
the Guidelines are listed below :

(a) CPD points would be referred to as CPD hours.

(b) Courses conducted by MIA and other schedule bodies as well
as “member firms” will be given equal hours.

(c) For members in Peninsular Malaysia, Kuching, Kota Kinabalu,
the requirement is 80 (20 structured and 60 unstructured)
hours whilst for members in other areas, the requirement is
90 (10 structured and 80 unstructured) hours for each calen-
dar year.

GUIDELINES FOR CONTINUING

PROFESSIONAL DEVELOPMENT
AMENDED 20 DECEMBER 2000, EFFECTIVE 1 JANUARY 2001

Structured and Unstructured Learning
A CPD programme may be seen as comprising of ‘structured’

and ‘unstructured’ learning.
Structured CPD includes attendance, either as a lecturer or par-

ticipant, at short courses, conferences and seminars. It also can
be obtained from postgraduate studies or diploma courses, from
undertaking formal home study such as correspondence courses,
from services on a technical committee where technical material
is prepared by the members, or from writing technical articles,
papers or books.

Unstructured CPD includes private reading, study and tech-
nical research for practical work. Examples of each type of
learning activity and the points awarded are shown in Appen-
dix I.

Members’ Obligation
i. A CPD programme for each member shall comprise both

structured and unstructured learning activity. The minimum
CPD hours to be attained by members are as follows :

Minimum Minimum
Structured Unstructured

Region Hours Hours

Peninsular Malaysia 20 60

Kuching, Kota Kinabalu
Other areas 10 80

Appendix II shows some examples of CPD record summa-
ries. It is up to each member to decide whether a specific learn-
ing activity is relevant to his needs as well as adequate in qual-
ity.

ii. The Council has decided to make it mandatory for all mem-
bers of the Institute to attain a minimum number of CPD
hours for each year. It is hoped that each member will rec-
ognise the importance of maintaining a satisfactory level of
technical development in the profession, and that he will
adopt a CPD programme as a means of achieving these ob-
jectives.

iii. CPD hours in excess of the minimum can be carried over for
a period of two years.

iv. The CPD calendar year is from 1 January to 31 December.
CPD hours are prorated for members who are admitted dur-
ing the CPD year.

v. For purposes of calculating the minimum CPD hours re-
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APPENDIX II
Examples of CPD Record Summaries

Type of Hours
Learning

Activity

Reading technical briefs and journals Unstructured 50

MIA Continuing Professional Develop-
ment course on ‘Deferred Taxation’ Structured 8

One-day course on ‘Current Develop-
ments in Taxation’ organised by MACPA,
ACCA, CIMA and CPA, Australia Structured 6

Two evening talks on ‘Financial
Planning for Retirement’ and
‘Management Services for the Smaller
Business’ organised by MIA Structured 3

National Accountants’ Conference
organised by MIA or jointly with other
professional Bodies Structured 16

Technical research on accounting and
auditing matters for practical work
purposes Unstructured 30

Home study for changes in relevant
legislation, e.g. Budget speech, tax
amendments Unstructured 25

quired, either the place of residence or the place of employ-
ment of the member will be considered depending on which
of the two places has the higher minimum CPD hours re-
quired.

This applies to both structured and unstructured minimum
CPD hours. For example, a member who resides in Tuaran
(minimum structured CPD hours required — 10) but has his/
her place of employment in Kota Kinabalu (minimum struc-
tured CPD hours required — 20) will have to attain a mini-
mum of 20 structured CPD hours for that CPD year.

vi. Members must maintain record of their CPD compliance and
be able to tender appropriate evidence if called upon to do so.
Suitable evidence would include attendance certificates, diary
records, evidence of enrolment, qualification or assessment re-
ports, employer’s reports, academic awards and receipts.

Administration
 1 CPD accreditation involves the following functions :

i. Formulate programme guidelines for continuing professional
development.

ii. Evaluate programmes/activities for accreditation.

iii. Accredit activities/programmes upon request of professional
and /or outside organisations.

APPENDIX I

Accredited Structured
Learning Activities/Programmes

a) CPD Courses and Conferences organised by MIA or by
MIA jointly with other professional bodies or by other or-
ganisations endorsed by MIA.

b) CPD Courses and Conferences organised by other pro-
fessional accountancy bodies as listed in Part II of First
Schedule to Accountants Act, 1967.

c) Courses and Conferences organised by other accredited
organisations.

d) Participation in formal group and formal self-study pro-
grammes designed specifically for members.

e) Study undertaken for the purpose of preparing for a post-
qualification course.

f) Studies undertaken after qualification with a view to pre-
paring the candidate for a postgraduate degree.

g) Suitable courses run by a university or appropriate insti-
tutions.

h) Relevant courses run by a firm in public practice, by an
industrial company or other business organisations.

i) Correspondence courses, audiotape or videotape pack-
ages, courses of programmed texts or other individual
study programmes, which require participation by the
member.

j) Writing of technical articles, papers or books.

k) Working as a lecturer, instructor or discussion leader on
a structured course (repeat presentations of the course
should not be considered for this purpose).

l) Service as a member of a committee of the MIA and its
branches.

m) Attendance at Annual General Meetings, Extraordinary
General Meetings and Members’ Dialogues of the MIA
will entitle the member to obtain a maximum of 2 CPD
hours for each occasion.

Unstructured Learning Activities/Programmes

a) Reading technical, professional, financial or business lit-
erature.

b) Use of audiotapes, videotapes, correspondence courses,
etc. (where no participation is required).

c) Participation in meetings, briefing sessions or discussion
groups not organised by MIA.
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iv. Review and revise guidelines for continuing professional de-
velopment every year.

 2 A CPD Committee shall be formed to carry out CPD accredi-
tation functions and it shall comprise of at least four mem-
bers.

 3 CPD administration involves the following functions :

i. Evaluate delivery and overall management of accredited pro-
grammes/activities and submit reports thereon to the CPD
Committee.

ii. Launch campaigns for participation of outside organisations/
entities in CPD programmes and activities.

Audit Provisions
Each year a sample of members will be selected at random from

the Institute’s records and asked to produce evidence of their
compliance with CPD requirements.

Exemption From CPD Requirements
The Institute may grant temporary or partial exemption from

the CPD requirements to any member who shall make a writ-
ten application for such exemption for any of the following rea-
sons :

i. Prolonged illness or disability.

ii. Work assignment in foreign country for longer than one year.

iii. Work assignments in remote areas.

iv. Any other reason as determined by the Institute.

Amended 10  June 1999, effective 11  June 1999

The application shall be supported by a certificate from a li-
censed physician or hospital in the case of physical disability and
a certificate from the employer in the case of assignment in for-
eign country or in a remote area.

Compliance
Paragraph 4-3 of the Institute’s By-laws (On Professional Con-

duct and Ethics) provides that a member shall endeavour to en-
hance his professional competence and comply with the Continu-
ing Professional Development (CPD) guidelines as may be pre-
scribed by the Council from time to time.

g) Suitable courses run by a university or appropriate institutions.

h) Relevant courses run by a firm in public practice, by an indus-
trial company or other business organisations.

i) Correspondence courses, audiotape or videotape packages,
courses of programmed texts or other individual study pro-
grammes, which require participation by the member.

j) Writing of technical articles, papers or books.

k) Working as a lecturer, instructor or discussion leader on a
structured course (repeat presentations of the course should
not be considered for this purpose).

l) Service as a member of a committee of the MIA and its
branches.

m) Attendance at Annual General Meetings, Extraordinary Gen-
eral Meetings and Members’ Dialogues of the MIA will enti-
tle the member to obtain a maximum of 2 CPD hours for each
occasion.

APPENDIX III

Continuing Professional Development
Report of CPD Hours for the

Year Ended 31 December 20XX

Name :

Membership No :

Classification :

Firm Address  :

Tel No. :

Fax No :

Residential Address :

Tel No. :

Date, Topic and Speaker Organised by Type of Activity
Structured (S) or
Unstructured (U) No. of Hours

I confirm that I have maintained appropriate records and
have completed the above CPD activities.

Signature :

Date :
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NOTICE TO MEMBERS

Malaysian Finance
Association Workshop
(MFA) :  Invitation to
Submit Papers

The Malaysian Finance Association
(MFA) in collaboration with the Manage-
ment Centre of the Kulliyah of Economics

All members are invited to participate or
present papers at the :  “International Fo-
rum on the State and Local Governments
Accounting and Reporting.”

Theme : Challenges for the State and
Local Governments in the 21st Century to
be held at Berjaya Langkawi Beach and Spa
Resort  from  22-24 July 2001.

This Forum is organised by the Institute
for State and Local Governments Account-
ing and Reporting (IFSALGAR), an insti-
tute established under the School of Ac-
countancy, Universiti Utara Malaysia. The
Forum will be officiated by the Honourable
Prime Minister of Malaysia Dato Seri Dr.
Mahathir Mohamed.

This forum presents an excellent oppor-
tunity for networking as the expected par-
ticipants include academicians, practition-
ers in related fields, government of ficers,
standards and policies setters of related

Approved Accounting
Standards

In response to the requests made by
members with regard to the MASB Ap-
proved Accounting Standards, the Coun-
cil has decided that copies of MASB
Standards 14 to 21, SOP 1 & 2 will be
given gratuitously to members*, upon re-
quest.

However, if members require the pro-
nouncements issued by MASB prior to July
2000, members are requested to purchase
the documents from MASB.

N.B.  *Please note that only members who have
paid their annual subscription to-date are eligi-
ble to receive the MASB Standards 14 to 21, SOP
1 & 2.

Calling all MIA Members
to Participate in the
International Forum on
the State and Local
Governments Accounting
and Reporting

fields and prominent speakers in related
areas from various parts of the world.

For those of you who are interested in
presenting your papers at this Forum,
please note the following deadlines :

Deadline for submission : Abstract
: 1 April 2001

Completed paper : 30 April 2001

Notification of acceptance : 15 May 2001

At the moment, IFSALGAR has already
received the following topics from Malay-
sia :

Financial Reporting and Performance
Measurement of the State Corpora-
tions.

The Role of the Accountant General’s
Office in the Development of State and
Local Government Accounting and Re-
porting.

Auditor General’s Office.

Interested presenters are welcome to
present other topics which will be of inter-
est to both local and international partici-
pants who will constitute practitioners, pro-
fessionals, academicians and students.
Among the topics that can be considered
are :

n Accrual versus Cash Approach for Finan-
cial Reporting.

n IT and Financial Reporting.

n Accounting and Accountability in Re-
porting.

n Innovations in Financial Reporting.

n E-Government.

n Other related areas and topics.

All papers should :

n be printed on one side of A4 paper or be
in electronic format either in Microsoft
Word or Rich Text Format or be sent
through e-mail to the secretariat.

n have a maximum length of 5,000 words.

n be single spaced with ample margin and

bear the title of the paper, name of the
author(s) and institutional affiliation of
the author(s).

n place abstract at the beginning of the pa-
per.

n place tables, graphs, charts and figures
at the end of the papers.

The Registration Fee is as follows :

By March 2001 After March 2001

Paper Presenters
RM600.00 RM650.00

Participants
RM630.00 RM650.00

The Registration Fee includes confer-
ence proceedings, reception dinner on 21
July and meals from 22-24 July.

All correspondence, abstracts and pa-
pers or electronic submission should be
directed to :

Associate Professor
Dr. Mohamad Tayib or

Rose Shamsiah Samsudin

The Secretariat

International Forum on
State and Local Governments

Accounting and Reporting
(IFSALGAR)

School of Accountancy
Universiti Utara Malaysia

06010 Sintok, Kedah Darul Aman.
Tel :  04-928 5737/5247

Fax :  04-928 5762
e-mail :  ifsalgar@webmail.uum.edu.my
Homepage :  http://www.spk.uum.edu.my

1
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The Institute would like to draw the at-
tention of members to Public Ruling
No. 8/2000 issued by the Inland Revenue
Board dated 30 December 2000, on the
application of Section 114(1A) of the In-
come Tax Act, 1967, in relation to the act
of wilful evasion of tax and other related
offences. The ruling is intended to con-
sider :

(a) what constitutes or amounts to wilful
evasion or intent to evade or to assist
any other person to evade tax under
Section 114(1) of the Income Tax Act,
1967;

(b) the nature of assistance or advice given
by any person in the preparation of a
return that can be regarded as an of-
fence under Section 114(1A) of the Act;
and

(c) the consequences of such wilful eva-
sion, intent to evade tax or to assist
any other person to evade tax, and of
giving of assistance or advice in the
preparation of a return which results
in the understatement of liability for
tax.

It gives an outline of how the law is to
be applied in various circumstances. Gen-
erally, where a false statement or false
entry or deliberate omission of an entry
is made in a return or in any books of ac-
count or other records maintained by or
on behalf of any person, that person, in as
far as the Ruling is concerned, may be
presumed to have made that false state-
ment or false entry or deliberate omission
with the intention to evade tax. It further
defines wilful evasion of tax to mean any
action or deed deliberately performed or
done with the purpose or intention of
evading or assisting any other person to
evade tax, and (without necessarily dis-

Inland Revenue Board
Malaysia Wilful Evasion of
Tax and Related Offences

and Management Sciences, International
Islamic University Malaysia (IIUM), will be
holding the 3rd annual MFA workshop on
26 May 2001, at IIUM Campus, Jalan
Gombak (Kuala Lumpur Campus) Man-
agement Centre.

With the Theme :  “Malaysian Capital
Markets :  Challenges For The New Mil-
lennium”, the organiser is inviting inter-
ested parties to submit papers and partici-
pate in the event.

In their statement to MIA, Director of
the Management Centre of IIUM,
Dr. Obiyathulla Ismath Bacha, indicated
that up to three outstanding papers may
be chosen to receive awards based on its
quality and relevance in the Malaysian con-
text. The winning submissions as well as
five selected papers will be published in a
special issue of the Capital Market review.

Interested participants are requested to
submit four hard copies of their paper(s),
and it may be written in Bahasa Malaysia
or English. The deadline for paper submis-
sion is 31 March 2001. According to the
same statement, all papers submitted will
be judged accordingly. Notification of ac-
ceptance will be made known to partici-
pants by 5 May 2001.

Please send your paper to :

Dr. Obiyathulla Ismath Bacha
Program Chair

Management Centre
International Islamic University Malaysia

Jalan Gombak, 53100 Kuala Lumpur
Tel :  03-2056 4181/4183/4187

Submission via e-mail is also
acceptable. For further clarification

please contact :
Mohd Helmi Daud

mohd.helmi@iiu.edu.my
Azhar Mohamad

azhar_mohamad@yahoo.com
Nor Azizan Che Embi

che.izan@mailcity.com
Dr. Obiyathulla Ismath Bacha

lobiya@iiu.edu.my

placing or superseding the general mean-
ing of such statement) would include any
of the following :

(a) deliberate omission of any income from
a return;

(b) making a false statement or entry in a
return;

(c) giving a false answer (orally or in writ-
ing) to a question asked or to a request
for information made for the purpose
of the Act;

(d) preparing or maintaining false books
of account or other records, or author-
ising the preparation or maintenance
of false books of account or other
records;

(e) falsifying books of account or other
records, or authorising the falsifica-
tion of books of account or other
records; and

(f) making use of any fraud, art or contriv-
ance, or authorising the use of any
fraud, art or contrivance.

Although the above definition is not un-
expected, members are however advised
to consider the implication of the follow-
ing clarifications :

(a) Assistance in, or advice with re-
spect to, the preparation of a re-
turn.

(i) Where a person assists in, or advises
with respect to, the preparation of a re-
turn and as a result of that assistance
or advice there is an understatement
of the liability for tax of another per-
son, the person giving that assistance
or advice may be liable for prosecution
if it can be construed that there is dis-
honest intention on his part to assist
the other person to evade tax.

(ii) No inference of dishonest intention
would be made if it can be shown that
the assistance or advice was given with
reasonable care, on the basis of an in-
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above, or where there is failure to dis-
close or draw attention to any matter
affecting liability for tax for which dis-
closure should have been made or to
which attention should have been
drawn.

Members who wish to have a complete
version of this tax ruling are advised to go
to the official website of the Inland Rev-
enue Board at www.hasilnet.org.my where
a series of examples are provided for the
information of the public in the light of the
introduction of the Self Assessment Re-
gime with ef fect from 1 January 2001.

It must be emphasised that a Public Rul-
ing is issued for the purpose of providing
guidance for the public as well as the offic-
ers of the Inland Revenue Board and thus,
sets out the interpretation of the Director
General of the Inland Revenue Board in
respect of a particular tax law, the policy
and procedure that are to be consistently
applied. Please be guided accordingly.

M E M B E R S H I P

C O L U M N S

terpretation of the law as stated in the
Act or in the decision in any tax case
or in a ruling and that interpretation is
one at which any reasonable person
with his knowledge and experience
would have arrived. The person giving
the assistance or advice should have
acted in good faith, in the light of all
information available after making in-
quiries that any reasonable person
would have made.

(b) Examination of specific claims for
deductions, allowances, reliefs or
rebates.

(i) Any person who assists in, or advises
with respect to, the preparation of a
return should examine specific claims
for deductions, allowances, reliefs or
rebates made in the return and, where
considered necessar y or prudent,
should scrutinise (or, if not already
available, obtain and scrutinise) writ-
ten analyses or detailed statements in
respect of items in the accounts
wherein there is a likelihood that ex-
penses or outgoings that are not allow-
able or are only partially allowable
have been included, especially ex-
penses or outgoings that are grouped
or categorised collectively (such as
bad or doubtful debts, general/ mis-
cellaneous/ sundry expenses, man-
agement expenses, legal or profes-
sional fees, repairs, etc.). The person
making the return or on whose behalf
the return is made should certify or
confirm in writing and provide such
documents, analyses, statements or
other relevant information which
might af fect his liability for tax,
whether requested or not by the per-
son giving the assistance or advice.

(ii) An adverse inference may be drawn
where there is a failure to call for or
failure to provide the documents, analy-
ses, statements or other information
mentioned in the immediate paragraph

The Council on 9 February 2001 had
amended the guidelines for the admission
of Associate members and academician ap-
plying under the Registered Accountant
category. The amendment with regard to
the Associate membership applications
was to reduce the teaching experience re-
quired for admission as an Associate mem-
ber from five years to three years of post-
qualifying teaching experience.

As to the amendment for the academi-
cian applying under the Registered Ac-
countant category, the years of teaching
experience required would be two years
of post-qualifying experience. The neces-
sity for an academician to acquire some
practical accounting experience of 12
months remains the same.

Guidelines for
the Admission of
Associate Members
and Academicians

NOTICE TO MEMBERS
A. ASSOCIATE MEMBERSHIP
Guidelines for admission of
Associate members.

The following Guidelines are to be used
to admit academicians as Associate mem-
bers who are currently teaching at Uni-
versities or Institutions of Higher Learn-
ing recognised by the Institute and other-
wise not qualified to be admitted as mem-
bers.

(a) Shall posses a first degree/profes-
sional qualification and a Masters de-
gree, in which one of it must be a ma-
jor in accounting. The other degree
may be in accountancy related sub-
jects; and

(b) Shall have a minimum of 3 years expe-
rience of teaching accountancy-related
subjects at an institution of higher
learning.

Provided that the Council shall have an
absolute discretion with regard to an ap-
plication for admission as an Associate
member and that the Council’s decision
shall be final.

B. REGISTERED ACCOUNTANT —
APPLICATIONS BY AN
ACADEMICIAN

The guidelines for the admission of acad-
emicians as Registered Accountants are as
follows :

An academician may apply to be a Reg-
istered Accountant if he fulfils the follow-
ing conditions :

(a) The teaching experience required is
two years of post-qualifying experi-
ence.

(b) The balance period of one year of post-
qualifying practical experience in ac-
counting must be obtained in other ar-
eas, which can be accumulated, pro-
vided that each period is of not less than
three months.

72



Akauntan NasionalMarch 2001 73

The standard on Assurance Engage-
ments is developed by the IAPC to meet
the demand for services that increase the
value of information for decision-making.

The standard describes the elements of
an assurance engagement and the require-
ments for professional accountants in pub-
lic practice undertaking an assurance en-
gagement. The standard provides an over-
all framework for assurance engagements
intended to provide either a high or mod-
erate level of assurance.

It establishes the basic principles and es-
sential procedures for professional ac-
countants in public practice for the per-
formance of engagements intended to pro-
vide a high level of assurance. This stand-
ard does not, however, provide basic prin-
ciples and essential procedures for engage-
ments intended to provide a moderate level
of assurance.

When a professional accountant is en-
gaged to perform an engagement for which
specific standards exist, those standards ap-
ply; if no specific standards exist for an as-
surance engagement, this standard on As-
surance Engagement applies. This standard
does not supersede the existing Malaysian

MIA INVITES COMMENTS ON

THE ASSURANCE

ENGAGEMENT STANDARD
Approved Standards on Auditing.

Comments
The MIA looks forward to receiving

comments on this Exposure Draft from
members and other interested parties.
Specific comments are sought on issues
that may arise in the application of this
standard in practice.

The draft may be collected from the In-
stitute by informing us two days in ad-
vance.

Comments should be submitted in writ-
ing so as to be received by 1 July 2001. Un-
less respondents request confidentiality,
their comments are a matter of public
record.

All comments are to be directed to :

The Chairman
Accounting and Auditing Committee

Dewan Akauntan
2 Jalan Tun Sambanthan 3

Brickfields
50470 Kuala Lumpur

Tel :  03-2274 5055
Fax :  03-2273 1016

e-mail :  technical@mia.org.my
website : http://www.mia.org.my

Agreement (n). any meeting of the
minds, even without legal obligation. In
law, another name for a contract includ-
ing all the elements of a legal contract :
of fer, acceptance, and consideration
(payment or performance) and intention
to create legal relations, based on spe-
cific terms.

It could also be referred to as “a com-
ing together of the minds; a coming to-
gether of opinion or determination :  the
coming together in accord of two minds
on a given proposition.

LEGAL BITES

The act of two or more persons, who
unite in expressing a mutual and com-
mon purpose, with the view of altering
their rights and obligations. The union
of two or more minds in a thing done or
to be done :  a mutual assent to do a
thing.

Often used synonymously with “con-
tract”, one needs to note that “agree-
ment” is essentially a broader term. An
agreement may lack a certain essential
element/requirement (e.g. Considera-
tion) of a contract.

MEMBER NAME
NUMBER

17087 LIEW KOK CHOY

17089 HARIS HARDI BIN ZAKARIA

17090 MAZLAN BIN CHE WIL

17091 AHMAD ZAKI BIN ABDULLAH

17092 HANITA BINTI BUNJARI

17093 SALWANI BINTI ANWAR

17094 GWEE SIEW HUAN

17095 HARYANTI BINTI TASMIRAN

17096 HOW WOEI JYE

17097 KOH KHENG BAN

17098 LOKE WAI CHUI

17099 SYAHRUL AHMAR BIN AHMAD

17100 TAN YEE KHAI

17101 WONG SOON SENG

17102 ZAINAL ABIDIN BIN AHMAD

17103 ABD RAHMAN BIN MOHD NOOR

17104 BEE CHEE KOK

17105 EIZAM IZEIMI BIN ARBAK

17106  JULIA TIONG KONG LING

17107 LIEW CHOY YUEN

17108 LOONG HUEY MIEN

17109 MOHAMAD ZUHRI
BIN MOHAMAD TAHA

17110 MOHD SARIFFUDIN
BIN ABDUL RAOF

17111 NG LEE JIUAN

17112 NG SHIEK NEE

17113 NOOR HASIMAH
BINTI MUHAMAD

17114 NORHAFISHAL
BINTI AHMAD LATIFI

17115 ONG EE CO

17116 SIOW YEAN LING

17117 TAI SEET FUN

17118 WAN AZHAR BIN YUSOFF

17119 WONG CHOONG WYE

Members Who
Attended Induction
on 10 February 2001

(MIA Kuala Lumpur)
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F   or those who have been searching
for the right material on account-
ing rules and practices from other

countries, this booklet provides useful, up-
to-date and constructive material informa-
tion.

Focussing on a survey on “National Ac-
counting Rules in 53 countries”, it sets out
some of the differences between national
accounting rules and International Ac-
counting Standards (IAS) of the countries
surveyed. Hailed as the report to address
the World Bank President, James
Wolfensohn’s challenge for the accounting
profession to “Push the agenda for inter-
national harmonisation of accounting
standards to meet the needs of the global
marketplace”, this report presents an es-
sential reference material for investors,

worldwide accounting practices.
The study includes some 60 accounting

measures in the IAS and a survey of 53
countries from Asia, Latin America and
Europe (e.g. Austria, Finland, the Russian
Federation, Malaysia, Japan, etc.). This
wide range coverage of national policies
and regulatory measures of various coun-
tries across the globe is seen as the initial
step for many countries to analyse the de-
gree of similarities and differences of ap-
plicability of IAS in the various countries.

One of the greatest merits of the study
is the ease of comparison against one sin-
gle benchmark. It caters for the diverse
groups who will benefit from this study; viz.
the investors and the regulators.

Note :  Compiled by the Communications De-
partment.

GAAP 2000 — A SURVEY OF NATIONAL

ACCOUNTING RULES IN 53 COUNTRIES
 Library Call No. ;  657.0218 GAA
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International Accounting Standards Overview
and Application :  IAS 1 :  Presentation of Fi-
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Teddington :  ATC, 2000.
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International Accounting Standards Over-
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ment Accountants, 1998.
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government bodies, regulators and acad-
emicians.

The Report also enables us to understand
a little more, in regards to, the impact of
weak reporting in an economy that is in-
creasingly global and reliant on information.

Compiled by seven international firms
and edited by Christopher W. Nobes of
PricewaterhouseCoopers, England; it pro-
vides a “status report” of financial report-
ing convergence :  to the extent that at the
end of year 2000, national accounting rules
are aligned with IAS. IFAC’s President said
that the Report presents a first critical step
in understanding the current international
accounting environment. It will assist the
profession to play its part in improving




