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F R O M  T H E  E D I TO R

CONTRIBUTION OF ARTICLES

The Akauntan Nasional welcomes original and previously unpublished contributions which are of inte-
rest to accountants, executives and scholars. Manuscripts should cover domestic or international accounting
developments. Lifestyle articles of interest to accountants are also welcomed.

Manuscripts should be submitted in English or Bahasa Malaysia and range from 2,500 to 5,000 words
(double-spaced, typed pages). They should be submitted in hardcopy and diskette (3.5 inch) form in Microsoft
Word or Lotus Wordpro. Manuscripts are subject to a review procedure and the Editor reserves the right to
make amendments which may be appropriate prior to publication.

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?
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When the financial crises of 1997 enveloped Asia, commentators predicted it
would take years, even decades, for the region to recover. The Asian Wall
Street Journal in September 1998 declared, “the Asian crisis may undo de-

cades of gains”. True, the economies of many Asian countries were left in shambles
with many still recovering right up to this day. However, from the ashes of this turmoil,
stories of extraordinary courage surfaced giving hope to many individuals whose for-
tunes vanished and their spirits vanquished. One such man is Sirivat Voravetvuthikun,
better known as Thailand’s Mr. Sandwich, who shared his experience with Akauntan
Nasional at the recent National Accountants Conference. During the one-hour inter-
view, Sirivat gave a candid account of his fall from grace. From millionaire to roadside
food peddler and yet he is more ‘successful’ today than the days when he was king
among the crème de la crème of Thai society. His story, which takes centre stage in this
issue of Akauntan Nasional, is a lesson in tenacity for all of us.

If Sirivat is Thailand’s symbol of courage, we Malaysians have many such examples.
It never fails to impress me every time I stopover at a Mamak outlet for my teh tarik
fix, the legions of multiracial customers who patronise these ‘Anna-s’. Starting off
aeons ago as simple pushcarts offering hot tea and coffee, the Mamak outlet has
stood the test of time against the surge of food courts, fast food outlets, pubs and
designer coffee hangouts to become the average Malaysian’s favourite lepak joint,
anytime of the day. Offering an assortment of food and drinks, these reliable and
affordable eateries have become an expected presence in every row of shops in ev-
ery part of the country. Patronised by the rich and the not so rich, these outlets are
no longer associated with wet floors and oily walls but rather have become smart
restaurants known for their efficient service and tasty food. The Mamak experience
should make an interesting subject for some of us to emulate and to re-invent our-
selves. Members what say you?

The impending implementation of practice review by the Institute has brought with
it the customary anxiety attacks for many, as is the norm for any new initiative. While
appreciating the concerns raised, we would like to point out that many of the con-
cerns are founded on inaccurate or lack of information, unsatisfactory experiences in
the past or simply a proliferation of myths and rumours. It is for this reason that the
Institute is actively encouraging all members to take part in the consultation process
and is circulating information about practice review through circulars and also in the
Akauntan Nasional.

To our Muslim friends, Akauntan Nasional, on behalf of the President, Council
Members, Branch Chairmen, Committee Members and Staff of The Malaysian Insti-
tute of Accountants wishes you Selamat Hari Raya Aidilfitri, Maaf Zahir
Batin. And to the rest of you ‘Happy Holiday’.

 
Editor

Lesson in Tenacity
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MEMBER FINED RM18,000
A practising member of our Institute was re-cently
slapped with a compound fine of RM18,000 by
the Companies Commission of Malaysia (CCM)
for late renewal of his audit licence. The member
is currently appealing to the CCM for a reduction
in the amount of the compound fine.

We urge members to be extra careful in en-
suring that the renewal of their audit licence
or liquidator licence is done on time.

DE-REGISTRATION OF A
NON-AUDIT FIRM

In October 2002, the Institute de-regis-
tered Siva & Co. (NF0027) from its mem-
ber firms’ database.

ANNUAL SUBSCRIPTION  :
FINAL REMINDER

Please be informed that the Final Reminder
for the Annual Subscription for the financial year
2002/03 has been sent out to all members in the
second week of November 2002. Members who
have not received the said Reminder are re-
quested to write in to request for another copy.

The Institute would like to inform members
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VISION AND
MISSION

MIA’s Vision

• To be a globally recognised

and respected business

partner committed to

nation-building

MIA’s Mission

• To develop, support and

monitor quality and expertise

consistent with global best

practice in the accountancy

profession for the interest

of stakeholders

Malaysian Institute of Accountants
(Established under the Accountants Act, 1967)

NOTICE TO MEMBERS

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 : Chan Siew Tong

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 : Por Lee Tee

State : Kelantan
Location : Kota Bahru
Chairman : Billy Kang

State : Terengganu
Location : Kuala Terengganu
Chairman : Su Lim

NOTICE OF CHANGE OF
ADDRESS FOR

Bahagian Analisa Cukai
Kementerian Kewangan

Malaysia

Please be informed that the applications and
renewal of audit and liquidator licence should

now be directed to the following address :

Ketua Setiausaha

Kementerian Kewangan Malaysia

Bahagian Analisa Cukai

Tingkat 6 dan 7, Blok Tengah, Presint 2

Pusat Pentadbiran Kerajaan
Persekutuan

62592 Putrajaya

Tel : 03-8882 3000 (General Line)

Attn : Cik Nor Azlina bte Yusof

Cik Nor Azlina’s
LATEST telephone number

(Direct Line) is 03-8882 4308. AN

SCHEDULE OF FREE
EVENING TALKS

FOR PRACTISING MEMBERS

I n the year 2003, the Institute will be
organising a series of free evening talks for

practising members on every alternate month,
starting from January.

Topics to be covered in the talks will be pro-
vided at a later date.

Below are the dates for the talks, tentatively
scheduled to be held on the second Friday of
the month from 5.00 p.m. to 7.00 p.m. at the
Institute’s office in Kuala Lumpur :

MONTH DATE

January 10 January 2003

March 14 March 2003

May 9 May 2003

July 11 July 2003

September 12 September 2003

November 14 November 2003

As places are limited, registration will be on
a first come first served basis. Practising mem-
bers will be awarded two CPE points for each
talk that they attend. AN

AN

AN

AN

that the Council has resolved to remove from
the register of members, those members who
do not settle their outstanding Annual Subscrip-
tion by 31 December 2002. Accordingly, all
members are reminded to settle their Annual
Subscription before 31 December 2002. A re-
admission fee of RM500 will be imposed on
members who seek readmission.

ON THE RECORD
We refer to our report “On the 16th Annual
General Meeting”, which was reported in the
October issue of Akauntan Nasional. We wish
to clarify that due to unforeseen circum-
stances, Kok Kon Sang, Eddie;  who had been
nominated to stand for the recent election to
the Council had voluntarily withdrawn from
the election on 20 September 2002.

ON MOTIONS FOR THE AGM

Second, on the notice of motions to mem-
bers, Motion four (4) discussed proposals on
professional clearance and Motion five (5) dis-
cussed proposals for the current minimum au-
dit fee to be made mandatory. For full details of
the Motion, Members may refer to the Notice
of Motions, dated 16 September 2002.

AN



4 Akauntan Nasional November 2002

1 Filing Programme for 2002
— Non Company Cases

The Institute sought confirmation that
there were no changes to the filing
programme and that extension of time for
filing of tax returns for Y/A 2001 would be
allowed as follows :

i) Application for extension of time to file
return forms after 31 May 2002 must
be made on or before 15 April 2002.

ii) No extension of time beyond 31 May
2002 will be allowed for the following
cases :
� All partnership (D) cases
� All salary (SG) cases

iii) For all other cases, application for ex-
tension of time will be allowed up to
31 July 2002 in the ratio of 50 per
cent for June and 50 per cent for July.

In addition, the Institute suggested that
the IRB issue the filing programme for
non-company cases at the beginning of the
year in order to facilitate compliance with
the filing deadlines.
Comment

The IRB confirmed that there were no
changes to the filing programme. The dead-
lines for submission of return forms set out
above shall apply for 2002.

The IRB did not approve the Institute’s
request to defer the deadline to 30 April 2002
for applications for extension of time to file
tax return forms after 31 May 2002.

The IRB also informed that next year’s fil-
ing programme would be issued by early
March 2003.

2 Tax Audits

Feedback from members of the Institute
indicated that some field audits appeared
to take on the nature/character of tax
investigations in terms of the scope/cov-
erage of the review. Members were un-
clear as to the scope of a tax audit vis-à-vis
that of a tax investigation.

The Institute suggested that further clari-
fication/guidelines be issued on the scope
of tax audits so as to avoid ambiguity.

The Institute also suggested that where
substantial additional taxes were assessed
following a tax audit, appropriate consider-
ation be given to a taxpayer’s request to settle
the additional taxes via an instalment scheme.
Comment

The IRB informed that their tax audit of-
ficers have been issued with a manual on
how tax audits should be conducted. If there
are differences among the branches on the
manner in which tax audits are conducted,
the IRB hopes that these dif ferences would
be resolved in the near future.

The IRB also indicated that it is uncommon
for their audit officers to take away documents
from the taxpayers’ premises since tax audits
are supposed to be conducted at the taxpayers’
premises. However, there may be instances
where the IRB officers request to take certain
documents back to their office for convenience.
The IRB assured that the documents are taken
back solely for audit purposes.

The IRB also clarified that the scope of a
tax audit normally covers a period of one or
two years, unless the IRB officer believes that
there are valid reasons for them to go be-
yond that period of time.

The IRB also informed that in practice,
taxpayers are allowed to settle the additional
taxes via an instalment scheme. The respec-
tive IRB branches have the authority to ap-
prove instalment schemes of up to 12 months.
However, where a taxpayer requires a longer
period of time to settle the additional taxes,
an application should be made directly to
the Kuala Lumpur Branch, at Jalan Duta.

3 Refunds

3.1. Withholding Taxes
Pursuant to the recent Protocol to the

Australian Double Tax Agreement, the
need to deduct withholding tax under Sec-
tion 109B of the Income Tax Act, 1967
(ITA) does not apply to payments made to
Australian residents provided the Austra-
lian enterprise does not have a Permanent
Establishment (PE) in Malaysia.

However, there are practical difficulties in
applying this provision. One view is that with-

holding tax has to be deducted notwithstand-
ing that a PE has not crystallised. After the
end of the relevant year, an application for
the refund of such withholding taxes should
be made if it is true that no PE existed dur-
ing the said year. The other view is that if it
is envisaged that there is unlikely to be a PE
in Malaysia (based on expected activities/
services, etc), then no withholding tax needs
to be deducted from the outset.

The Institute suggested that the IRB is-
sue a ruling on this matter. Taxpayers need
to know the IRB’s stand on this matter so
that the proper procedure/approach can
be followed.

In addition, where a deduction has been
made (when it should not have been made)
and a refund is then requested, the Institute
enquired as to the time frame within which
such a refund would be made as well as the
documentation required for such a refund
to be made on a timely basis.
Comment

The IRB informed that guidelines would
be issued soon on this matter.

3.2. Recording of Payments
A member of the Institute was recently

informed by an IRB officer that currently,
the IRB is unable to record in the taxpay-
ers account any instalments paid where the
IRB’s receipt bears a number comprising
“an alphabet followed by six digits”. Only
payments evidenced by a receipt bearing
a number “22-followed by nine digits” are
being recorded. As such, overpayment of
taxes made earlier cannot be processed.

The Institute sought clarification on this
matter. The above has created problems
for the tax agents seeking verification and
confirmation of their client’s tax credit bal-
ances (supported with the relevant re-
ceipts) as well as applications for refunds.
Comment

The IRB informed that the problem had
been resolved.

3.3. Refund of Over-Payment of
Instalment Payments

At the meeting with the Operations Divi-

DIALOGUE WITH THE OPERATIONS DIVISION

OF THE INLAND REVENUE BOARD
15 April 2002

M E M B E R S ’  U P D AT E
TA X AT I O N
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sion of the IRB held on 21 November 2001,
the Institute had highlighted that following the
submission of the annual tax return [Form
C] for year of assessment 2001, many compa-
nies which had overpaid their tax for the said
year of assessment had submitted an applica-
tion to the IRB for a refund of the overpay-
ment, accompanied by relevant supporting
documents (i.e. lodgement letter, Form C and
Form R received by the IRB, and copies of
the receipts for the instalment payments).

It was understood that the IRB was un-
able to process requests for refund of tax
overpayment due to some problems in its
computer program. The IRB had indicated
that it had allocated more resources to pro-
cess requests for tax refund.

However, the Institute has received feed-
back from members that the Collections
Branch is not processing refunds for tax over-
payment for year of assessment 2001 as no
instruction on repayment has been issued
by the IRB Headquarters. It appears that the
IRB would only allow the overpayment to be
set off against the Y/A 2002 tax instalment
scheme. The Institute pointed out that there
are cases where the tax estimate for Y/A
2002 is NIL. There also appears to be an in-
consistency in practice between the Kuala
Lumpur and Kuching collection branches
with respect to this matter.

Since under the self-assessment system,
the return form submitted to the DGIR is
the deemed notice of assessment, any tax
overpayment should be promptly refunded
to the taxpayer once Form C has been filed.

The Institute again requested the IRB to
process refund of tax overpayment expedi-
tiously so that the taxpayers can better plan
and utilise their financial resources more ef-
fectively for their business operations.
Comment

The IRB informed that during this transi-
tional phase of implementing the computer
programme for processing refunds under the
Self-Assessment System, taxpayers should ap-
ply for refund of tax overpayment for Y/A 2001
by writing to the Collections Branch of the IRB.

The IRB also informed that the inconsistency
in practice between the Kuala Lumpur and
Kuching Collections Branches was an isolated
case and that the inconsistency would be resolved.

3.4. Refunds for Cases Where
Estimates Have Been Revised
After the Sixth Month

The Institute requested the IRB to recon-

sider its practice that refund of overpayment
of tax will only be made upon submission of
Form C. Where an estimate has been revised
downwards and no tax payments are due,
refund should be made at that point of time.

Alternatively, the IRB should allow the set-
off of the overpayments against the tax liabil-
ity for the following year of assessment instead
of waiting for Form C to be filed. If not, this
creates cash flow problems for taxpayers.

There are adequate provisions in the law to
cover situations where the actual tax payable
is much higher than the estimated liability.
Comment

The IRB advised that as it is dif ficult to
determine the tax position of a company prior
to the end of its accounting period, the IRB
will maintain its current practice to refund
overpayment of tax only after submission of
Form C. The IRB may allow earlier refund
in certain circumstances on a case by case
basis, such as the following :

i) Where the taxpayer is certain that no
income will be earned/derived e.g. the
business has been discontinued; or

ii) Where all of the income of the taxpayer
is subject to withholding tax.

Under such circumstances, the taxpayer
should submit the application for refund to
the Operations Division of the IRB.

3.5 Documents Required
When taxpayers request for refund of tax

overpayments, the IRB has requested for
the following supporting documents :

a) First page of Form C for YA 2001

b) A copy of CP 204/205 for YA 2001 and
2002

c) Receipts for instalments paid for YA 2001

The Institute felt that the above request was
unnecessary as items (b) and (c) are IRB
generated documents, whereas item (a)
would have been filed with Pusat Pemprosesan.
The Institute is of the opinion that the IRB
should reconsider the current procedure for
refund as taxpayers should not be burdened
with unnecessary administrative procedures
in seeking a repayment of their money.
Comment

The IRB advised that under the Self-As-
sessment System, taxpayers are not required
to submit items (a) to (c) when requesting
for refund since all the documents are al-
ready available at Pusat Pemprosesan of the
IRB. However, the IRB may request for cop-
ies of item (c), i.e. receipts for instalment

payments, if payments have been erroneously
made to different account codes.

The IRB also advised that if taxpayers
encounter any problem when requesting for
refunds, they should contact the IRB’s ‘Call
Centre’ at 03-6201 9748.

3.6. Refunds Arising From Section
110 Set-Off Under Self
Assessment System

Under the self-assessment system, all
Forms C (including refund cases) are to
be submitted to Pusat Pemprosesan.

Many taxpayers are concerned that there
could be undue delay between the time of
filing Form C and the time when a Section
110 refund is to be processed, (probably af-
ter a desk or field audit is conducted).

The Institute requested the IRB to clarify
the following matters :

i) The time frame taken for Pusat
Pemprosesan to refer such cases to the
relevant Assessment Branches.

ii) The time frame for the respective As-
sessment Branches to conduct the tax
audit so as to expedite the refund.

Comment
The IRB advised that the Section 110 refund

process would commence as soon as possible.

4 Estimate of Tax Payable –
Year of Assessment 2003

Section 107C(3) provides that the esti-
mate of tax payable for the year of assess-
ment 2003 shall not be less than the revised
estimate of tax payable for the year of as-
sessment 2002 or if no revised estimate is
furnished, the estimate of tax payable for
the year of assessment 2002. However, the
DGIR may pursuant to Section 107C(8) di-
rect any company to make payment by
instalments on account of tax which is or
may be payable by the company.

Recently, some members have contacted
the IRB for approval of the estimate of tax
payable submitted for the year of assessment
2003 a few weeks before the due date for
payment of the instalment (i.e. the 10th day
beginning from the second month of the ba-
sis period for the year of assessment 2003).
The members were informed that Forms CP
204 have not been reviewed by the IRB and
pending the outcome of the review, the tax-
payers are required to pay the instalments
based on the estimate or revised estimate of
tax payable for the year of assessment 2002.
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M E M B E R S ’  U P D AT E

Date of Request Response from IRB

(as at 21/3/02)

i) Applied for utilisation of
tax credit from prior years 10 Jan 2002 No reply yet

ii) Applied for revision in 8 Nov 2001 18 Jan 2002
tax estimates (CP205 dated 8/1/02)

iii) Applied for revision in estimate 19 Dec 2001 No reply yet

iv) Applied for revision in estimate 5 Dec 2001 No reply yet

E X A M P L E

In view that the current economic situa-
tion has adversely affected many businesses,
the Institute sought the IRB’s co-operation
to expedite the review of Forms CP 204 so
as to avoid unnecessary financial burden on
the taxpayers. The Institute proposed that
alternatively, pending the reply from the IRB,
the affected taxpayers be allowed to settle
the lower estimate of tax payable put forth
and adjustment be made accordingly when
the outcome is received from the IRB.
Comment

The IRB disagreed with the above proposal
stating that taxpayers could pay lower
instalments only after the CP204s have been
reviewed by the IRB. The IRB also assured
that early replies would be provided to tax-
payers requesting for revisions of their esti-
mated tax payable.

The IRB also advised that there are only
two situations where taxpayers can cease
payment of the instalments before approval
by the IRB is received :

i) Where the company has no source of in-
come; or

ii) Where the company’s income is fully sub-
ject to withholding tax.

5 Non Resident Companies —
Filing of Form CP204 (estimate
of tax payable under Section 107 C)

Section 107A of the ITA requires any per-
son making contract payments to a non-
resident company to deduct a withholding
tax at 15 per cent on account of the tax for
a year of assessment. The deduction on ac-
count of the tax is an advance payment of
tax by the non-resident company.

On the other hand, Section 107 C (1) also
requires a non-resident company to file a
Form CP204 and pay the estimate of the
tax payable. The estimate of the tax pay-
able and the deduction on the contract pay-
ment is on the same income and for the
same year of assessment.

Hence, it appears that a non-resident com-
pany undertaking a project in Malaysia is
under an obligation under self assessment
to suffer withholding tax as well as to com-
ply with an instalment payment scheme.
This situation creates a tremendous cash
flow problem and needs to be addressed.

The Institute proposed that the IRB con-
sider exempting non-resident companies from
filing Form CP204. Alternatively, if a non-
resident company is required to file Form
CP204, then no withholding tax deductions

income sources, including employment in-
come. It does not take into account STD
deductions being made on employment in-
come. Therefore, a taxpayer is being asked
to pay tax twice on the employment income.

Upon checking with the IRB, members
were informed that the IRB will not issue a
revised CP200 (to take into account the STD
deducted) and any request for a revised
Form CP200 will be deemed as a variation
of Form CP200 which would be subject to
the under-estimation penalty provisions.

The Institute requested the IRB to take
the necessary action to avoid the issuance
of CP200 on employment income. If this
cannot be done, for whatever reason, any
request for a revised CP200 (to exclude the
employment income) should not be taken
as a variation of CP200.
Comment

The IRB noted the above comments and
indicated that appropriate action would be
taken to address the issue.

8 Form C

8.1 Extension of Time for
Submission of Form C

During the dialogue between the Opera-
tions Division and the professional bodies held

on 2 April 2001, the IRB had suggested that
the professional bodies refer their request that
companies be allowed to file their tax returns
within eight months after the financial year
end to the Ministry of Finance. The Institute
have since submitted a memorandum to the
Ministry of Finance on this matter and would
appreciate very much if the IRB could support
the proposals submitted by the Institute.
Comment

The IRB indicated that the issue is still
pending at the Ministry of Finance.

8.2 Business Code for Investment
Holding Companies

In the Explanator y Note (Nota
Penerangan) to Form C, the business code

should be made on the contract payments.
Comment

The IRB clarified that where the source of
income of the non-resident company is fully sub-
ject to withholding tax, the company is not re-
quired to file Form CP204. In such situations,
the company is required to attach the follow-
ing documents when submitting Form C :

i) Form CP204 previously submitted (if any);

ii) Letter from the payer that withholding
tax has been deducted from the contract
payments; and

iii) Confirmation from the taxpayer that it
has no other source of income.

If there are other sources of income, Form
CP204 would still need to be submitted for
the income not subject to non-withholding tax.

6 Response to Applications

Tax agents outside the Klang Valley have
encountered delays in obtaining confirma-
tion from the IRB in Kuala Lumpur on
variation of instalment plans and approval
for variation in tax estimates.

This has caused significant practical
problems as clients are obligated to con-
tinue paying existing instalments (which
can be quite substantial) until confirmation
is received. See example.

The Institute expressed concern that
Pusat Pemprosesan has been allocated
rather extensive duties and tasks under the
new tax regime and whether it is able to
cope with its work.
Comment

The IRB commented that additional staff
would be allocated to Pusat Pemprosesan as
and when required.

7 CP200 Issued for OG Cases
with Employment Income

In the past, taxpayers (with business
sources) have been receiving Form CP200
with respect to the business source of in-
come. However, in recent months, it appears
that CP200 is being issued in respect of all
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for an investment holding company
(Syarikat Pemegang Pelaburan) is given in
Appendix G (Lampiran G) as 65991. How-
ever, some members were advised by an
officer from the IRB that this code is meant
for companies whose income is chargeable
to tax under Section 4(a) of the ITA, and is
not applicable to companies chargeable to
tax under Section 60F of the ITA. The mem-
bers were also advised to insert “0” or “not
applicable” or to leave the column for busi-
ness code blank for companies chargeable
to tax under Section 60F of the ITA.

The Institute sought the IRB’s confirma-
tion on the above matter.
Comment

The IRB confirmed that the business code
for investment holding companies is 65991.

8.3 Use of “0” or “-”
Our members were given to understand

that the IRB’s computer programme is not
able to recognise “-” in certain columns of
Form C.

The Institute sought clarification from
the IRB on the above matter and suggested
that the IRB provide guidance on the us-
age of “0” or “-” to indicate “nil amount” or
“not applicable” in Form C, especially in
areas where Nota Penerangan is either si-
lent or ambiguous in order to avoid unnec-
essary rejection of return forms.
Comment

The IRB confirmed that both “0” and “-
”are acceptable.

9 Centralised Submission of
Form C, Form R and STD
Cheques

Under the self-assessment system, taxpay-
ers are required to submit all Forms C,
Forms R and STD cheques to a centralised
unit in Kuala Lumpur. This has caused great
inconvenience to outstation taxpayers. More-
over, many tax agents have been informed
by the IRB that delays caused by the post
office is not considered as a valid reason.

The Operations Division during the dia-
logue with the professional bodies held on 2
April 2001 had clarified that the IRB would
deem the “postage date” on the envelope
(enclosing the form) as the date of submis-
sion of the tax return for the year. The
Institute sought the co-operation of the IRB
to inform all the IRB officers of the matter
so that the taxpayers would not be penalised
unnecessarily. In addition, the Institute re-
quested that the IRB allow branch offices to

act as collection centres for the return forms,
namely Form C, Form R and STD cheques.
Comment

The IRB clarified that the date of
acknowledgement of receipt stamped on the
return form by the IRB will be taken as the
receipt date and that its computer system pro-
vides for a grace period of 14 days from the
due date before a penalty is imposed.

The IRB also informed that its branch of-
fices are allowed to accept submissions of
return forms but taxpayers are discouraged
from submitting to the branches.

10 Acknowledgement of
Receipt of Form C Under
Self-Assessment System

The Institute have been made to under-
stand that the date of acknowledgement of
receipt of Form C is the date the informa-
tion is entered into the computer by Pusat
Pemprosesan.

The Institute sought confirmation on the
above matter. The Institute expressed the
view that such a procedure would result
in most tax returns submitted being
deemed as late submissions. The Institute
also enquired whether acknowledgement
of receipt would be issued to tax agents
outside Kuala Lumpur.
Comment

The IRB stated that the receipt date will be
the date the return form arrived at the IRB of-
fice. The IRB also indicated that it would look
into the suggestion that an acknowledgement of
receipt be issued to tax agents.

11 Errors in Tax Returns

The Institute sought clarification on the
time frame that Pusat Pemprosesan would
take to return a Form C (which has been
erroneously completed) to the taxpayer so
that the errors can be corrected.

The Institute requested the IRB to be
reasonable as there are likely to be vari-
ous errors in the tax return as most tax
agents and taxpayers are completing the
new forms for the first time and there have
been various clarifications, etc.

The Institute also suggested that where
Form C is returned to the taxpayer for rec-
tification of errors, the IRB stipulate a time
frame within which the taxpayer is ex-
pected to return the corrected Form C so
that no penalties for late submission will
be imposed if the corrected Form C is sub-
mitted within the stipulated time frame.

Comment
The IRB advised that only Form C which

contains serious errors (e.g. omission of tax-
able income, etc) would be returned to the
taxpayer for correction. Penalty will be im-
posed if the Form C is returned to the tax-
payer as serious errors should not be made.

12 Payment of Tax

12.1. Late Receipt or Non Receipt
of Notices Issued by IRB

a) At the dialogue with the IRB held on
21 November 2001, the issue of late
receipt or non-receipt of notice of as-
sessment was highlighted.

It was also pointed out that the IRB ap-
peared to have discontinued the practice of
post-dating the notice of assessment to al-
low for mailing time. Furthermore, the en-
velopes containing the notice of assessment
no longer bear the postal date stamp and
therefore, it would be difficult to prove that
the notice of assessment was received late.

The Institute have received further feed-
back from members that there have been
instances where the notice of assessment
from the UKTH unit was not received by ei-
ther the taxpayers or tax agent. In respond-
ing to the tax agent’s enquiry, the assessment
branch officer indicated that as the address
on the notice of assessment was correct and
there was no returned mail by the post of-
fice, it was assumed that the taxpayers/tax
agent had received the notice of assessment
and the penalty imposed could not be waived.

The Institute requested the IRB to re-
view the procedure for sending notices of
assessment to ensure that the notices are
received in good time by the taxpayers so
that they do not suffer unnecessary late
payment penalties, which could be quite
substantial in some cases.
Comment

The issue was noted by the IRB. The IRB
also informed that taxpayers are given 30
days from the date the notice of assessment
is generated by its computer system to make
the necessary payment.

b) The IRB in its guidelines for comple-
tion of Part N to Part R of Form C for
YA 1999 stated that for YA 1999, a con-
cession would be granted to allow tax-
payers the flexibility of a 44-day period
to remit the tax due under a notice of
assessment (instead of the usual 30 day
period). The Institute sought confirma-
tion that the 44-day concession to settle
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the tax liability is still applicable.
Comment

The IRB confirmed that the 44-day conces-
sion is still applicable until further notice.

c) The Institute also sought clarification on
whether the IRB has obtained the
consent of Pos Malaysia regarding the
stamping of postal date on the envelopes
containing the notice of assessment.

Comment
The IRB indicated that the matter would

be reviewed.

12.2. Collection Units
The Institute were given the understand-

ing that Collection Units have recently
been set up in cer tain Assessment
branches to facilitate refund and offsetting
of tax credits for individual taxpayers.

The Institute sought clarification on the role
and scope of responsibility of these units so
that there is clarity of purpose and taxpayers
are made aware of these developments.

The Institute also to requested the IRB to
update the professional bodies if there are any
changes in procedures and practices in the
respective divisions and branches of the IRB.
Comment

The IRB clarified that the Collection Units
are entrusted with the same responsibilities
as that of the Collections Branch in Kuala
Lumpur except for collecting tax payments,
which is still done by the Collections Branch.

The IRB also advised that Biro Khidmat
Korporat (BKK) is in charge of updating and
disseminating information on changes in pro-
cedures and practices of the IRB, including the
Self Assessment System for non-company cases.

13 Appeals

The Institute were given the understand-
ing that all appeals should be addressed
to Pusat Pemprosesan. However, in accor-
dance with Public Ruling 3/2001, appeals
should be made to the IRB Branch where
the company’s income tax file is located (i.e.
the Assessment branch).

The Institute sought clarification on
whether appeals should be addressed to Pusat
Pemprosesan or the Assessment branch.
Comment

The IRB confirmed that for simple appeals
under the Self Assessment System (e.g. where
the taxpayer follows the tax treatment set out
in a public ruling but does not agree with
it), the appeal should be submitted to Pusat
Pemprosesan together with the tax returns.

The IRB also advised that if the taxpayer
disagrees with the tax treatment set out in a
public ruling and consequently does not follow
the treatment, the taxpayer should disclose the
matter (i.e. via a letter) to the IRB when sub-
mitting the tax returns. Where the IRB issues
a notice of additional assessment, any appeal
against the additional assessment should also
be submitted to Pusat Pemprosesan.

Where an appeal arises from a tax audit
conducted by the IRB, it should be submitted
to the IRB branch that conducted the audit.

14 Taxpayers Database

The Institute highlighted the following
matters to the IRB :
a) When the tax files of taxpayers are trans-

ferred, e.g. from IRB-Kuala Lumpur to
IRB-Kuching, the taxpayers are given
new reference numbers. However, the
old reference numbers of the taxpayers
are sometimes not cancelled.
Consequently, the taxpayers will receive
two copies of forms, notices, etc. under
two different reference numbers.

b) Despite numerous letters by the tax agents
informing the respective IRB offices of the
change in tax agents, as well as returning
the IRB documents (e.g. Form C, Form
CP204, etc), forms and notices continue to
be sent to the previous tax agents.

Comment
The IRB informed that a task force is cur-

rently looking into the problem.

15 Cases Under Appeal
15.1. Form Q

The IRB is currently appealing against
the Court decisions in a number of cases,
e.g. Multipurpose, etc.

The Institute sought confirmation on
whether in the interim, before a final deci-
sion is reached by the courts, a taxpayer who
is appealing against the current practice or
stand taken by the IRB is required to submit
a ‘Form Q’ with the tax return or a letter of
objection will suffice. This will avoid any
unnecessary paperwork to be completed
later on when a case is finally decided by the
court, which could be some years from now.
Comment

The IRB confirmed that submission of a
letter of objection will suffice. However, the
taxpayer may submit Form Q if the taxpayer
so desires.

15.2. Stand-Over
The Institute suggested that where a de-

cision has been made by a lower court in
favour of the taxpayer and an appeal against
the decision is pending (and bearing in mind
the duration of an appeal process), the IRB
consider granting a “stand-over” of the taxes
in question before a final decision is reached.
Comment

The IRB informed that a stand-over may
be issued on a case by case basis.

16 Stamping of Passports

The Immigration officers at the immigra-
tion checkpoints at the airports have been
requesting expatriates be issued with the
immigration ‘gold cards’ to swipe their cards
(similar to the auto gate concept applicable
to Malaysian passport holders) instead of
stamping their passports. Consequently,
these expatriates will not have “stamps” on
their passports to enable them to verify their
residence status in Malaysia. When the ex-
patriates insisted on getting their passports
stamped, the immigration officers have
been reluctant to do so.

Some members had approached the IRB
on this issue and they were requested to
obtain a print-out from the Immigration De-
partment to confirm the expatriates’ entry
and exit from Malaysia. Upon submitting
their requests for a print out to the Immigra-
tion Department, the immigration officers
replied that they could only do so if the IRB
issues an official letter for such a request.

The Institute were given the understand-
ing that the IRB indicated that it would not
issue such a letter to the Immigration De-
partment.

The Institute sought clarification on how
the above matter could be resolved and
what alternative documentation might be
acceptable to support the tax residence sta-
tus of the expatriates.
Comment

The IRB responded that the print-out could
be obtained from the Security Division of the
Immigration Department provided that the
request is supported by a letter from the IRB.
The letter can be obtained from the Opera-
tions Division in Kuala Lumpur or from the
respective branches of the IRB. The IRB also
indicated that it would accept the counterfoil
of airline tickets as proof of the expatriates’
entry and exit from Malaysia.

17 Notice of Assessment for
Companies Under Liquidation

At the meeting with the Operations Di-
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vision of IRB held on 21 November 2001,
the IRB had confirmed that in the case of a
company under liquidation, the Assess-
ment branch would issue a letter to con-
firm whether the company under liquida-
tion was liable to tax. This letter is required
by the liquidator as a confirmation that the
company has no tax liability and to proceed
with the liquidation process.

However, many practitioners have en-
countered delays in the issuance of the
clearance letters by the assessment
branches, which hinder the finalisation of
the companies’ liquidation.

In this regard, the Institute  requested that
the IRB expedite the issuance of the clearance
letters so that the process of liquidation could
be completed without undue delay.
Comment

The IRB informed that instructions will
be given to the branches to expedite the issu-
ance of clearance letters.

18 Dormant Company/Invest-
ment Holding Company/
Company Under Liquidation

The Institute were given the understand-
ing by members in Johor Bahru that prior
to the introduction of the self-assessment
system, the assessment branch in Johor
Bahru required that Forms C of dormant
companies be submitted with a rubber
stamp marked “BNC” on the first page of
Form C. The assessment branch in Johor
Bahru had also given the concession that
dormant companies were not required to
submit Form C to the IRB if the dormant
companies had not registered an income
tax reference number with the IRB. How-
ever, if a dormant company was no longer
dormant, the company was required to
notify the IRB when it opened a bank ac-
count or acquired land or other assets.

The Institute sought confirmation from the
IRB that under the self-assessment system,
dormant companies are not required to regis-
ter with the IRB to obtain an income tax refer-
ence number until the companies cease to be
dormant; and for dormant companies which
have already registered with the IRB, the com-
panies are not required to submit the Form
C, Form R and Form CP204 to the IRB until
the companies are no longer dormant. For the
latter cases, it will suffice for the dormant com-
panies to inform Pusat Pemprosesan of the
companies’ dormant status.

The Institute also sought confirmation from

the IRB that investment holding companies
and companies under liquidation which have
no income for the year are not required to
submit the Form C, Form R and Form CP204.
Comment

The IRB informed that return forms are
issued to active companies only. If a com-
pany has become inactive, it should inform
the IRB with appropriate explanations.

19 Closing of a Company’s File

Taxpayers often encounter difficulty in
getting the IRB to close the files of compa-
nies which have been inactive for the past
few years and the tax returns have not been
submitted to the IRB during these inactive
years. To close the files, the companies
have to submit the relevant tax returns to-
gether with the audited accounts for those
outstanding years. This can be trouble-
some, costly and time consuming.

The Institute suggested that since the
Registrar of Companies (ROC) accepts
statutory declaration (SD) as evidence for
striking off a company, the IRB should also
accept SD as suf ficient proof for a
company’s file to be closed without the
hassle of preparing and submitting the tax
returns and audited accounts.
Comment

The IRB advised that companies which have
become inactive but are issued with the return
form should submit their tax returns with NIL
income and state that they have ceased business
so that the IRB can update its records. If no
accounts are available, the companies
concerned can submit the return forms only.

20 Finalisation of Outstanding
Tax Returns

The Institute noted that there are many
cases where notices of assessment have been
issued or where appeals have been filed but
no outcome has been received for the respec-
tive years of assessment. Many companies
are desirous that their tax status be finalised
without further delay and have requested for
meetings with the assessment officers to
resolve any out-standing matters that may
be holding up the finalisation of the tax re-
turns. However, many taxpayers found it
difficult to secure a commitment from the
assessment officers for a meeting.

In this regard, the Institute requested
that the assessment officers expedite the
finalisation of tax returns for the outstand-
ing years of assessment and if possible,

write to the taxpayers to arrange for meet-
ings to resolve any outstanding issues.
Comment

The IRB informed that instructions have
been given to the assessment officers to expe-
dite the finalisation of tax returns.

21 Notice of Reduced
Assessment (Form JR)

The Institute noted that many taxpayers
have encountered difficulties in obtaining
Form JR from the IRB, even though the
IRB has agreed to the taxpayers’ appeals
for a reduction of tax liabilities.

The Institute requested that the IRB
expedite the issuance of Form JR to the tax-
payers as in many cases, Forms JR amount
to a large sum of money which could ease
the cash flow burden of the taxpayers.
Comment

The IRB informed that instructions have
been given to the assessment officers to expe-
dite the issuance of Form JR.

22 Amendment to Section 75
of the ITA — Company
Secretary’s Responsibility

The Institute was made aware that the
UKTH unit of the IRB has issued letters to
company secretaries from secretarial/
management firms to demand for payment
of their clients’ outstanding taxes. These
secretarial/management firms are merely
appointed to provide professional secretarial
services and they are not part of their clients’
management team. Hence, to hold the
persons who are acting as company
secretaries liable for their clients’ outstand-
ing tax liabilities under the new Section 75
of the ITA would be inequitable, as these
persons may neither have direct influence
on the decisions of their clients nor would
they have full access to their clients’ records.

In this regard, the Institute sought clari-
fication from the IRB on the scope of re-
sponsibility of the company secretaries
under the amended Section 75.

The Institute pointed out that the Tech-
nical Division of the IRB at the dialogue
with the professional bodies held on No-
vember 13, 2001 had indicated that the IRB
would consider issuing guidelines on the
application of the amended Section 75. The
Institute requested that the IRB expedite
the issuance of the guidelines so as to avoid
the possibilities of abuse and inequitable
liability.
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Comment
The IRB informed that a guideline will be

issued on this matter.

23 Application for
Reinvestment Allowance

It is stated in Nota Penerangan for Form C
that under the self assessment system, the
taxpayer is required to keep proper record
of the original documents relating to the
capital expenditure incurred for the purposes
of a qualifying project, the application form
for reinvestment allowance, and computation
of the allowance for purposes of verification
in the event of a tax audit by the IRB.

In this regard, the Institute sought clari-
fication on whether Form EPS (application
for reinvestment allowance) is required to
be submitted to the Technical Division and
Assessment Branch of the IRB.
Comment

The IRB clarified that the taxpayer is required
to submit a copy of Form EPS to the Technical
Division. A copy should be retained by the
taxpayer for the IRB’s perusal during a tax audit.

24 Tax Exemption Under
Section 44(6) of ITA

An association/society which has previ-
ously enjoyed tax exemption under Paragraph
13, Schedule 6 to the ITA is required to reapply
for exemption under Section 44(6) of the ITA.

The Institute sought clarification on
whether there is a standard form for appli-
cation for new tax exemption under Section
44(6) from Y/A 2001 onwards, and the new
requirements for such application.
Comment

The IRB advised that there is no prescribed
form for such application. The taxpayers are
required to submit a written application to
the Technical Division.

25 Paragraph 71, Schedule 3 of
ITA

Pursuant to Paragraph 71, Schedule 3 to
the ITA, the Director-General may withdraw
any allowance and impose a balancing charge
on an asset, which is owned by a person for
a period of less than two years. In reply to an
inquiry, the then DGIR (Mr M S Sundaram)
confirmed in his letter dated July 14, 1969
(reference no. : HQ/594/mss) as follows :

“I confirm that the paragraph will not be
applied in the normal case of a bona fide
sale to a third party of an asset which has
been disposed of because it was unsuitable
or no longer required for the purpose of

the business.
On the other hand, paragraph 71 will be

applied in a case such as a prestige car owned
by a company for use of a director or by a
self-employed professional person where an
attempt at tax avoidance is evident.”

The Institute sought confirmation that this
is still the stand taken by the IRB, because
as it has noted lately, some assessment
officers have deviated from the original
intention of the law and applied the provision
of this paragraph to all assets disposed of
within two years regardless of whether the
transactions constitute bona fide sales. The
Institute stressed that confirmation of the
IRB’s stand on this matter is crucial in view
of the self-assessment regime.
Comment

The IRB confirmed that the stand of the IRB
as clarified by Mr. M. S. Sundaram remains
unchanged. Paragraph 71 will not be applied
to a bona fide disposal of assets. It will only be
applied to the disposal of luxury assets.

26 Double Deduction for
Research and Development
under Section 34A of the ITA

Section 34A of the ITA states that “the
Minister in approving the research pursu-
ant to subsection (1) (a) may impose such
conditions as he thinks fit or may specify the
period or periods for the purpose of deduc-
tion under this section”.

The Institute have been made aware that
when an application for the above incen-
tive is submitted to the IRB, the taxpayer
is often requested by the IRB to provide
further information several times before an
approval is given. The taxpayers feel that
the whole process of application for the
incentive is tedious and time consuming,
and hence, defeats the purpose of the
incentive being given.

The Institute suggested that the IRB
issue detailed guidelines on the application
for the above incentive. The requirements
should not be too onerous, so as to serve
the purpose of the incentive.
Comment

The IRB informed that guidelines on the above
matter have already been issued. The IRB would
request for further information only if insufficient
information was provided in the first place. The
IRB advised that taxpayers should contact the
IRB for clarifications on any uncertainties when
completing the application form.

The IRB added that improvements to the
current guidelines would be made if necessary.

27 Directors’ Fees

The Institute sought clarification from
the IRB on whether scheduler tax deduc-
tions on directors’ fees are to be paid upon
the payment of the directors’ fees or on the
approval of such fees at the company’s
Annual General Meeting.
Comment

The IRB clarified that scheduler tax de-
ductions on directors’ fees are to be made
upon the payment of such fees

28 Self Assessment System for
Individual Cases

Self-assessment for individuals which
will commence with effect from Y/A 2004
is fast approaching. In view of this, the
Institute requested that the IRB expedite
the issuance of guidelines on the adminis-
tration aspects of the self-assessment sys-
tem for individual taxpayers.
Comment

The IRB informed that Biro Khidmat
Korporat (BKK) of the IRB is in the process of
developing guidelines on this matter and tax-
payers will be notified through the IRB’s website.

29 E-Mail Addresses

In line with the information technology
era, the Secretariats of the Institute re-
quested for the e-mail addresses of the key
contacts at IRB, to facilitate information
flow between the IRB and the Institutes.
Comment

The request was noted by the IRB.

30 Commencement of Tax
Instalments

A company initially stated in Form CP204
that nil tax is due and payable but in the 6th

month, determines that there will be a tax-
able amount and hence Form CP204A is
lodged. The company wishes to commence
the payment of tax instalments. Clarification
was sought on whether the company should
use the pay-in slip (CP207) for instalment
payment No. 1 or No. 6 to commence the
tax instalments payable.
Comment

The IRB advised that if the revision is made
before the 10th day of the sixth month, then it
will be instalment No. 5. On the other hand,
if the revision is made after the 10th day of the
sixth month, then it will be instalment No. 6.

The IRB added that even if the wrong instal-
ment number was filled in the Form CP207, its
computer system would be able to pick up the
correct instalment payment number.
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DIALOGUE WITH THE TECHNICAL DIVISION

OF THE INLAND REVENUE BOARD
17 June 2002

1 Interpretation of ‘Crediting’

The term ‘crediting’ is used in various pro-
visions of the Income Tax Act, 1967 (ITA)
with regard to withholding tax. However, we
note that there has been no guidance on the
meaning or interpretation of this term. The
term ‘crediting’ has been interpreted (in the
Canadian case of Compagnie Miniere Que-
bec Cartier vs. MNR (84 DTC 1348), to mean
more than the making of an accounting en-
try, and it involves “making a sum of money
available to” the creditor.

In view of the fact that the time frame
within which withholding tax is payable
rests on the meaning of this term, it is im-
portant to obtain the IRB’s clarification and
guidance on the interpretation of the term
‘crediting’, particularly under the current
self-assessment regime.
Comment

The IRB clarified that the term “credit-
ing” refers to something more than a mere
“book entry”. An amount is considered as
having been credited to a non- - resident if it
has been made available to or for the benefit
of the non-resident. The term ‘paying/cred-
iting’ would therefore mean :

i) the date the amount is paid; or

ii) the date the amount is credited in the
bank account of the recipient; or

iii) the date of a contra entry.
(Assessment Branches will be informed)

2 Section 29 of the ITA — Basis
Period to which ‘Income Obtain-
able on Demand’ is Related

Pursuant to Section 29 of the ITA (notwith-
standing Sections 23 to 28), where a person
is able to obtain the receipt of income on
demand, that income shall be treated as re-
ceived in the period when such a circum-
stance arises. Meanwhile, under Section 27
of the ITA, interest income is taxable on a
received basis in the period in which the in-
terest income first becomes receivable.
Therefore, under Section 27 of the ITA, the

charge to tax only arises when the interest
income is received, although it could relate
to an earlier period. However, under Section
29 of the ITA, if that interest income is ‘ob-
tainable on demand’ in a particular period,
the interest income would be taxable in that
period, notwithstanding that it may not have
been received in that period.

In view of the self-assessment system,
the professional bodies wish to seek the
IRB’s clarification on the following matters:

i) the type of circumstances that would
fall within the tax treatment governed
by Section 29 of the ITA;

ii) the distinction between ‘income obtain-
able on demand’ and ‘income that is
receivable’; and

iii) the distinction between amounts due
from related parties and amounts due
from third parties, in the context of
item (ii) above.

Comment
The IRB clarified that “income obtainable

on demand” and “receivable” can be distin-
guished as follows :

“The former refers to a situation where at
any particular time, the amount due is avail-
able and the payee is able to demand the pay-
ment at that time irrespective of the actual
payment date. The latter can refer to a situa-
tion whereby the amount may be receivable
but may not be payable until a specific date
as pre-determined under an agreement.”

The application of Sections 27 and 29 does
not distinguish transactions between related
parties and transactions with third parties.

3 Paragraph 49, Schedule 3 of
the ITA — ‘Relevant Interest’

We understand that where a taxpayer
rents and uses an industrial building and
incurs renovation costs on the rented build-
ing, the taxpayer should be having a ‘rel-
evant interest’, and should be entitled to
claim industrial building allowances (IBA)
on the renovation costs. We also under-
stand that it has been the practice of the

IRB to grant IBA on the renovation costs
under such circumstances. Nevertheless,
the professional bodies would like the IRB
to reaffirm that it is still the practice of the
IRB to grant IBA on renovation costs in-
curred on an industrial building rented
(and not owned) by the taxpayer.
Comment

The IRB confirmed that renovation costs
incurred by the tenant on an industrial build-
ing under the above mentioned circumstances
will qualify for Industrial Building Allowance.

4 Financial Institutions —
Amortisation of Premiums/
Accretion of Discounts

For accounting purposes, premiums/
discounts will be amortised over the life of
the security. For tax purposes, we under-
stand that any deduction/taxability would
arise upon maturity or realisation of the
security. However, due to the volume of
such transactions undertaken by financial
institutions, it is difficult in practice to ap-
ply the ‘realised’ basis to each separate in-
vestment. We are of the opinion that the
IRB should take a more practical and prag-
matic approach by accepting the account-
ing basis and thus, adopting the accruals
basis for the tax treatment of such items.
Comment

The IRB clarified that the accrual basis of
accounting for amortisation of premiums or
accretion of discounts (over the life of the
security/instrument) is acceptable for tax
purposes. However, the taxpayer must adopt
a consistent basis of recognition of such in-
come/expenditure.

5 Provision for Diminution in
Value of Stocks/Shares

For banks, stockbrokers, share traders,
etc., stocks/shares would be regarded as
their ‘stock in trade’. We understand that
pursuant to Section 35 of the ITA, a deduc-
tion should be available for the diminution
in value of such stocks. For practical pur-
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poses, it is often the case that a provision is
made rather than an actual write-down to take
into account of the fact that the value may fluc-
tuate. As this would result in the stocks being
stated at their carrying values, we are of the
opinion that a deduction should be allowed
for this type of provision. We understand that
a draft ruling on this issue has been prepared
and in the interim, the professional bodies
would like the IRB to confirm that a deduc-
tion would be allowed on the said provision.
Comment

Where a provision for diminution in value
of stocks is made generally (for instance 20
or 30 per cent of the stock value) the amount
provided for would not be tax deductible.

On the other hand, where a provision for
diminution in value of stocks is made to re-
flect the market value (i.e. for instance, by com-
paring the cost of stock with the market value
at a particular time), the increase in the pro-
vision would be allowed for tax deduction.

Nevertheless, the IRB further clarified that
in order to claim a tax deduction for a provi-
sion for diminution in value of stocks, the tax-
payer would need to substantiate the basis in
determining the diminution in value of stock.

The IRB also reiterated that in the event
the provision for diminution in value of
stocks is no longer required, the amount is
to be written back and will be brought to tax.

6 Withholding Tax
6.1 Regional Hubs

In recent years, a few large organisations
have set up regional hubs to centralise
their resources in respect of management
and administrative services. This is often
implemented with the view to minimising
operating costs and maximising efficiency
and productivity in order to achieve group
synergy. The costs incurred by the re-
gional centre for the shared services are
normally recovered from the companies in
the group by way of reimbursement of
costs or charge of management fees.

The professional bodies are of the view
that the aforesaid reimbursement of costs
or management fee payments to non-resi-
dents should not fall within the ambit of
Section 109B(1)(b). If the IRB takes the
view that withholding tax is applicable to
those payments and in the event that the
non-residents are not able to claim the tax
withheld as a credit in their home countries,

the tax suffered would be an added cost to
the group and may defeat the purpose of
setting up the regional centre to undertake
shared services. For multi-national con-
glomerates, the use of shared service cen-
tres for “backroom activities” is an essen-
tial part of the efforts to reduce costs and
increase competitiveness of its businesses.

The professional bodies would like to con-
firm that the above would not attract withhold-
ing tax under Section 109B(1)(b) of the ITA
Comment

The IRB confirmed its previous position and
reiterated that the aforesaid reimbursements
and management fee payments fall under Sec-
tion 4A and therefore, are subject to withhold-
ing tax, other than payments for day to day
administrative and routine services.

6.2 Reimbursements of

Out-of-Pocket Expenses

A non-resident consultant comes to Ma-
laysia to perform work for a short period
of time (i.e. no PE arises and therefore Sec-
tion 109B applies) for a local entity. The
consultant incurs airfare, taxi fare, hotel ac-
commodation and meal expenses, etc., and
these expenses are reimbursed by the lo-
cal entity. The IRB had stated in an earlier
dialogue that reimbursements of out-of-
pocket expenses made to a non-resident
would be subject to withholding tax under
Section 109B since it is concerned about
the possibility of abuse and withholding tax
evasion by taxpayers, by incorporating el-
ements of a fee in the reimbursements.

The professional bodies had earlier ex-
pressed the view that withholding tax
should not be applicable under the follow-
ing circumstances :

i) where the Malaysian taxpayer directly
bears/pays the out-of-pocket expenses
instead of the non-resident; or

ii) where the non-resident bears/pays the
out-of-pocket expenses (which are later
reimbursed by the local entity), pro-
vided that such expenses can be sub-
stantiated by documentary evidence
such as receipts, invoices, etc.

The professional bodies would like to
seek the IRB’s confirmation that withhold-
ing tax would not be applicable in the above
circumstances.
Comment

The IRB re-confirmed its decision made ear-

lier (Dialogue No. 2/2001) that the reimburse-
ment of out-of-pocket expenses form part of the
gross income of a non-resident and therefore
falls within the ambit of withholding tax.

The IRB acknowledged the comments
raised by the respective professional bodies but
indicated that the IRB is reluctant to allow
reimbursements to be excluded from withhold-
ing tax due to the possibility of abuse.

Nevertheless the IRB will reconsider the
above issue in greater detail.

6.3 Public Ruling on the Scope of

Withholding Tax

Section 109B(1)(b) of the Act provides
that withholding tax is required to be de-
ducted from the payments made to non-
residents in respect of the following :

� technical advice, assistance or services
rendered in connection with technical
management or administration of any
specific, industrial or commercial under-
taking, venture, project or scheme.

The scope of Section 109B(1)(b) has been
a controversial issue. We note that in prac-
tice, the IRB has been taking a wide inter-
pretation of this section. As a result, with-
holding tax is applicable on a wide range of
payments made to non-residents. In prac-
tice, most taxpayers would deduct the with-
holding tax to avoid the imposition of a pen-
alty by the IRB for non-compliance with the
withholding tax provisions. This inevitably
increases the costs of operations and may
be seen as a disincentive to those busi-
nesses affected by such a withholding tax.

The professional bodies would like to sug-
gest that the IRB issue a public ruling to set
out clearly the scope of the withholding tax.
It would be very useful if the types of pay-
ments which fall within the ambit of the above
provision are clearly specified, particularly
in respect of the reimbursement of costs or
management fee payments by multinational
conglomerates for the shared services to
non-residents. This will facilitate tax compli-
ance under the self-assessment system.
Comment

A public ruling would be prepared with
regard to withholding tax under Section 109B

7 Private Usage of Motor
Vehicles in Controlled
Companies

We understand that it has been the prac-
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tice of the IRB to disallow a deduction for
the private usage of motor vehicles in the
case of controlled companies. We are of the
opinion that if this treatment is adopted, then
it should not be necessary for the private
usage of such vehicles to be reported as ben-
efits in kind in the relevant employees’ Forms
EA. In other words, if the company has paid
the tax on this private usage of motor ve-
hicles, the employee should not be assessed
on it as well. In light of the self-assessment
system, the professional bodies seek clarifi-
cation from the IRB on this matter.
Comment

Separate principles of taxation govern the
two issues raised by the professional bodies. If
the motor vehicles are used for private pur-
poses then the expenses are not wholly and ex-
clusively incurred in the production of income
and therefore not treated as an allowable de-
duction in determining the taxable income of
a company. On the other hand, if a director or
an employee of a company (including a con-
trolled company) is being provided with a
motor vehicle and petrol which can be used
not only for business but also for private pur-
poses, the motor vehicle is a benefit in-kind and
is assessable to tax under Section 13(1)(b).
There is no provision in the Act which pro-
vides that if a company has paid the tax on the
private usage of motor vehicles, its employees
should not be assessed on it as well.

8 Paragraph 71,
Schedule 3 of the ITA

i) Pursuant to Paragraph 71, Schedule 3
of the ITA, the Director-General of Inland
Revenue (DGIR) may withdraw any allow-
ance and impose a balancing charge to an
asset which was owned by a person for a
period of less than two years. We under-
stand that in a reply to an inquiry made to
the then DGIR (Mr S Sundaram), he con-
firmed in his letter dated 14 July 1969 (ref-
erence no.: HQ/594/mss) as follows :

“I confirm that the paragraph will not be
applied in the normal case of a bona fide
sale to a third party of an asset which has
been disposed off because it was unsuit-
able or no longer required for the purpose
of the business.

On the other hand, paragraph 71 will be
applied in a case such as a prestige car owned
by a company for use of a director or by a
self-employed professional person where an

attempt at tax avoidance is evident”.
In view of the above, in the recent dialogue

with the Operations Division of the IRB on
15 April 2002, it was confirmed that the stand
taken by Mr S Sundaram was still in prac-
tice, and that Paragraph 71 would not be ap-
plicable to a bona fide disposal of assets. On
the other hand, Paragraph 71 would only be
applicable on the disposal of luxury assets.

The professional bodies would like the
Technical Division of the IRB to reconfirm the
views of the Operations Division of the IRB.

ii) Paragraph 71 of Schedule 3 of the ITA
states that “where a person has incurred
qualifying expenditure in relation to an as-
set which is owned by that person for a pe-
riod of less than two years ...”.

We understand that recently, members
of the professional bodies had encountered
situations whereby dif ferent interpreta-
tions on the term ‘two years’ were used by
different IRB officers (i.e. some officers in-
terpret ‘two years’ as being two years of
assessment, while some officers interpret
‘two years’ as being two calendar years
based on the exact number of days).

In view of the self-assessment system,
the professional bodies would appreciate
it if the IRB could provide a clarification
on this matter.
Comment

i) The IRB confirmed that the above posi-
tion has not changed.

ii) The words ‘two years’ refer to two calen-
dar years based on exact number of days.

9 Pioneer Status Incentive
— Determination of
Production Day

A company would normally assume a par-
ticular production day (for the purpose of
the Pioneer Status Incentive) based on the
relevant known criteria and subsequently
prepares/submits its tax return on this ba-
sis while waiting for MIDA to notify the com-
pany of the actual production day. However,
subsequent to the filing of the tax return, if
MIDA specifies a later production day which
results in a higher tax liability, we are of the
opinion that penalties should not be im-
posed and that the company should be al-
lowed to revise its tax return since at the
time the tax return was filed, MIDA had yet
to come out with a confirmation on the pro-

duction day of the company.
The professional bodies would like the

IRB to confirm that no penalty would be
imposed and that the company would be
allowed to revise its tax return under such
circumstances.
Comment

MITI will determine the production day
when the company has met all criteria set
and submits its audited accounts. The crite-
ria are made known to the company when
the application for the incentive is approved.

If the company has complied with all the
required conditions, the pioneer certificate
will be issued (which states the production
day) in less than a month.

Where the company has prepared its accounts
based on its production day and the production
day subsequently determined by MITI is a later
date, no penalty will be imposed.

However, where a company makes a false
claim or where a company fails to substanti-
ate the claim, penalty will be imposed.

10 Insurance Companies —
Actuarial Surplus Arising/
Transferred

From years of assessment 1995 to 1998,
any actuarial surplus arising to insurance
companies was taxable on an ‘arising’ basis.
However, with effect from year of assessment
1999, we understand that this treatment was
changed and actuarial surpluses are only tax-
able as and when they are transferred. Since
an actuarial surplus may have been taxed
prior to year of assessment 1999 when it ini-
tially arose, and it may be taxed again subse-
quent to year of assessment 1999 when it is
later transferred, this would result in the ac-
tuarial surplus being taxed twice. Please re-
fer to the example in Table 1.

The actuarial surplus transferred arose
from the brought forward balance, which has
already been taxed in accordance with the
legislative provision from YA 1995 to 1998.
Therefore, to assess the amounts transferred
of RM18,000,000 leads to double taxation.

The professional bodies would like the IRB
to confirm that no double taxation would
arise on actuarial surplus, which was already
taxed prior to year of assessment 1999.
Comment

The IRB informed that the above issue is
a policy matter and has been referred to the
Ministry of Finance for consideration.
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11 Paragraph 62,
Schedule 3 of the ITA

Some companies write off their fixed
assets in the following circumstances :

i) although the assets may be usable, they
have no resale value due to their con-
dition.

ii) the assets are obsolete or in disrepair,
and are discarded as it is not cost ef-
fective to upgrade or repair the assets.

iii) the assets are no longer in existence
as they have been discarded due to
wear and tear or cannibalised for the
repair of other similar assets or are lost.

Normally, such assets have no market
value or disposal value. However, we under-
stand that some IRB officers have been ap-
plying the provisions of paragraph 62 of
Schedule 3 of the ITA, to disallow claims for
balancing allowance on the write off of these
assets. Paragraph 62 states that where an
asset is disposed off, its disposal value shall
be taken to be its market value at the date of
disposal. We understand that IRB officers
have adopted the stand that the market val-
ues of these assets are deemed to be equal
to their tax written down values.

The professional bodies would like to re-
quest the IRB to give due consideration to

the circumstances in which an asset is writ-
ten off in determining claims for balanc-
ing allowance. The professional bodies
would also like to suggest that the IRB pro-
vide guidelines on the type of supporting
documentation required when making the
claims for balancing allowance.
Comment

The IRB confirmed that the following can
be used to determine the market value of an
asset at the time of disposal/write off for the
purposes of claiming a balancing charge/
balancing allowance :

i. insurance claims; or

ii. a valuation from an independent valuer

The IRB further clarified that the above
would apply in establishing the market value
of large assets such as factory machinery, etc.

However, this may not be appropriate for
the disposal or write of f of small assets with
a low value (such as chairs, tables, etc.), as
the value of these assets would not justify the
cost of an independent valuation.

12 Capital Expenditure of
Nominal Value

Pursuant to Public Ruling 2/2001, expen-
diture on assets that have an expected life
span of not more than two years (imple-
ments, utensils and articles) is to be dealt

with on a replacement basis in which the
cost of replacing such assets is to be al-
lowed as deductible expenditure under
Section 33(1)(c) in determining the ad-
justed income of the business.

However, it is noted that some companies
have a policy of writing off of capital expen-
diture incurred below a certain nominal
amount (depending on the policy adopted)
to the profit and loss accounts. These items
may have an expected life span of more than
two years and hence, do not fall under the
criteria stipulated in the Public Ruling 2/
2001. However, in light of the self assessment
regime, we are of the opinion that, in admin-
istering the law, the IRB should take into
consideration the ways in which businesses
are being operated and that there should be
some form of harmonisation between ac-
counting treatment and tax treatment.

Since the issue here merely involves the
deferment of income rather than the loss of
income to the IRB, we are of the opinion that
the IRB should allow companies to claim an
outright deduction of this type of capital ex-
penditure based on the accounting policy
adopted by the companies. This will also
make it easier to prepare tax computations
and thus, assist in lowering compliance costs.
Comment

The IRB is currently not in favour of such
a treatment and requested the professional
bodies to make representations to the Minis-
try of Finance.

13 Reinvestment Allowance
(RA)

We would like the IRB to confirm that if
a company wishes to revise its tax payable
by claiming RA on capital expenditure in-
curred in prior years, the company may do
so by revising its tax returns submitted
earlier pursuant to Section 131 of the ITA
(i.e. for relief in respect of error or mis-
take) without any penalty being imposed.
Comment

The IRB confirmed that no penalty would
be imposed in such situations.

14 Section 113(2) of the ITA

We are of the opinion that, as a matter of
principle, penalties should not be imposed
on technical adjustments made on tax com-
putations prior to YA 2001 (i.e. prior to the
implementation of the self-assessment sys-

Amount  RM

YA 1995 Balance as at 1 January 1994 NIL
Add : Actuarial surplus arising for YA 1995  6,803,021

YA 1996 Balance as at 1 January 1995  6,803,021
Add : Actuarial surplus arising for YA 1996  6,846,401

YA 1997 Balance as at 1 January 1996 13,649,422
Add : Actuarial surplus arising for YA 1997 4,513,065

YA 1998 Balance as at 1 January 1997 18,162,487
Add : Actuarial surplus arising for YA 1998 22,594,771

40,757,258

Less : Actuarial surplus transferred (4,000,000)

YA 1999 Balance as at 1 January 1998 36,757,258
Less : Actuarial surplus transferred (6,000,000)

YA 2000 Balance as at 1 January 1999 30,757,258
(PYB)
Less : Actuarial surplus transferred (4,000,000)

YA 2000 Balance as at 1 January 2000 26,757,258
(CYB)
Less : Actuarial surplus transferred (8,000,000)

YA 2001 Balance as at 1 January 2001 18,757,258

Total actuarial surplus that arose in YA 1995 to 1998 = RM40,757,258
Total actuarial surplus that was transferred in YA 1999 to 2001 = RM18,000,000

T A B L E  1
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tem). However, some members had en-
countered situations whereby a tax deduc-
tion which was initially claimed on repairs
and maintenance was later reclassified as
capital expenditure by the IRB subsequent
to a field audit. We understand that a pen-
alty under Section 113(2) was imposed by
the IRB in such a situation.

Prior to the implementation of the self
assessment system (i.e. prior to YA 2001),
as the onus of determining the taxpayer’s
tax liability lies with the IRB, it has been
the practice of the IRB in the past not to
impose penalties on technical adjustments
made subsequent to a field audit by the IRB.

However, we understand that some IRB
officers have recently deviated from this
past practice by imposing penalties on tech-
nical adjustments made subsequent to a
field audit by the IRB on tax computations
prior to YA 2001. We are of the opinion that
penalties should not be imposed on tech-
nical adjustments made on tax computa-
tions prior to YA 2001 and we are also of
the view that there should be some guid-
ance given to all IRB officers on how tax
audits should be conducted with regard to
tax computations prior to YA 2001.
Comment

A technical adjustment generally arises
due to a dif fering interpretation of the tax
legislation by the taxpayer, either due to a
provision not being clearly defined or due to
the existence of conflicting case law.

The IRB confirmed that no penalty would
be imposed in the event of a pure technical
adjustment as this would not involve an in-
tention to evade taxes.

However, whether a transaction is merely
a technical adjustment or an intentional act
to evade tax will very much depend on the
circumstances of each case and will vary on
a case to case basis.

It was proposed that a separate dialogue
be held with Bahagian Audit Cukai .

15 Interest Income
Assessable Either Under
S.4(a) or S.4(c) of the ITA

Some companies are required to place
funds in fixed deposits as a guarantee in or-
der to obtain banking facilities used for busi-
ness purposes (and not for investment pur-
poses). We are of the opinion that the inter-
est income from the fixed deposits derived

therefrom should be assessable as part of
the business source under S.4(a) instead of
as a non-business source under S.4(c) of the
ITA. However, we understand that different
IRB officers have been taking different views
on the treatment of this particular income.

The professional bodies wish to seek con-
firmation from the IRB that the interest in-
come derived from funds placed in fixed
deposits as a guarantee in order to obtain
banking facilities used for business pur-
poses (and not for investment purposes)
should be assessable as business source
under S.4(a) instead of non-business source
under S.4(c) of the ITA. In considering this
issue, the IRB should take into consider-
ation the fact that nowadays, there are vari-
ous circumstances where companies are
required by certain authorities to place
funds in fixed deposits that generate inter-
est income in order to obtain facilities (or
even contracts for contractors) for business
purposes (and not investment purposes).
Comment

The IRB noted the views of the professional
bodies that under current business practices,
financial institutions will generally request
a company to place a fixed deposit to serve
as a security deposit before approving any
loan facilities or working capital for its busi-
ness purposes and therefore, the interest in-
come received should not be deemed to be a
non-business source of income.

However, IRB maintains the view that
interest derived from fixed deposit under the
above circumstances would generally be
deemed to be a non-business source and
therefore taxable under Section 4 (c).

16 Definition of
Entertainment to Exclude
Advertising and Promotion

Pursuant to Section 39 of the ITA, enter-
tainment is defined to include:

a) the provision of food, drink, recreation
or hospitality of any kind; and

b) the provision of accommodation or
travel in connection with or for the pur-
pose of facilitating entertainment of the
kind mentioned in (a) above.

Since the introduction of the non-deduct-
ibility of entertainment expenses, we note
that the IRB has adopted a wide interpreta-
tion of entertainment, with the result that

certain advertising or promotion expenses
incurred for the purposes of business have
been regarded as entertainment, and not
allowed as a tax deduction. With effect
from year of assessment 1995, the Act was
amended to exclude from the definition of
entertainment, promotional gifts consist-
ing of articles incorporating the conspicu-
ous advertisement or logo of the company.
(However, the Act is silent on the tax de-
ductibility of advertising and promotion
expenses.)

Non-deductibility of certain advertising
and promotion expenses has increased the
cost of operating a business for companies,
as these expenses are usually incurred to
increase the sales of products or services,
for example:

i) provision of incentives (e.g. local/over-
seas trips) to dealers/salesmen who
meet sales targets;

ii) promotional events at public venues to
launch or provide new products or ser-
vices.

We are of the opinion that the expenses
incurred on advertising and promotion
with the intention to improve the
company’s profile and promote its products
and services should not be regarded as
entertainment.

The professional bodies would also like
to suggest that the IRB issue a public rul-
ing to specify the scope of entertainment
expenses and examples of the types of en-
tertainment expenses that are not allowable.
Comment

The IRB informed that generally “promo-
tional and advertisement” expenses in pro-
moting a business is tax deductible under
Section 33(1) of the Income Tax Act, 1967.

On the issue of “entertainment”, the IRB
has questioned the deductibility of certain
“promotional” expenses incurred by taxpay-
ers (such as incentive trips, non-related free
products, etc.) which are, in essence, enter-
tainment expenses.

Nonetheless, in view of the Self-Assessment
System and the need for clarity, the IRB has
informed that a public ruling will be issued
on the matter.

The IRB further requested the professional
bodies to assist in compiling examples in
respect of the type of promotional expenses
that are generally incurred by taxpayers.
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17 Draft Public Rulings

The IRB had in November 2000 issued
draft public rulings on the following sub-
jects for comment :

i) allowable pre-operational and pre-com-
mencement of business expenses for
companies; and

ii) rent from letting of real properties.

The professional bodies would appreci-
ate it if the IRB could advise on the status
of these public rulings.
Comment

The IRB informed that the public ruling
on item (i) has been issued whereas the pub-
lic ruling for item (ii) is in the final stage of
completion and the final draft will be for-
warded to the professional bodies for their
views and comments.

18 Tax Incentives to Increase
Export of Services

In the previous dialogue held with the
Technical Division of the IRB on 13 Novem-
ber 2001, the IRB had clarified that quali-
fying services, which relate to the above
incentive are :

i) private health care and education ser-
vices that are undertaken within Ma-
laysia, (i.e. the patients and students
would be coming to Malaysia from out-
side Malaysia); and

ii) as for other services (i.e. legal, account-
ing, etc.) the incentive will apply if such
services are performed outside Malaysia.

Subsequent to the dialogue, the Income
Tax (Exemption) (No. 9) Order 2002 (the
Order) was issued in January 2002. The
Order defines qualifying services as ser-
vices which are provided to foreign clients,
from Malaysia, and in relation to the provi-
sion of private health care and private edu-
cation, the services to be provided to for-
eign clients are to be provided either in
Malaysia, or provided from Malaysia.

The professional bodies would like to
seek clarification on the following matters :

i) With regard to private health care and
education services, the Order defines
qualifying private health care and educa-
tion services as services provided to for-
eign clients which are to be provided ei-
ther in Malaysia, or provided from Ma-
laysia. In this regard, the professional

2001 and subsequent years, can be in-
cluded as part of the Section 108 credit
(compared aggregate).
Comment

The IRB confirmed that the tax paid can
be included in the Section 108 credit com-
putation.

20 Segregation of Expenses
for Business and
Non-Business Purposes

We understand that under the self-as-
sessment regime, taxpayers are required
to identify and segregate expenses in-
curred for business and non-business pur-
poses. However, we note practical prob-
lems have been encountered by small busi-
nesses in complying with this requirement.

Illustration
A single mother rents a shop floor for

the purpose of carrying on a business and
she also lives at the premises with her chil-
dren. She has a car which is used for both
business and domestic purposes.

Practical difficulty is encountered in
segregating the expenses incurred for
business and non-business purposes,
such as the following :
i)   Utility Bills and Rental

Should the allocation of the expenses
incurred be based on floor area
utilisation or the duration of usage (i.e.
business hours vs. non-business hours)?
ii)  Car Expenses

Should the allocation of the expenses
be based on mileage or hours of usage
of the car? It is quite normal that the tax-
payer may drop off her children at school
on the way to a business appointment.

The professional bodies would like to pro-
pose that for practical reasons, the allocation
of expenses for business and non-business
purposes are based on a justifiable ratio rather
than a detailed computation for each item.
Comment

The IRB clarified that it is willing to accept
any allocation, which is based on a consistent
and reasonable basis of apportionment.

As an illustration in a case where half of
the time a car is used for business purposes
and the other half of the time the car is for
private usage, then the fair basis of allocat-
ing the related expenses (such as fuel, main-
tenance, etc.) will be 50 per cent.

bodies would like to seek clarification on
the distinction between the term “in
Malaysia” and the term “from Malaysia”;

ii) With regard to services other than pri-
vate health care and education services
(i.e. legal, accounting, etc.), contrary to
the stand taken by the IRB during the
previous dialogue (i.e. services must be
performed outside Malaysia), the Order
defines qualifying services as services
which are provided to foreign clients
from Malaysia. In this regard, the pro-
fessional bodies would like to seek clari-
fication on this discrepancy;

IRB clarified the following terms :

a) “in Malaysia” means that services are pro-
vided in Malaysia e.g. a foreign client seeks
medical treatment and being admitted in
a private hospital in Malaysia or a for-
eign student is undergoing a course in a
Malaysian private educational institution;

b) “from Malaysia” means that the services
are provided from Malaysia by a person
in Malaysia to a foreign client outside
Malaysia e.g. through internet/distance
learning or mails etc.

c) “services performed outside Malaysia”
must be in relation to any contract to
export services from a person in Malay-
sia to a foreign client if the contract re-
quires the services to be rendered or per-
formed overseas.

iii) Would there be a prescribed form to
be issued by the IRB?

The professional bodies would also like
to suggest that the IRB issue a guideline
to assist taxpayers in the application of the
above incentive.

The IRB confirmed that a prescribed form
(Form BT/PET/2002) has been issued and
will consider issuing a guideline on the mat-
ter.

19 Approved Operational
Headquarters Company

Income tax is charged at the rate of 10
per cent on the chargeable income of an
approved operational headquarters com-
pany in relation to the source consisting of
the provision of qualifying services.

The professional bodies would like to
seek the IRB’s confirmation that the tax
charged for the years of assessment prior
to YA 2001, as well as the tax paid in YA
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AUDIT FIRMS
REGISTERED
WITH MIA
FROM 28 SEPTEMBER 2002
UNTIL 15 OCTOBER 2002

NON-AUDIT FIRMS
REGISTERED
WITH MIA
FROM 28 SEPTEMBER 2002
UNTIL 15 OCTOBER 2002

AUDIT FIRM NAME NF NO

PULAU PINANG

K.K. Ang & Partners 0312
1st Floor, No. 39, Muntri Street
10200, Georgetown
Tel :  012-4898488

Keoh & Co 0315
2-6-32a (Suite 3), Harbour Trade Centre
2, Gat Lebuh Macallum
10300, Georgetown
Tel :  04-262 1506   Fax :  04-261 3609

Yap Gim Seng & Co 0314
11-3-6, New Bob Centre
Jalan Gottlieb, 10350, Georgetown
Tel :  04-226 0677   Fax :  04-226 8677

SELANGOR DARUL EHSAN

JC Ng & Associates 0316
21A, Jalan Wawasan Ampang 2/10
Bandar Baru Ampang, 68000 Ampang
Tel :  03-4280 2908   Fax :  03-4280 2908

MH Kok & Co 0313
51B-1(F), Jalan SJ 17
Taman Selayang Jaya
68100 Batu Caves
Tel :  03-6120 4779   Fax :  03-6120 4667

KH Lim & Associates 0311
Glomac Business Centre,
Unit 302-303 Blk A
No. 10 Jalan SS6/1 Kelana Jaya
47301 Petaling Jaya
Tel :  03-7803 1161   Fax :  03-7803 1162

AUDIT FIRM NAME AF NO

JOHOR DARUL TAKZIM

TY Teoh & Co. 1460
141-1A, Jalan Pahlawan 1
Taman Ungku Tun Aminah
81300 Skudai
Tel :  07-558 8890   Fax : 07-557 7890

SARAWAK

JP  & Partners 1464
No. 93, 2nd Floor
Jalan Sekama
93300 Kuching
Tel :  013-8084432
e-mail :  jinpian@tm.net.my

SELANGOR DARUL EHSAN

Eddy, Khoo, David Hor 1458
Suite 510-B, Block C
Glomac Business Centre
10 Jln SS6/1
Kelana Jaya
47301 Petaling Jaya
Tel :  03-7806 3981   Fax :  03-7806 3991
e-mail :  ekd@xyniq.com

WILAYAH PERSEKUTUAN

Sha, Sathia & Associates 1461
No. 65-1B
Jalan Thambipillai
Brickfields
50470 Kuala Lumpur
Tel :  03-2272 3435   Fax :  03-2272 1941

AN

21 Basis Period for
Unit Trust Entities

The professional bodies are of the opinion
that for practical purposes, it may be more
sensible if the tax computations prepared
prior to year 2004 are prepared based on the
financial year as the basis period for a par-
ticular year of assessment, so that it is in line
with the basis stipulated in the Income Tax
(Amendment) Bill 2001 (i.e. preparation of
tax computations based on financial year).
Please refer to item 9 of “Our Comments on
the Income Tax (Amendment) Bill 2001” for
our detailed comment on this matter.
Comment

As a concession, the IRB confirmed that the
IRB is agreeable for tax computations of unit
trusts to be computed by taking the financial
year as being the basis period provided the basis
is consistently applied.

OUTSTANDING ISSUES
The following issues were raised in the ear-

lier dialogues with the Technical Division of
the IRB and which have not been resolved :

1 Investment Holding
Companies

(25 August 2000 Dialogue refers)
Pursuant to Section 60F of the ITA, a com-

pany whose activities consist wholly of mak-
ing and deriving income from investments,
is an investment holding company (IHC).

Nonetheless, recently there have been
situations whereby the IRB have treated a
company having both management services
and investment holding activities as an IHC
under Section 60F. The IRB have instead
allowed a deduction of expenses up to the
amount of management fee income earned.

The professional bodies wish to clarify
with the IRB that in the event that a com-
pany is having both management activities
and investment holding activities (i.e. the
company is not one whose activities con-
sist wholly of making investments), the
company is not an IHC under Section 60F
but is carrying on a business activity as per
Section 4(a) of the ITA instead, and there-
fore deduction of expenses should not be
restricted up to the amount of management
fee income earned.

The professional bodies are still await-
ing clarification from the IRB on the above
matter.

Comment
The IRB informed that the determination

of the tax treatment would be based on a case
to case basis .

2 Deduction on Cost for
Developing Websites

(13 November 2001 Dialogue refers)
As an effort to encourage the usage of

information and communication technol-
ogy, an annual deduction of 20 per cent is
allowed on the cost of developing websites.

The professional bodies would like to seek
clarification on the type of costs that would
qualify for such deduction as currently the
cost of developing a website would include
expenditure on computer hardware and soft-
ware, which would normally be eligible for
capital allowances of 40 per cent.

Alternatively, the professional bodies
would like to recommend that instead of
identifying the expenditure incurred on the
development of a website (other than com-
puter hardware and software) and allow-
ing a 20 per cent annual deduction, the IRB
should consider the total development cost
of a website as being eligible for the same
capital allowance rate as that for computer
hardware and software.

The professional bodies are still awaiting
clarification from the IRB on the above matter.
Comment

The IRB clarified that hardware and soft-
ware costs presently qualified for accelerated
capital allowance. Costs of developing websites
other than costs on hardware and software will
be considered under the new rules at the rate
of 20 per cent annual deduction.
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CASE I

A member, Seng Dan Roo (Mem no.
1120), was disciplined for breaching By-
Law 18-1 of the Institute’s By-Laws (On
Professional Conduct and Ethics) pertain-
ing to “Acts Discreditable to the Profession”
by issuing on the 3 April 2000, a confir-
mation request as to the current account
balance of a company on the 31 March
2000 wherein he had been removed as
auditor of the said company on 15 March
2000.

The Disciplinary Committee ordered
that he be reprimanded in writing under
the hand of the Chairman of the Disciplin-
ary Committee; and that he also pays to
the Institute a sum of RM600 in respect of
costs and expenses of and incidental to the
inquiry held by the Disciplinary Commit-
tee and the investigation held by the In-
vestigation Committee.

CASE II

A member, Zulkepli B. Marzuki (Mem
No. 8785), was disciplined for breaching
By-Law 4-1 of the Institute’s By-Laws (On
Professional Conduct and Ethics) pertain-
ing to “Competence and Due Care” which
states “Every member must strive continu-
ally to improve his technical services and
to keep his knowledge up to date. He must
bring due care and diligence to bear upon

MIA DISCIPLINARY CASES

the discharge of his duties to clients or em-
ployers.”, when he did not comply or acted
in accordance with the duties and report-
ing requirements of the Accountant’s
Rules 1990 and the Recommended Prac-
tice Guide — Solicitor’s Accounts
Programme (RPG 2), when rendering an
Accountants Repor t in respect of the
client’s account of a firm of Advocates and
Solicitors, wherein having examined the
books, accounts and documents of the
said firm pursuant to Rule 4 of the Accoun-
tants Report Rules 1990, he was satisfied
that the said firm had complied with the
provisions of the Solicitors’ Accounts
Rules 1990, whereas complaints received
by the Bar Council from the public alleg-
ing misappropriation of clients’ monies by
the said firm of solicitors would serve to
contradict his statement in the Accoun-
tants’ Report and he has therefore, not
exercised due care and diligence in the
performance and discharge of his profes-
sional duties.

The Disciplinary Committee as empow-
ered under Rule 47 of the Accountants
Rules, 1972 has decided that he be sus-
pended for two years; and that he also pays
to the Institute a sum of RM3,000 in respect
of costs and expenses of and incidental to
the inquiry held by the Disciplinary Com-
mittee and the investigation held by the
Investigation Committee. AN

D I S C I P L I N A RY

CASE III

A member, G. Thangathurai (Mem No.
7011), was disciplined for two charges. The
First Charge is for breaching By-Law 6-4 of
the Institute’s By-Laws (On Professional Con-
duct and Ethics) which states “A member in
public practice shall describe his firm as a firm
of “Public Accountant” or “Public Accountants”
or as a firm of “Licensed Accountant” or “Li-
censed Accountants” as appropriate without
any further description” and Paragraph 2 of
the approval letter from the Ministry of Fi-
nance for undergoing a period of pupillage/
chambering with a legal firm for the purposes
of admission as an advocate and solicitor,
when he should have been engaged in the
practice of accountancy full time during this
period and consequently contravened By-
Law 18-1 of the Institute’s By-Laws (On Pro-
fessional Conduct and Ethics) dealing with
Acts Discreditable to the Profession and he
has therefore, not exercised due care and dili-
gence in the performance and discharge of
his professional duties.

He was also disciplined for the Second
Charge for breaching By-Law 10-1 of the
Institute’s By-Laws (On Professional Con-
duct and Ethics) dealing with Attention To
Correspondence And Enquiries which
states that “Every member must reply to pro-
fessional correspondence and enquiries ex-
peditiously” for failing to respond to profes-
sional correspondence from the Investiga-
tion Committee and/or the Institute expe-
ditiously and consequently contravened
By-Law 18-1 of the Institute’s By-Laws (On
Professional Conduct and Ethics) dealing
with Acts Discreditable to the Profession
and he has therefore, not exercised due
care and diligence in the performance and
discharge of his professional duties.

The Disciplinary Committee as empow-
ered under Rule 47 of the Accountants
Rules, 1972 has decided that for the First
Charge, he be suspended for three years;
and that he also pays to the Institute a sum
of RM2,000, and for the Second Charge
that he be suspended for two years; and
that he also pays to the Institute a sum of
RM1,000 in respect of costs and expenses
of and incidental to the inquiry held by the
Disciplinary Committee and the investiga-
tion held by the Investigation Committee.
The suspension orders for the two charges
shall run concurrently.

The Institute has taken, in the last few months, disciplinary action against
the following members for ‘unprofessional conduct’ and breaching the
Institute’s By-Laws on Professional Conduct and Ethics.
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The Importance of a

Practice
continuation
arrangement

L E G A L  A D V I C E
P U B L I C  P R AC T I C E

Mr. A passed away at the age of 47.
Within days of his demise, the practice
he had built up over 15 years started to
disintegrate. His existing clients were
‘taken away’ by his manager and the rest
of his employees quickly found employ-
ment elsewhere.

Mr. A had a life insurance and some sav-
ings set aside for his surviving spouse and
two children (a son and a daughter). But,
at the same time he also had a large out-
standing mortgage on their home and the
family’s future was by no means assured.
The said practice, built over years of hard
work and sacrifice could no longer gen-
erate adequate income; indeed, before
long it became practically worthless.
Years later, when Mr. A’s son met the pre-
vious manager of his late father’s practice
(the manager subsequently became a
practising auditor), the only consideration
that the man had for taking away all the
clients was that, if Mr. A’s son ever
decided to become an auditor, he was will-
ing to be his sponsor.

Contrast this with another case of Mr.
B, who had the foresight early in his prac-
tice to enter into an agreement with an-

It is no wonder that Sir Winston Churchill once mentioned that
such an arrangement (in his mind, he was referring to the will),
in the form of a yellowish piece of paper stored in a corner of a
drawer when baptised by tears of the widow and children will
evolve into the most beautiful piece of love letter ever written.

other practitioner in his community. The
agreement provides for an orderly trans-
fer of Mr. B’s clients to the other practi-
tioner and for the disposition of the
practice’s assets on a pre-agreed valua-
tion. As a result, Mr. B’s clients suffered
no significant break in their accounting
and taxation services and his existing
staff were provided with some assurance
of immediate future employment. Equally
important, Mr. B’s family was comforted
by vital financial support and peace of
mind when they needed them most.

The difference between Mr. A and Mr.
B was a matter of foresight and planning.
Mr. B realised the importance of plan-
ning for his possible death or disability.
This foresight led Mr. B to arrange for
the orderly disposition of the assets of
his practice, especially the valuable
client base that he had built up over the
years. As a result, when he died, his
practice continuation agreement went
into effect immediately, to the benefit of
his clients, employees and family. He
knew that only a quick transfer would
prevent the value of his practice from
being dissipated.

Failure to plan is too often the
case. When you commence
your practice, death, disabil-
ity and estate duty are usu-
ally the furthest things from

your mind. Yet, this is the time when your
long-term personal obligations and respon-
sibilities are the greatest. An accident or
sickness could annihilate your practice
overnight leaving your family at risk. Most
practitioners fail to realise that their fami-
lies will not be able to continue the prac-
tice or even understand the intricacies of
disposing of it.

In addition, you also have a professional
responsibility to your clients, whose busi-
ness interests and personal tax matters
could be seriously disrupted if you sud-
denly become unavailable. In addition,
your employees deserve consideration too.
Only through such a continuation arrange-
ment can you guarantee your clients unin-
terrupted services and your employees the
likelihood of continued employment while
preserving the value of your practice for
the loved ones you leave behind.

As to your personal will, preparing a
practice continuation agreement takes time
and care. First, you must assess the value
of your practice and identify a successor;
then you must enter into negotiations,
which can be frustrating and time consum-
ing as well as demanding. But, without
such an agreement, you stand to lose ev-
erything that you have worked so hard to
build. Aside from owing it to yourself to be

By Johnny Yong
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your own best client, you owe it to your
family to leave them some financial ben-
efits (i.e. the value of your accounting prac-
tice) which in certain cases, would possi-
bly form one of the largest assets in your
estate.

The following is a simple guide to
the successful conclusion of a practice
continuation arrangement that can be
pursued in Malaysia. However, please
take note that the continuity agreement
is a legal document and it is impor-
tant to obtain legal advice to ensure
the arrangement is properly drawn up,
can be implemented quickly and con-
tains appropriate termination clauses.
The personal representatives and im-
mediate family members (they could
be the same persons) should be made
aware of the existence of the continu-
ity agreement and the basis on which
it operates.

Guidelines for
Continuation of Practice

Type of practice continuation
agreement in Malaysia.

� Generally, there is only one recom-
mended type of practice continuation
agreement in Malaysia, namely a one-
on-one Agreement.

� This agreement is usually a buy/sell
agreement written to cover death or
permanent disability of the said practi-
tioner.

Basic preparations to be
considered.

� Determine what effect the business
and personal objectives will have on the
probable choice of successor (continu-
ity nominee), the valuation of the said
practice and the overall preparations
for negotiation.

� Conduct an assessment of the said
firm’s reputation, specialities, rates, ef-
ficiency, profitability, location and staff.

� In addition, there are some significant
controls statistics that indicate the fi-
nancial health of a practice that should
be available at the time of the negotia-
tions. Please refer to Section 1.

1

2

� Review the firm’s accrual and cash-ba-
sis financial statements for the past five
years where available before beginning
negotiations with the successor firm.

� Understand the potential successor’s
practice. The evaluation questions and
control statistics that are used to evalu-
ate the said practice can also apply to
that of the successor’s.

� Update the client files and prepare cli-
ent information for review by the suc-
cessor, such as in Section 2.

Assess the value of the said prac-
tice.

� To ensure that the worth of the firm
and of its individual clients can be de-
termined. This information is impor-
tant to conduct meaningful negotia-
tions on various aspects of the practice
continuation agreement.

� Cash flow, client retention and profit-
ability all affect the valuation of the said
practice. Two basic financial state-
ments that will generally be considered
are the latest available balance sheet
and the income statement from opera-
tions.

To start the valuation :

� Choose a valuation method and if pos-
sible consider using more than one to
establish a range of values for negotia-
tions. There are, inter alia, three meth-
ods of valuation, which are :

• Multiple of Gross Fees
• Earning Power
• Present Value of Future Net Income

(refer to Section 3 for details and
examples)

� Prepare a valuation of the assets of the
said practice :

• tangible assets (fixed assets, accounts
receivable and work in progress)

• intangible assets
(refer to Section 4 for details)

Search for a successor.

� Consider the options :
• the practitioner’s own circle of well-re-

spected practitioners
• people whom the practitioner see regu-

larly at seminars or other professional

meetings, e.g. in the Institute’s CPE
events

• those who may have been a part of the
practitioner’s own informal support
group or expressed an interest in the
said practice

• staff
• previous employers or colleagues
• larger firm
• referrals from lawyers or bankers

� Some considerations in the choice of a
successor :

• Reputation
• Ethical
• Ability to buy the said practice without

becoming financially burdened
• Same practice, philosophies, audit pro-

cedures and policies on clients
• Geographical location
• Efficiency
•  Specialties or expertise (client charac-

teristics)
• Fee structures
• Professional qualifications (refer to

Section 5)
• Personal qualifications (refer to Section

5)
• Community and professional standing

(refer to Section 5)

� Draw up a list of possible candidates
and then reduce the list to the most
likely prospects.

� Approach the candidates and hold pre-
liminary talks (avoid any rush deci-
sions).

Begin formal negotiations.

� Determine the subjects of negotiation
• Definitions
• List of Clients
• Working Papers
• Files
• Books and Financial Statements
• Work in Progress and Accounts Receiv-

able
• Equipment and Supplies
• Existing Leases/Hire-purchase
• Employee Records
• Liabilities and Malpractice Insurance

(P11)
• Property and Casualty Insurance
• Fees and Billing Information
• Payment for the Practice

3

4

5
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L E G A L  A D V I C E

7

8

9

AN

• Noncompetition Clause
• Termination of Agreement
• Arbitration
• Notification
• Carryover Expenses
• Others (refer to Section 6)

� Set limits on the range of negotiation
and the willingness to compromise

� Payment methods (refer to Section 7)

Implement the plan once negotia-
tions are completed.

� Contact lawyer(s) to obtain legal advice
on the form and content of the conti-
nuity agreement

� Discuss the plans with spouse and
lawyer(s)

� Finalise letters of instruction to spouse,
clients, lawyer(s) and staff, to be deliv-
ered in the event of the practitioner’s
death or permanent incapacitation (re-
fer samples in Section 8 — Sample Com-
munications)

� Communicate in writing to all parties
what their role in the transfer will be

� Ensure that all copies of the agreement
and relevant documents are secure and
that the necessary parties know the
location

Ensure Wills have been drafted to
enable the continuity agreement to
come into force when required es-
pecially for areas which are not cov-
ered in the continuity agreement.

Set up a meeting with the succes-
sor to finalise the agreement and
meet at least annually with the suc-
cessor to discuss any changes that
could affect the agreement.

For those in partnership, where
each par tner has their own
specialisation, the arrangement
may either be made within the part-
nership agreement or by entering
into an agreement with another ex-
ternal party.

Note :  The writer wishes to thank the American
Institute of Cer tified Public Accountants
(AICPA) and John A. Gads for their valuable
input in writing this article.

Section 1
Some significant control statistics should include :
• Standard fees per total personnel
• Standard fees per partner
• Standard fees per professional staff
• Standard fees per support staff
• Net fees per total personnel
• Net fees per partner
• Net fees per chargeable hour
• Average chargeable hours per total personnel
• Average chargeable hours per partner
• Average chargeable hours per professional staff
• Average chargeable hours per support staff
• Standard fees per chargeable hour per total

personnel
• Standard fees per chargeable hour per partner
• Standard fees per chargeable hour per pro-

fessional staff
• Standard fees per chargeable hour per sup-

port staff
• Net income per partner
• Net income per chargeable hour
• Salaries for professional staff per chargeable

hour
• Salaries for total personnel per chargeable hour
• Direct expenses per chargeable hour
• Indirect expenses per chargeable hour
• Ratio of capital to net income
• Average collection period

Section 2
Client profiles should provide, in columnar
schedule form, the following data :
1. Name and legal form of the individual or

company and the names and legal status
of affiliated companies where applicable

2. Public or private status of the company
3. Client’s business
4. Client’s location
5. Names and ages of principals/shareholders

and their equity percentages
6. Company structure and vulnerability to

loss of a key executive
7. Period of time as a client
8. How client was obtained
9. Type and frequency of services rendered
10. Function and number of employees needed

to handle the account
11. Extent of client’s computerisation and pro-

grams available
12. Average fees paid in the past 3 to 5 years

for regular and special services
13. Number of company and personal tax re-

turns prepared for principals and others
14. Potential for a fee increase
15. Direct costs of servicing the client
16. Adequacy of client working papers and records
17. Method of setting fees
18. Unusual service problems
19. Problems with integration of staff and client
20. Any other desirable data in the individual case

With this information, it should be compara-
tively easy to develop statistics on your prac-
tice by industry, fee size, engagement type,
profitability range, manpower requirements,
specialised services and other factors.

Section 3

VALUATION METHODS
There is no single, prescribed method or for-

mula for assessing the value of a practice. Each
firm is different and must be evaluated individu-
ally. The three methods described below are
only for illustration purposes and should be
modified to fit your needs in all circumstances.

The examples that follow are based on the
sample firm below and a discount rate of 15 per
cent was used to determine the present value. The
actual discount rates used in negotiations will vary
with risk factors, such as the cost of available fi-
nancing and the tax treatment of the purchase.

Sample Firm

Financial Amount Percent
Characteristics (RM) %

Annual Gross Fees  494,906 104.8
Less :  Net Writedowns 22,667  4.8
Total Net Fees 472,239 100.0
Firm Net Income 221,952 47.0
Total Assets 175,620
Total Liabilities 45,744
Owners’ Equity 129,876

Sample Valuation Calculations :
Multiple of Gross Fees

Historically, the value of an accounting practice
has been determined as a multiple of gross fees.
Some consider this a “pie in the sky” valuation
because it does not take into account the firm’s
expenses and its ability to generate profits.

The multiple can be quite arbitrary and the
gross fees generated in one year may be unusual
and therefore not reliable. So the practitioner
should select the multiple carefully, using a de-
scription of the firm and its operating environ-
ment to justify the selection.

For example, metropolitan practices may
command a higher multiple than rural practices.
Multiple may range from one-half to more than
twice the gross fees.

Rural Metropolitan
Practice Practice

Gross fees RM494,906 RM494,906
Valuation multiple 85% 110%
Value of practice RM420,670 RM544,397

Earning Power
It assumes that the most important asset in the

practice is goodwill. Goodwill means that the buyer
will generate earnings faster and at a higher level
compared with starting one from scratch.

The advantage is that it forces the buyer to real-
istically determine the costs and risks of a start up
business versus the benefits of buying an existing
practice. The disadvantages are the difficulty in as-
sessing the projected net income and the selection
of discount factor to be used in calculating the
present value of the firm. (see Table 1)
Present Value of Future Net Income

This method attempts to assess the value of
the net earnings that will be generated in the
future by existing clients. The exchange value
of the practice is determined by the clients who
will remain and by the services they will require.

The disadvantage of this method is the diffi-

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

6



23Akauntan NasionalNovember 2002

Table 1 Projected Projected
Net Income Net Income Present

Year Purchased (RM) New Firm  (RM)  Difference (RM) Value@15% (RM)*

Current 221,952 — — —
1  245,000 100 ,000  145,000 126,090
2 270,000  160,000  110,000  83,180
3  300,000  220,000 80,000 52,600
4  330,000  280,000 50,000 28,590
5  365,000  340,000 25,000  12,430
6  400,000  400,000

Value of practice RM302,890

culty of reaching agreement on the selection of
a discount factor for calculating the value of the
practice (see table below).

  Year Projected Present
Net Income (RM) Value@15% (RM)*

 1 245,000 213,050
 2 270,000 204,160
 3  300,000   197,260
 4  330,000 188,680
 5 365,000 181,470
Value of practice RM984,620

* Based on the statistical table on net present value (NPV)

Other Considerations
Sole practitioners should also consider the fol-

lowing factors as justification for raising or lower-
ing the suggested starting point for negotiations.
1. The geographical location of the firm is/is not

in an area in which the buyer wants to practice.
2. The buyer has/has not had prior experience

in managing an accounting practice, i.e. a
new audit license holder.

3. The seller’s reputation is/is not high.
4. The seller’s and buyer’s age are/are not

similar.
5. The seller’s philosophy of practice does/

does not allow for integration of dif ferent
work habits.

6. The seller’s and buyer’s employees are/are
not compatible.

7. Personnel have/have not received proper
training.

8. Growth potential is/is not present.
9. The seller’s major clients have/have not

been clients for more than three years.
10. Types of services offered are/are not com-

patible.
11. Types of industries served are/are not com-

patible.
12. Fee volumes are/are not similar.
13. Future fee increases are/are not compatible.
14. The seller’s gross fees for the past five years

have/have not been increasing.
15. Billing rates are/are not compatible.
16. Total hours and chargeable time are/are not

similar.
17. Net income as a percentage of gross rev-

enue are/are not similar.
18. The buyer can/cannot obtain outside financing.
19. The seller will/will not finance part of the

purchase price.
20. Tax treatment of the purchase price etc.

Section 4
HOW TO VALUE YOUR PRACTICE
A. Valuation of Tangible Assets
Fixed Assets

Equipment and other tangible assets can either

be negotiated as part of the practice continuation
agreement or valued separately. Is advisable to
keep valuation as simple as possible as haggling
over minor assets that may hold no value for your
successor could sabotage an agreement.

A formal real estate appraisal can be obtained
to determine an equitable value if land and build-
ings are involved.

Accounts Receivable
When the practice remains intact after it is

sold, accounts receivable are often purchased
to maintain the appearance of continuity for cli-
ents. In this case, you need to guarantee the
value of accounts receivable or use a discount
factor based on past collection experience. Cur-
rent clients may be discounted, say 10 to 15 per
cent for the cost of collection. The discount
should be greater for doubtful accounts.

Should the estate decide to retains its rights
over the collection of the accounts receivable,
it can employ the successor firm as a collection
vehicle and pay that firm for its efforts.

In any case, to protect your estate, you may
want to state in the agreement that no bill will
be collected for less than its full value without
prior approval by the estate.

Work In Progress
Placing a value on any work in progress can

be difficult, as it is normally difficult to be deter-
mined or identified. Thus, in most instances, the
value is not computed or taken into consideration.

B. Valuation of Intangible Assets
The most critical and elusive element in the

valuation of a practice is the value of each cli-
ent. It is basically the client list that provides
for the future income stream, but clients are an
intangible asset.

You will have a better chance of getting the price
you desired if the prospects for client retention
are high. But if your client base is not secure, the
value of your firm diminishes in the buyer’s eyes.

Section 5
Professional qualifications
a. Recent practice or quality review
b. Organisational and planning abilities
c. Proper monitoring and control of engagements
d. Technical proficiency
e. Client satisfaction
f. Ability to train and develop staff
g. Ability to generate fees and knowledge of the

value of the services performed
h. Ability to bill and collect promptly
i. Sense of professional responsibility
Personal qualification
a. The appearance and presentation of the firm

and its personnel

b. Leadership within the firm
c. Evidence of oral and written communications

skills
d. Good relations with colleagues and clients
e. Gradations of expertise within the firm
f. Useful mixture of personalities within the firm
g. Growth potential
Community and professional standing
a. Community leadership of firm’s principals

and staff
b. New clients brought in through individual

contacts
c. Professional participation and leadership ac-

complishments

Section 6
After placing a value on your practice and

identifying your successor, you are ready to begin
negotiation and constructing the agreement. How-
ever, it is strongly recommended that you seek legal
advice when drawing up a continuity agreement.

There are many elements in constructing a
continuity agreement. Outlined below are the
basic terms and conditions that may be included
in the agreement.
a. Definitions

The two basic definitions that are tied to the
agreement are permanent disability or incapa-
bility and death or retirement.

Permanently disability is a total disability caused
by physical or mental ill health. This should be
confirmed by the medical practitioner and proved
that the practitioner is physically and/or mentally
unfit, through illness, accident or otherwise, to
effectively manage his/her practice and in the said
medical practitioner’s opinion, is likely to be inca-
pacitated for more than ______ days (actual days
to be registered in the agreement)

Retirement is the termination of practice on
an immediate or phased basis.

These definitions must be included in the
contract and must be addressed with care to
allow an element of flexibility.
b. List of Clients

It should contain a list of clients, the value that is
placed on the business of each one and the method
to determine and assign these values. The list is
included as an exhibit to which reference is made
in the body of the contract. It is a key contract ele-
ment that should be updated at least annually.
c. Working Papers

The firm’s working papers must be available
to its successor. These papers indicate the tax
and accounting standards that have been applied
to each client. They can also assist in determin-
ing the status of work in progress and can
enhance the value of the practice. Arrangement
for the transfer of these records must be made.
d. Files

Billing, personnel and other files must also
be transferred to the successor firm. One of the
most difficult problems can be locating the files
and identifying the information they contain.

If a client chooses not to continue with your
successor, copies of his/her files may be stored
until the statute of limitations expires, at which
time they may be destroyed. Any files stored
of f the premises should be brought to the
successor’s attention.
e. Books and Financial Statements

When the entire practice is being transferred,
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L E G A L  A D V I C E

  Illustration of Collection/Payments on Clients Subsequent to Purchase

    Dollar Gross Collections Dollars Paid On
      From Client Billings         Five-year Contract

Year Year Total
1 2 3 4 5  1 2 3 4 5 Paid

A 1,000  750 500  — — — 150 100 — — — 250
B 5,000 5,000 5,000 5,000 5,000 5,000 1,000 1,000 1,000 1,000 1,000 5,000
C 15,000  25,000 25,000 30,000 30,000 35,000 5,000 5,000 5,000 — — 15,000
D 4,000 4,000 4,000 3,000 3,000 3,000 800 800 600 600 600 3,400

        25,000  34,750 34,500 38,000 38,000 43,000 6,950 6,900 6,600 1,600 1,600 23,650

the successor must have access to all of the pre-
decessor firm’s books. This includes subsidiary
ledgers such as payroll and accounts receivable.
It is also advisable that the firm’s financial state-
ments on an accrual and cash basis for at least the
past 3 years be made available. Tax returns should
also be available. Note that the same information
regarding the successor firm should be available
to the predecessor during negotiations and later
on during reviews of the agreements.
f. Work in Progress & Accounts Receivable

One of the most difficult areas to define in a
practice is the work in progress. Usually, it is
valued separately. Payment therefore depends
on the ability to identify and determine the sta-
tus of the work in progress.

Accounts receivable records are also vital in
the transfer of a firm’s clients. The parties to
the agreement must decide who will be respon-
sible for collecting the accounts receivable and
whether they will be valued and sold to the suc-
cessor firm. If the successor agrees to buy them,
they must remain separate and apart from the
successor firm’s accounts receivable records.
Provisions should be made for any service fees
that may arise in the collection process.

If the estate retains the rights to the collection of
the accounts receivable but the successor is how-
ever engages to collect and manage the accounts
receivable, it must provide that the successor firm
collects all the accounts receivable in the list even
if the client does not remain with the successor firm.
g. Equipment and Supplies

A fixed assets subsidiary ledger, if it contains
a record of dates of purchase, costs, serial and
model numbers and peripheral attachments, can
be used to assist in assessing the office furni-
ture and equipment value in the balance sheet.
If equipment and supplies are to be sold to the
successor firm they need to be organised to al-
low an inventory to be taken.
h. Existing Leases

Generally, the successor does not need a sec-
ond office in the same city and does not want to
have to negotiate the settlement of the lease. How-
ever, to ensure client retention, a transitional lease
may be arranged where appropriate. The successor
firm could also lease equipment such as the copying
machine and have secondary leases for storage fa-
cilities. Assumption of payments and lease terms
for these must also be addressed by the agreement.
i. Employee Records

Records should be available containing, at a
minimum, employee contracts, salary scales,
personnel policies and performance and salary
reviews. Certain agreements contain a provision
for the firm’s personnel to be hired by the suc-
cessor and to be retained unless they prove in-
compatible with the new firm. It is extremely
important that your staff understand that the
agreement provides for their transfer to the suc-
cessor firm, where applicable.
j. Liabilities and Professional Indemnity

Insurance (PII)
Existing and contingent liabilities must be

identified, including any current professional li-
ability lawsuits. Most agreements address this
issue specifically. Successor firms do not want
to be associated in any way with professional
liability lawsuits brought by clients or with some
contingent liabilities.

When a practice is to be continued by another
practitioner, decisions have to be made concern-

ing policy limits, deductibles, types of risks covered
and settlement provisions. Of particular importance
to you will be the purchase of tail coverage to pro-
tect against claims made after the expiration of the
former malpractice policy. Work closely with your
insurance broker and lawyers so that you can ob-
tain the full protection of your PII policy.

Any debt such as notes payable or current
liabilities should also be identified in detail. Be-
fore negotiations can be completed, these debts
may have to be negotiated with the creditor.
Some debts cannot be assumed and new ones
may have to be created or substituted.
k. Property and Casualty Insurance

This element of the agreement is of special
interest to the successor firm. Proper coverage
must be in force and expiration dates must be
known to ensure protection of assets before and
during transfer from one office to another.

The surviving spouse or heirs also need cov-
erage to be in force until they have disposed of
any assets not transferred. A well-organised in-
surance file containing records of all current
policies is recommended.
l. Fees and Billing Information

The standard fees of your firm and your suc-
cessor need to be known during negotiations.
Compatibility between these fees in the market
place is required to ensure client acceptance.
The fee structure of billings and the billing pro-
cedures themselves are also vital to client re-
tention. Finally, utilisation of personnel is deter-
mined principally by the fee structure.
m. Payment for the Practice

When considering the sale of your practice, you
must be reasonable in your assessment of its value
and realistic in the payment structure you demand
(for details in payment method, please refer to
Section 7). You must keep in mind that the object
of your negotiations is a practice continuation
agreement that protects your assets and provides
something to your surviving spouse or heirs.

You must also remember that the value of your
practice will dissipate in less than 30 days after your
death and that it will not last much longer than that
if you become permanently disabled and are un-
able to tend to its affairs. It is essential in your ne-
gotiations and in the drafting of the agreement that
payment steps are clearly outlined. Consideration
of tax issues and responsibilities is also critical.
n. Non-competition Clause

It is extremely important to have this element
addressed in your agreement. A non-competition
clause penalises your successor for taking away
any clients before the agreement comes into
force. The penalty can be in term of dollars to be
paid for each client taken.
o. Termination of the Agreement

Most agreements allow for termination by either
party within 30 days of sending written notice to

the other’s last known business address. However,
you can select any termination period. You need
this provision to allow you to void the contract in
the event of the discovery that your successor has
been involved in controversial issues that might
jeopardise retention of your clients.

A significant change in financial conditions at
either firm could also warrant termination of the
contract. There may be other instances in which
you wish to draw up a new agreement, for ex-
ample, in order to transfer the practice to a par-
ticular staff person who has gained the respect
of clients. The successor may also want to can-
cel, for example, if his or her health deteriorates.
p. Arbitration

The parties can agree that any dispute or
claim concerning the contract will be settled by
arbitration.
q. Notification

This element of the contract ensures that your
clients are notified of the agreement. It should be
stressed to them that the services they have been
receiving would not be interrupted in the event of
your untimely departure from the practice. Noti-
fication should be performed by your firm and
should make the point that much thought has
gone into finding a successor firm that will pro-
vide comparable services at comparable rates.

It is even advisable that both you and your
successor visit key clients before the agreement
is consummated and inform them of the possi-
bility of a transfer and what they can expect. It
is also extremely important that your surviving
spouse or heirs be notified that you have ex-
ecuted a practice continuation agreement. The
lawyer for your estate should also be notified if
he or she did not review your practice continu-
ation agreement before execution.
r. Carryover Expenses

Generally, your staff is paid by your estate
through the date of transfer and by your suc-
cessor thereafter. Employee benefits such as
accrued sick pay and vacations are important
for morale and should be addressed carefully.
s. Others

Consider circumstances peculiar to your own
or your successor’s practice during the negotia-
tions and include them in the agreement. Incor-
porate the practice continuation agreement into
your Will and estate and consult legal advice in
drafting your agreement and review all related
documents at the conclusion of negotiations.

Section 7
Payment Method

There may be some combinations of payment
methods for different types of assets e.g. tan-
gible or intangible assets.

For the payment of tangible assets, for ex-
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Letter of Instruction to Spouse (or Survivor)

Dear_________________ :

This letter will guide you on action to be taken in the event of my
death or incapacitating disability. Prompt action on your part and on
the part of Lawyer_________ will ensure the continuity of my account-
ing practice and assure you maximum economic benefit.

The following persons should be notified immediately :
1. Lawyer_________, who has instructions to prepare for your sig-

nature a letter to my clients, which should be mailed within 24
hours to minimise panic attrition.
In the event that Lawyer_________is unable or unwilling to act in
this matter, you should immediately contact the lawyer of your
choice and provide him with a copy of the letter to my lawyer,
which is included with this letter.

2. _________ is the C.A.(M) who I have arranged to purchase my
practice. If _________, C.A.(M) is unable or unwilling to act under
our agreement, the lawyer should be notified so that it may pro-
ceed with alternative procedures.
For your information, my files contain accountants’ worksheets and
related papers that are to remain in the possession of my personal
representatives as defined in _______ (Agreement). Lawyer ________
can advise you further on this. These files also contain material that
belong to my clients, such as copies of various government reports,
tax returns and so forth. _______, C.A.(M), will decide which items
in these files may or should be turned over to clients.

It will not be unusual if clients express concern over the status of
pending or imminent matters. It is important that you assure them
that arrangements have been made for the continuation of competent,
prompt attention to their needs. After giving such assurance, refer
them to _________, C.A.(M).

The lawyer’s instructions include the recommendation to use the
services of a key person among my staff. This person by virtue of
close involvement with all office matters, can render invaluable ser-
vices. Compensation should be commensurate with the value of such
services and should not necessarily be limited to that person’s most
recent salary. Consideration should be given to the delegation of re-
sponsibility and exercise of judgment expected.

Sincerely, Encl. : Instructions to Lawyer
Agreement with ________, C.A.(M)
Instructions to key staff member
Letter to clients

Instructions for Key Staff Member

This will serve as a guideline and checklist for you of the services
for which you have been retained by Lawyer ___________. It is in-
tended as a supplement to the knowledge of administrative and office
procedures that you have gained as a member of my staff.

Lawyer ___________ has prepared a letter to my clients and has
instructions to mail this letter within 24 hours of my death. A copy of
this letter is enclosed.

Once this letter to my clients is mailed, please do the following :
1. Prepare or update a client service analysis
2. Prepare an analysis of client trust account funds to aid in prompt

disbursement
3. Prepare or update a list of fixed assets
4. Prepare or update an inventory of significant office supplies
5. Provide the lawyer with information concerning my current lease
6. Provide the lawyer with an analysis of all outstanding accounts

and notes payable
7. Provide the lawyer with an analysis of open accounts receivable
8. Prepare an analysis of work in progress for possible billing
9. Bring books of accounts up to date
10. Render such additional service as deemed necessary by Lawyer

________________ to aid in the orderly disposition of the practice

I appreciate your assistance in this matter.

Sincerely,

ample, it may be made upon transfer of the legal title or any other meth-
ods that are agreed upon between the parties as stated in the continuity
agreement. This is similar to an outright buy/sell process.

While for the intangible assets, the payment method that protects both you
and your successor is one that is directly related to the client list and the values
assigned to each individual client, so called the Client List Method. Predeter-
mined client value (as mentioned in Section 4) are used to create a payment
ceiling that reflects the maximum to be paid not only for the entire practice,
but for individual clients as well. This requires a separate accounts receivable
subsidiary ledger to handle the administration of collection for each account.

The hypothetical purchase is based on a five year payout, with 20 per
cent of cash collections paid to your estate from billings for services ren-
dered subsequent to the purchase of the practice. The maximum price to
be paid for the practice is RM25,000.

Client A — value RM1,000 — terminates after the second year. Since no
future collections will be received, only RM250, the amount collected during
the two year period, is paid on this client. No further payments are required.

Client B — value RM5,000 — pays out completely over the five-year
period and collections are received by your estate at 20 per cent per year.

Client C — value RM15,000 — pays off its assigned dollar value in
three years. Your successor does not owe any of the increase in fees gen-
erated from this client subsequent to the purchase. However, the increase
in fees causes the account to be paid early because the agreement speci-
fies payments of 20 per cent of fees collected.

Client D — value RM4,000 — is not paid off in full at the end of five
years. Another payment is due when the collections are made by your
successor in the sixth year.

Certain practice continuation agreements provide for the percentage
of collections due to be paid by the twentieth day of the month following
the previous month’s collection period. The separate accounts receivable
subsidiary ledger set up for administrative purposes should facilitate an
audit, if required. This issue must be covered in the agreement. It is also
recommended that a separate interest bearing bank account be main-
tained to segregate these transactions from others in the successor’s prac-
tice that need to be kept confidential.

Section 8
The illustrative material below has been included for informational

purposes only. It is stressed that practitioners who feel that any of this
material would be useful in their own agreements are advised to consult
legal counsel for specific advice on the appropriateness and effect of such
use. Wholesale copying of the letter is strongly discouraged.

Sample Communications

Letter From Lawyer to Clients

Dear______________________ :

You are undoubtedly aware of the death of [the deceased].
[The deceased]’s obligation to you and appreciation for your continu-

ing loyalty prompted (him, her) to make provisions to assure you of com-
petent professional services in the event of (his, her) incapacity or death.

These arrangements have been made solely as a service to you but
are by no means binding upon you. In the event of such a contingency,
selection of a successor accountant is entirely at your discretion.

By agreement, ____________, C.A.(M), and (his, her) staff stand ready
to complete any work that might be in process and to prepare for timely
filing of tax returns or other reports. With your approval, ___________,
C.A.(M), has also consented to serve your needs on a continuing basis.
[The deceased] went to great lengths to handpick this successor on the
basis of (his, her) professional capabilities and personality.

Detailed instructions have been provided both to me and to the key
person on [the deceased]’s staff to ensure confidential safeguarding
of any books and records of yours that are in our possession. They
have also been given instructions for the prompt transfer, upon your
written instructions, of any such material to a successor accountant.

Please contact me at your earliest convenience.

Sincerely,

Note :  This letter should be tailored accordingly in the event of per-
manent incapacitation.
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Look at the former millionaire,
said an acquaintance’s wife to
a friend when she saw Sirivat
standing on a Bangkok street-
 corner with a huge ‘bread-

box’ slung across his shoulder, sometime
back in mid-1997. There he was, clad in a
simple T-shirt, slacks and a white cap to
shield his eyes from the sun, 48 year old
Sirivat Voravetvuthikun who not too long
ago was one of Thailand’s most successful
fund managers, trading in US hundreds of
millions of dollars in a single day, selling
sandwiches in the sweltering heat.

When the economic crisis of ’97 came a
calling, Sirivat was so badly hit that he be-
came a riches to rags story. “My father was
rich but I was richer until I failed at 48,”
recalled this son of a Chinese migrant as
he sat relaxed after a shower at the lobby
lounge of the Sunway Lagoon Resort Ho-
tel sipping bottled fr uit juice when
Akauntan Nasional interviewed him after
his talk session at the recent National
Accountants’ Conference 2002.

Born into a rich family, Sirivat was never
wanting for anything. After graduating in
1973 at the age of 26 from the University
of Texas at Austin with a business degree,
majoring in Finance, Sirivat started off in
Asia Securities Trading, one of Thailand’s
largest brokerage houses. His target; to
become a millionaire by 28. Hardworking
and intelligent, he was good at his job and
made millions for the company and its cli-
ents. He quickly rose up the ranks to be-
come Managing Director and then moved
on to become a private fund manager mak-

C O V E R
M R . S A N DW I C H

By Nirmala RamooThailand’s Mr. Sandwich, Sirivat Voravetvuthikun was special guest
speaker at the National Accountants’ Conference 2002. A one-time
millionaire, who achieved global fame with his brand name ‘Mr.
Sandwich’, Sirivat shared his experience with the participants who
quite simply were bowled over by his easy charm and excellent
presentation.

i was born to be

a Millionaire

Sirivat Voravetvuthikun a.k.a Mr.
Sandwich, a former millionaire who now
sells sandwiches for a living
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ing his first million at the age of 35, miss-
ing his mark by seven years but early
enough by conventional standards. In less
than 20 years, Sirivat was a wealthy busi-
nessman having founded the property de-
velopment company, Tong Gween. He
moved among the upper echelon of soci-
ety and together with his wife Vilailuck,
they owned a high-rise condominium in
downtown Bangkok. Their three children
were schooling in England and New
Zealand.

In 1993, Sirivat embarked on an ambi-
tious project to build a US$9 million luxury
condominium complex in Khao Yai, located
200km Northeast of Bangkok. By the time
Thailand’s economy started to collapse in

1996, the complex was still under construc-
tion and he was deeply in debt having only
sold a few apartment units in the complex.
A year later, Tong Gween was in shambles,
teetering on bankruptcy. Interest rates shot
up to 17 per cent and climbed even higher
to 21 per cent. While before this finance
companies clamoured to give him loans,

now doors were being shut in his face,
badly bruising his self-confidence. He had
one more task to do, to tell his staff of 40
that the good times were over.

Sirivat contemplated going into the food
business but with no capital plus the fact
that neither he nor his wife was a good
cook, this was out of the question. With no

Sirivat’s wife, Vilailuck, giving all the encouragement and support to her husband

A mobile business concept which Sivirat introduced was finally approved by the Thai authority

When the economic crisis of
’97 came a calling, Sirivat was
so badly hit that he became a

riches to rags story. “My father
was rich but I was richer until I

failed at 48”.
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other options to con-
sider, his wife suggested
selling sandwiches to
make a living, a bleak
prospect for the former
millionaire who was
more used to having his
sandwiches ser ved to
him at fancy eateries.
Sirivat conveyed this to
his staff of 40, of which,
20 stayed behind to help
make and sell the sand-
wiches. And thus began
a new way of life for
Sirivat and his ‘extended
family’. Up at 3 a.m.,
Vilailuck together with
the female staff would
make the sandwiches
using her favourite Japa-
nese brand of bread,
Yamasaki, while her hus-
band and the boys would
walk from place to place
with trays and boxes
loaded with sandwiches. A license is re-
quired if a stand is set up in one place. He
sold six sandwiches on the first day.

Though initial
sales were far from
satisfactory, Sirivat
p e r s e v e r e d .
“People bought the
first sandwich out
of sympathy but the
second one and
thereafter, because
they liked it,” he said enthusiastically. Any
leftovers were consumed by staff or donated
to spastic centres and the old folks homes.
Sirivat and his boys became familiar faces
on the streets of Bangkok. He soon caught
the attention of the media and has since
been interviewed four times by CNN, twice
by CNBC and countless times by the Thai
media. Sirivat was invited to talk about his
predicament at seminars to motivate others
and has been swamped with speaking en-
gagements since. “The audience gives me
moral support,” he enthused.

“If a person accepts failure and uses that
as a lesson instead of wallowing in depres-
sion and self pity, he may fail again but not
the third or fourth time,” said this remark-

able man who has expanded his range of
products to include Sushi Brown Rice and
Rice Crackers. “Well wishers want to fi-

nance me now but
they may want to
control the busi-
ness,” he said, add-
ing that a cousin
who shunned him
after his downfall
also eagerly offered
a loan after seeing

the spate of media publicity on him.
Today, Sirivat is still not out of the woods,

but life is improving. Apart from selling his
products in the
streets of Bangkok,
he supplies sand-
wiches to major es-
tablishments and
considers the Secu-
rities Exchange of
Thailand among
his biggest custom-
ers. He however
politely refused to
divulge his sales figures. With visions of
raising money through listing, Sirivat wants
his customers to be the shareholders of his

C O V E R

company. Fiercely patri-
otic, he wants the money
to remain in Thailand. “I
only use Thai rice to sup-
port Thai farmers,” he
said with conviction. At
one time he had to pick
up his bread from the fac-
tory, today the bread is
sent to him as he is
Yamasaki bread’s biggest
customer in Thailand.

An excellent orator
judging from the positive
feedback to his delivery
from the NAC 2002 par-
ticipants, Sirivat carries
his 12kg ‘bread-box’ on
stage during his talks to
give people an idea of
what it is like to lug a box
full of sandwiches in the
heat to make a sale.
“Many times I felt like
giving up but my wife
kept me going with her

support and motivation,” said this entrepre-
neur who attributes the success of his busi-
ness to his wife’s tenacity at motivating him
not to give up. He still stands at street cor-
ners with his boys to give them encourage-
ment. “Never, never give in. Never look
down on small businesses,” he advises uni-
versity students during his talks. In encour-
aging them to be bold and innovative, he
constantly tells them not to wait for jobs to
come to them but to seek opportunities and
be willing to work hard.

Opportunities come in different forms and
for Sirivat, he was bold enough to accept his
fall from grace and move on. The former mil-

lionaire who once told
his son that “cash is
king” is confident that
he will once again rise
to the top. “I was born
to be a millionaire,“
he said, though
humbled by his pre-
dicament that he sees
as a learning experi-
ence. Our Malaysian

graduates could do well to learn from Sirivat.
Being choosy may not be the best option in
life.

The man who created his own ‘brand’ name

“If a person accepts failure and
uses that as a lesson instead of
wallowing in depression and

self pity, he may fail again but
not the third or fourth time”.

“Many times I felt like giving
up but my wife kept me going

with her support and
motivation … Never, never

give in. Never look down on
small businesses,”

AN
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M A N A G E M E N T  A C C O U N T I N G
B C P  &  C R I S I S  M G M T

The Y2K Hype
Ever yone would still remember the

chaos and paranoia that the date 1 Janu-
ary 2000 brought to the world of mankind,
that has always been dictated and pro-
cessed by the digital might of computers
and cyber technology. What was that fear
of Y2K or ‘Year 2000’? Simply put in a
layman’s term, the fright was that the digit
‘00’ in the Year 2000 would make computer
brains not recognise it to mean ‘Year 2000’
but just the plain ‘0’ number or year 1900,
since the way computer programming was
done previously was to only use the two
last digits to denote the year. This was for
want of space and convenience, it was said,
and at that time only two digits i.e. 52
without inserting ‘19’ would mean 1952.
Thus the whole year of 1952 was not pro-
grammed, so that a computer programmer

just writing down 52 instead of the whole
four digits of ‘1952’ on the date field would
denote ‘year 1952’. So then ‘00’ would mean
year 1900 instead of year 2000. Thank God
it was not the case when the date 1 Janu-
ary 2000 came around. No plane that flew
between 11.30pm on 31 December 1999
and 12.01 midnight on 1 January 2000
crashed. But prior to that, everyone was
getting ready for the worst, and the disas-
ter recovery procedures were drilled and
rehashed over and over again just in case
the Y2K displayed its mischief. On a lighter
side, there were some friends that I knew
who were hoping to wake up on 1 January
2000 and find that their RM200 savings bal-
ance became RM2,500,000, a result of
someone’s money going into their account
because of the haywire that Y2K might stir.
They were quite disappointed though,  as

nothing occurred. The millions of dollars
spent by everyone to address the Y2K de-
bacle was quite mind-boggling. They
wanted to ensure that there would be mini-
mal interruptions or losses to their busi-
nesses, lifestyles, lifts, cars, billboards,
aeroplanes, banks, shipping, refrigerators,
digital clocks, and you just about name
anything that worked or has some element
of computer controls. Consultants, com-
puter systems providers and those who had
some kind of solution to offer were having
a field day and smiling to the banks espe-
cially during the period 1998 to eve of Year
2000 (people started to prepare for the Y2K
scare as early as 1998 onwards. I know
because my then organisation was prepar-
ing for it as early as 1997).

The 11 September 2001 Paranoia
With the Y2K epidemic over, there was

comfort and peace of mind. No major topic
or ‘cause for concern’ was on the agenda.
Solution providers and consultants had a

How BCP and

CRISIS MANAGEMENT
THRIVE By Dr. Josef Eby Ruin

Business Continuity Planning (BCP) and Crisis Management :
After Y2K Came September 11th.
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rather dull or lull time, it seems. Any more
ideas to stir people from being complacent?
Nothing much, it appeared. There was
calm. But not for long. Nine months into
the Year 2001 came a world-class drama.
The world’s pride and symbol of free world
enterprises that was epitomised by the
New York Twin Towers was destroyed by
two innocent commercial aeroplanes mis-
chievously transformed into fuel-laden mis-
siles operated by what many called the ‘hu-
man terrorist heroes’ of the century.

The Y2K hype and September 11 para-
noia truly stemmed fears and concerns ev-
erywhere, more so in the entrepreneurial
and business world. The two were the main
triggers for organisations to spend time
and lots of money on developing their busi-
ness continuity. It is not just talking about
computers and system recovery any more.
It is more to do with disaster recovery and
crisis management so now they
appropriately have the so-called DRP or
disaster recovery procedures. But it is not
just confined to computers and systems per
se; it is to save lives, and protect the busi-
ness operations for the continued availabil-
ity of products and services. Thus the term
BRP means business recovery planning.
But some would say “the nomenclature
BRP is not quite right; we do not want ‘re-
covery’, rather it should be ‘continuity’ as
we want to be seen to have no interrup-
tions but continuity in our services and op-
erations”. So BCP or business continuity
planning it is, and today it is a very, very,
very common and loose term to mean
‘computer recovery and business continu-
ity’ at one and the same time for both sys-
tems and business to go on uninterrupted.
If not recovery or continuity for all the
businesses and systems, then at least for
all the major and critical systems, business
and services of an organisation.

How BCP was born?
The history is very much ‘war and mili-

tary’ in essence. The theoretical concepts
of BCP sprang up from the army. For many
years military strategists and leaders have
been pre-occupied with the need to operate
efficiently and continually even when there
are disruptions to the normal flow of things
affecting their given personnel, location
and situation due, say, to rapid or

catastrophic changes.
In the 1960s some individuals involved

in American business had the mindset to
realise that merely
preserving data dur-
ing disaster was no
guarantee that the
business would sur-
vive the interruption.
They argued that for
a business to thrive
and survive, it has to
quickly and ef fec-
tively recover from,
and respond to, any
kind of business in-
terruption. From
this mindset germinated the first
generation of disaster recovery plans and
planners. By the early 80s many practitio-
ners of disaster recovery had realised that
to be truly effective their disaster recov-
ery has to encompass disaster prevention
planning. They opined that the smoothest
and most productive environment for a
business to operate in would be the one
wherein no interruptions occur. Thus
emerged a culture of emergency prepared-
ness planning and total business safeguard-
ing. Around this time, many more
organisations (especially in the US) had
realised the values that disaster recovery
and emergency planning exude.

The expansion of commerce and man-
agement ideas that evolved with the tech-
nology craze of the late 70s bore the ethos
of disaster recovery procedures (DRP)
and enterprise recovery planning (ERP)
to mainland Europe and even Asian
organisations. As the hype increased,
more new ideas and fresh viewpoints
evolved from corporate planners and
corporate professionals. This influx of
ideas and advocators brought about the
development of business continuity
planning (BCP) as a field and extension
of the discipline from a few US businesses.
Today BCP is a global corporate and
organisational buzzword.

Today’s Management Fad
It is more a matter of concern and alert-

ness. The Boy’s Scout motto of ‘Be Pre-
pared’ perhaps justifies all the hype, con-
cern and rationale for any organisation’s

“With the craze of Y2K and
September 11, the need for
corporate owners as well as
regulators to take BCP an

extra step further has
transformed it to become
fully-fledged management

function”.

BCP programme. With the craze of Y2K
and September 11, the need for corporate
owners as well as regulators to take BCP

an extra step fur-
ther has trans-
formed it to become
a fully-fledged man-
agement function. It
is to take the busi-
ness continuity
ethos and look at
every aspect of the
business and opera-
tions with the mind
to actively ensure
their continuity so
that all systems and

processes for major or key operations and
support functions remain uninterrupted
even during a disaster and crisis.

What is
Business Continuity Planning?
Business continuity planning or BCP is

usually formalised initially as a specific
project. But once all the plans, procedures
and recovery sites are in place, BCP be-
comes an ongoing operational process re-
quiring day-to-day ownership of the man-
agement.

In a simple layman’s context, BCP aims
at having a planned process, procedure or
strategy that can assure and provide for the
continuity of major and critical services and
operations in an organisation despite any
crisis event that might or have occurred.
The cardinal objectives of BCP are to :

Have in place a cost effective contin-
gency solution that weighs the value of
potential losses to the business and
assets against the cost of guaranteeing
continuity of critical business
processes.

Impress upon the public (clients and
customers) the perception of business
survival and continuity, even if the nor-
mal service level was affected because
of interruption in the business.

What is Defined as a
Crisis or Disaster?

The term disaster or crisis brings to
mind calamities like typhoons, tornadoes,
floods, epidemic diseases like typhoid,

1
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cholera, JE, anthrax, microbe attacks, mud
slides, hurricanes, earthquakes, hijack,
labour strikes, arson, poisoning, business
sabotage, robbery, and fire.

Other crisis or disasters may be
smouldering or not very dramatic. A few
realistic examples are :

a company facility where the bathroom
plumbing overflows over the weekend
and some water drains into the data
centre;

a small central office fire that is remote
from the company’s location and dis-
rupting data communications for two
days or longer;

a new piece of equipment that is in-
stalled but works only for a few days and
then fails, taking one week to reinstate;

a water main breaks on Monday and the
organisation’s office is situated on a hill
above the break but overall water supply
was interrupted for almost two weeks;

a computer disc crashed and resulted
in a total system failure that was further
aggravated by inadequate backup discs;

a personal fight or misunderstanding
that was only a smouldering event be-
tween two people of different cultural
origins and backgrounds that trans-
formed into a racial crisis (riot, curfew)
in a district;

a chemical factory exploded with thick
fumes that endangered the lives of resi-
dents within a two-kilometre radius;

a supertanker was seized midway with
the pirates demanding RM10million
ransom otherwise they would spill the
crude oil into the ocean;
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an armed heist was staged by ex-army
personnel, threatening to detonate
bombs that would affect a large part of
the residential enclave;

a airline crashed into the mountain due
to faulty instruments and bad weather,
bringing with it more than 200 passen-
gers;

a child of the company’s chairman was
kidnapped and the bandits demanded
RM15 million as ransom money.

In reality, to call anything a crisis or di-
saster, the event or incident need not be dra-
matic. A crisis or disaster, after all, could be
anything that interrupts an organisation’s
ability to deliver its products or services to
its regular customers for an unacceptable
period of time. A disaster is any event that
causes a prolonged disruption to the key
processes of an organisation. A disaster
then need not be of a grandiose event.
Anything that prevents a company from
operating normally can fall under the above
definition of crisis or disaster.

The Eight Main Ingredients of BCP
I like the figure ‘8’ or the numeral ‘8’. ‘8’ to

many people symbolises luck and wealth as
literally it translates to just that in one orien-
tal language. Here are eight ingredients that
are cardinal for an understanding of any BCP.

The Board and Management must ren-
der full involvement (more substance
rather than just rhetoric).

The BCP documents for the critical and
major business and service operations
have been developed after the business
impact analyses (BIA) are ascertained.
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The BCP documents mandate what
need to be performed to get on with
the operations in time of crisis.

The emergency procedures to address
safety of lives, properties and assets of
the organisation are well understood by
employees.

The availability of a business recovery
site (BRS) to house the critical and
major business and operations when
the BCP is invoked.

Available budget needed to furnish the
recovery site, and to maintain and con-
duct regular testing of the BRS.

There are regular testing and mainte-
nance of the BCP and recovery site to
ensure efficacy. (The analogy of ‘no use
having a spare tyre in the bonnet if it is
flat’).

The guidelines for communication and
media release. Properly co-ordinated
public relations and press statements
not only dif fuse tensions but will
position an organisation as having good
corporate governance of accountabil-
ity/responsibility, openness/transpar-
ency, and honesty/integrity.

The concept of ‘excuse me, it is business
survival please, not business as usual’.

The Dozen Disciplines of BCP
The key disciplines of business continuity

as standards for best market practices vary
from one advocator to another. However many
of the fundamental principles are rather com-
mon. Here are 12 activities or disciplines that
can steer anyone to conduct and formalise his
or her BCP project fairly comprehensively.
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1 The BCP project initiative and
Board/Management buy-in

 The buy-in of the Board and Management
is critical to the success of a BCP initiative
and project outline. There has to be a dedi-
cated full-time team or working group that
should drive the BCP project. The Team or
Working Group manages the project to a
successful completion and implementation.
Once implemented and concluded the vari-
ous sub-activities in the BCP project can be
parcelled out to the owners or users to man-
age. That is, once the BCP project has been
completed (including the budget, formalising
the recovery site, and testing), the various
BCP sub-projects should be handed over to
the users (business or service owners to
maintain and they have to upkeep the regu-
lar testing). The BCP Project Team or Work-
ing Group can retire or be disbanded. How-
ever the main BCP Co-ordinator should re-
main to oversee the co-ordination and main-
tenance/testing. Normally the BCP Co-
ordinator, if not a full time placement, is in
the person of Risk Manager, IT/IS Head or
Chief Operations Officer.

The organisation’s BCP Policy
 Besides the awareness programme and

corporate culture for BCP, the Policy is
equally an important starting block or sine-
qua-non for an effective organisational-
wide business continuity project. The BCP
Policy specifies what is the stand of the
organisation (board and management)
when there is a crisis or disaster, steps to
be taken, priorities to be initiated, critical
and key business operations and services
to bring up and continue operating, how
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disaster is to be managed and met head-
on, and the PR and official communication
necessary to handle the media.

Evaluate risk and identify
existing controls

Many organisations nowadays have ho-
listic risk management set up that combines
the management of the (i) credit, (ii) mar-
ket/treasury/liquidity, and (iii) operational
risks. Working with the Risk Management
Department, the BCP Team can conduct
comprehensive organisational risk analysis
as a first step to developing the BCP. When
evaluating an organisation’s risk environ-
ment, it is important that the various exist-
ing inherent controls to prevent or mitigate
potential losses are assessed. Any deficien-
cies or shortcomings have to be addressed
first. Only after this is done can a good BCP
outline be formulated.

Awareness, training and
testing programme

 Nothing can be more frustrating than
having an environment that is not condu-
cive to BCP. The buy-in of the power-that-
be (board/management) is crucial (refer #1
above). The atmosphere, that is the mindset
and attitude of all the employees of the
organisation, has to be right which means
that they are BCP-ready, and BCP-aware.
For this reason, the starting block of a BCP
is preparing and organising first a
programme to create corporate awareness
and enhance the skills of all key staff that
are required to develop, implement, main-
tain, and execute the organisation’s BCP.

 An untested BCP is an unworkable plan.

6

Period. Organisations that are focused and
serious about their business continuity con-
duct regular tests of their BCP programmes.
It can be acknowledged that testing is a
labour intensive, time consuming and costly
affair, but in a real BCP the BCP documen-
tation and preparing a recovery site are only
the initiatives, while the testing bit is the real
or core part of the BCP. We have to be mind-
ful of the cliché that says ‘ a leaking boat is
not a rescuing vessel; or a house with no
roof is no refuge-place during a hailstorm'.

Conduct business impact
analysis (BIA)

 BIA is in fact the most important initia-
tive in a BCP. It is difficult to know what
are critical or major business or operational
activity to embark upon in a crisis. Not all
business or services can be ‘up’ or can re-
main operational as ‘normal’ during a di-
saster. The idea in a BCP set up is to have
business survival (the critical and key or
major business and services only). It is not
business as usual. The BIA will single out
what are key and critical business opera-
tions, and what are not. BIA looks at a
business activity’s vulnerability by way of
(i) non-financial and reputational impact as
well as (b) the financial loss impact.

Develop business continuity
strategies

After the BIA, the BCP Team goes further
to ascertain the choices or options for the
business recovery strategies. It does so by
ensuring that the critical business and op-
erational functions are recoverable within the
standard or set time that has been agreed
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and 365 day-per-year challenge. It is quite
rare these days to come across any
organisation where its customers do not
bother or are not concerned about some
mission-critical round the clock services.
People’s expectations have changed. They
are getting more knowledgeable, more so-
phisticated, more aware of their rights, more
concerned about being served every hour
(in fact every minute?), and they want the
best attention at all times. The organisation
that can meet all these human foibles or cli-
ents’ idiosyncrasies where 24 hours by seven
days contact, support/service or assistance
are available will indeed outlast its competi-
tors that do not have such 24x7 readiness.

Yes, the 24x7 service availability is not an
option anymore. It is becoming a value-
added basic requirement because of cus-
tomers’ discerning wants and expectations.
Since many people in the business are pre-
pared to provide it, for those that do not want
to jump into the 24x7 bandwagon, they have
to be prepared to be obscured and wiped
out by the sand dust that the '24x7 business
wagons’ stir along the way. Nowadays it is
very common to come across businesses
operating in real time and customers insist
on the round-the-clock access to
information. Global competition also makes
matters more complicated by creating voile
business environments that do not tolerate
any interruption in the business operations.

How can an organisation ensure that in-
terruptions are eliminated, and the 24x7
service is always there? One way is to have
a tested and successful restart programme.
Such a programme is a function of a very
well architectured IT infrastructure. If in-
formation infrastructure is constructed
correctly, it can indeed :

(i) offer high reliability to all mission-criti-
cal systems and

(ii) facilitate an organisation’s speedy re-
covery at minimal expense for crisis
recovery.

Note : This is the first of a two-part article by the
author. The second part of this article will appear
in the December 2002 issue of Akauntan Nasional.
The writer is General Manager/Head of Opera-
tional Risk Management for a commercial bank.
He was a Fulbright Professional Exchange scholar
and is a fellow member of ACCA (UK) and Char-
tered Accountant (M’sia). He has MSc (Bus Admin)
and Doctor of Letters postgraduate degrees. He can
be reached at jerwin001@hotmail.com
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upon, and at the same time to maintain the
organisation’s ideal or next best operating
performance during the tenure of the crisis.

Invoke emergency responses
and operations

 When and how to invoke or declare an
emergency has to be formalised. Is there a
Command Centre identified, and where is
the location? Is there a Staging Area to evacu-
ate to, and who is the Crisis Co-ordinator?
Do the employees know who are the Crisis
Management Team or CMT? How many
types or level of CMT are there, and what
are their roles? There have to be standard
and Board-approved crisis management
procedures that need to be developed. These
standard procedures are to be implemented
in time of crisis. The objective is to subdue
and stabilise the crisis incident or event. The
Emergency Operations Centre or the
Command Centre has to be established and
managed. This is where the hive of manage-
ment activity is during an emergency.

Develop and implement
business continuity strategies
and actions

 The BCP Team has to drive the BCP
project initiatives. It is important to design,
develop, and implement the BCP docu-
ment to provide recovery within the stan-
dard recovery time’s objective. Live by the
TQM’s adage of ‘document what you do,
and do what you document’.

Training and testing programme
 A grand BCP outline or document means

nothing if they are not tested and put to test
to see whether the procedures are practical
or could be applied. Testing in fact is the most
important step in a BCP project. A BCP that
is not tested is as good as no BCP at all. Time
and effort has been wasted in developing the
BCP on paper if it is never tested. It is very
dangerous (and sinful?) to let an organisation
hide in the false hope of a grandiose scheme
of written or documented BCPs that no one
knows how, and what, they are all about.

Maintain and continuous
re-visit of the BCP

There has to be a document or guideline
for maintaining the currency of the BCP. The
BCP outline has to be in accordance with the
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organisation’s strategic direction. It is neces-
sary to verify that the BCP can prove effica-
cious by comparing it with suitable standards.
Any updates or changes have to be made in
the light of changes that the organisation has
to its existing operations and business pro-
cesses. Do not forget #3 above, where again
the evaluation of risk and controls are an im-
portant aspect of BCP or pre-BCP initiatives.

Coordination with public
authorities during emergency

The BCP team has to advise management
on how to establish practical procedures and
policies for coordinating crisis-response, con-
tinuity, and business-restoration activities
with all relevant authorities and governmen-
tal agencies. This is not just to ensure com-
pliance with applicable regulations and stat-
utes, but also to enlist their speedy support
and assistance during a disaster and emer-
gency. There are the Fire Department, rel-
evant regulatory bodies (Central Bank, SC,
KLSE), Police Department, Hospitals and
Town/City Hall to liase and connect with.

Public relations and crisis
coordination

How is the media to be handled? What
kind of news needs to go out? Who is the
main spokesman? These are all-important
considerations for crisis communication and
public relations. Wrong facts and information
can bring down an organisation. The policy
could be that no one other than an appointed
person (usually the CEO, Chairman or Chief
PR Manager) is allowed to talk to the Press.

For safety and survival of the affected vic-
tims (staff and customers or members of
the public), it is important to develop, coor-
dinate, evaluate, and exercise whatever plan
to communicate and provide trauma-coun-
selling for victims. Other than the employ-
ees, the other stakeholders in an emergency
would be the key customers, critical ven-
dors, investors and stockholders, and cor-
porate management, consultants and regu-
latory agencies. It is necessary to keep all
stakeholders informed of the actual happen-
ings and the truth on ‘as-needed’ basis.

The 24x7 Service is no Longer a
Luxury or Privilege

Providing access to information is now a
common 24 hour-per-day, seven days a week,
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If You Are Not Managing Your Business

Through YourKPIS Then, Maybe

You’re Not Managing By David Parmenter

M A N A G E M E N T  A C C O U N T I N G
K P I

Management is well aware
of the significance of fo-
cusing on key per for-
mance indicators (KPIs).

These measures report ‘the pulse’ of the
organisation.

My favourite KPI story is about Lord
King who set about turning British Airways
(BA) around in the 1980s by reportedly con-
centrating on one KPI. He was notified,
wherever he was in the world if a BA plane
was delayed. The senior BA official at the
relevant airport knew that they would re-
ceive a personal call from the Chairman. It
was not long before BA planes had a repu-
tation for leaving on time.

The lack of appropriate KPIs is often ac-
knowledged by participants as a weak area
and one in which they wish to focus on in the future.

In an ideal world one would approach this exercise on a com-
pany wide basis tying it in with benchmarking, business pro-
cess re-engineering, etc. However such a project is enough to
put many people off. The purpose of this article is to set out
some ways in which progress can be made in ascertaining those
key performance indicators which will help you manage your
business.

Acquire the Key Performance
Indicators Manual1

While I was writing this article I came
across a publication which I would recom-
mend to any reader who is looking to make
progress in this area. It is a handbook with
a well laid out and easy to follow method-
ology for the implementation and use of
KPIs — it even includes slides to present
to staff to explain the purpose of the exer-
cise.

The manual has three sections, general
principles, a workbook and a facilitator’s
resource kit.

Set-up a KPI Team to Find
the Key Result Areas

First lets agree on the difference be-
tween key result areas and KPIs. Before I started to write this
article I often would use these two terms in similar ways; they are
however different. Key results areas are the issues “that deter-
mine the organisational health and vitality” in which good perfor-
mance is necessary, and KPIs are the actual measures by which
performance can be tracked within these key result areas.

In the British Airways example the timely departure of an air-
craft (a KRA) had major ramifications to customer satisfaction
and supplier relationships, avoiding penalty costs including pas-
senger overnight stays, servicing schedules etc. The reporting
of the actual delay was the KPI.

Finding the KRAs and the appropriate KPIs is very much like
peeling off the layers of an onion to get to the core. Whilst it is
easy to come up with a reasonable list of indicators, it is hard to
find the KPIs, which may number less than five.

It is not uncommon that measures similar to the eventual KPIs
have been known about for a long time by some of the long-term
employees known as the ‘oracles’.

I believe that locating the KPIs is an exercise, which requires a
mix of mental horsepower and knowledge of the business. An in-
house project team made out of the ‘rising stars’ and the com-
pany ‘oracles’ would appear to be a good combination.

A possible spin-off for the ‘rising stars’ from participating in



37Akauntan NasionalNovember 2002

Note :  David Parmenter is the CEO of Waymark Solutions, a Wellington
firm specialising in helping organisations measure and improve perfor-
mance, e-mail :  parmenter@waymark.co.nz  Website:  www.waymark.co.nz
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such a project could be a greater understanding of the funda-
mentals of the business and some helpful mentoring from the
‘oracles’.

It will also help to contact organisations who specialise in mea-
surement of performance for they are likely to have a database of
critical success factors used by other organisations.

Develop Simple Systems to Trap the Data
Most readers will not be surprised that the answer lies with

the Executive Information System (EIS) or the Decision Support
System (DSS) that is still on your ‘waiting list’. From our stud-
ies* it is surprising how few organisation have these systems up
and running. Companies may have huge data warehouses, which
are gushing with data and creating a cacophony of ‘number
noise’. The data making up the ‘unfound’ KPIs may however be
lying undiscovered in the mass of data, or worse not being col-
lected.

One manufacturing participant* with an EIS reports that the
executives team see the KPIs for the last day’s trading by 9 a.m.
the following morning. Management are now more focused, have
quicker sales meetings, and the monthly reporting process is
not so important as the KPIs are monitored daily. The board
papers are less than 30 pages and the board meetings more stra-
tegic.

One quoted company participant* has weekly reporting. Each
business unit prepares a weekly reporting package enabling man-
agement to focus on the key areas.

The delays that await many organisations in this area leads one
to the conclusion that the search for the perfect EIS or DSS is
costing organisations at the bottom line. If your organisation is
not focused on its KPIs then performance will waiver with the
winds of change.

With the growth of intranet sites within organisations, data re-
trieval does not need to wait for an all-encompassing EIS. Partici-
pants* report that they have been able to link their intranet to in-
house databases relatively easily.

Report KPIs More Frequently (daily/weekly)
If a measure is a KPI it is very likely that it should be moni-

tored and reported frequently. The monthly cycle is not appropri-
ate.

In order to focus on this issue accounting functions need to cut
the time spent on month-end reporting.

The KPI reporting should show management the trend. Graph-
ics going back at least a rolling 12 months are now considered
better practice. Such a daily or at the worst weekly exercise should
not take the accounting function very long once the process is
embedded.

If these KPIs are reported against frequently, and focused on
by management it is likely, as one participant* commented, that
monthly management meetings are much quicker. The financials
are a focus of the meeting as management already have a good
idea of the company’s performance from the regular KPI report-
ing.

Assist With the Development of a
Hierarchy of Performance Indicators

This involves a company wide initiative rather than a think tank
approach. A methodology is needed such as that outlined in the
Key Performance Indicators Manual1.

Such a company wide initiative may be costly, and take a lot of
time but in the end will be worth it. The importance of KPIs is
well stated in the following statement from the Key Performance
Indicators Manual1 :

“Best practice is concerned with a partnership in change, em-
powerment of employees, integrated performance improvement
and the introduction of team based structures into the workplace.
KPIs are a part of the best practice tool kit for drawing the ele-
ments together”1

1 Key Performance Indicators Manual, Woodlane Propriety Ltd, Melbourne, 1997.
Contact for purchasing the KPI manual is www.woodslane.com.au ISPN # 072990
3265. Cost of KPI manual is A$160 plus P&H.

* Waymark solutions limited run better practice studies and have a database of
performance measures.
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A Critical Analysis of the
Budget 2003
Proposals on Business
Enterprises

By Choong Kwai Fatt

This is the final part of a two-part article by Choong Kwai Fatt,  a
Tax Consultant and Lecturer at the Faculty of Business and
Accountancy, University of Malaya. The first part of this article
appeared in the October issue of Akauntan Nasional.

Director’s Liability for Non-
Payment of Tax of the Company
The Finance Minister informed the

Rakyat through the budget speech that the
tax authorities and Custom’s Department
will intensify enforcement to enhance tax
compliance to ensure the Government’s
revenue is collected timely to finance its
expenditure and not lost through fraud by
taxpayers1 . In this regards, the Finance
(No.2) Bill 2002 specifically codified a new
Section 75A, imposing a strict liability on
the directors of the company to be jointly
and severally liable for the outstanding
taxes not paid by the company. These
directors must be the shareholders who
control directly or indirectly more than 50
per cent ordinary shares of the company
and manage the company during the
period in which the tax is liable to be paid2 .

Section 75A is a penal provision and
therefore should be applied progressively
and not retrospectively. Directors who
managed the company prior to year of as-
sessment 2003 cannot be held personally
liable for the income taxes of the company
as such onerous liability was not law then.

One cannot be held liable for an unknown
law at the time of the management of the
company and the separate legal entity
concept between shareholders and
company must be upheld and enshrined.

On closer examination of Section 75A
being legislated in Part IV of the Act, which
relates to a person being chargeable for
income tax instead of being legislated in
Part VIII of the Act concerning offences and
penalties, the legality to enforce Section 75A
for a penal liability is questionable. In the
writer’s opinion, it is not enforceable and
may lead to legal battles in the Malaysian
Courts for the learned judges to rule. It is
therefore the hope that the counsel for the
tax authorities will consider legislating ad-
ditional provision in Part VIII of the Act,
making reference to Section 75A to enforce
such penal liability. This will prevent unnec-
essar y legal disputes and subsequent
amendments to the Act.

Record Keeping Requirement
Tax audit is an inevitable feature in a self-

assessment system of taxation. The tax-
payer is required to be familiar with the ap-

plication of laws and the IRB tax rulings in
computing his income tax payable. To fa-
cilitate the carrying out of tax audit, the tax-
payer shall keep and retain in safe custody
sufficient documents for a period of seven
years from the end of that year of assess-
ment for the purposes of ascertaining his
chargeable income and tax payable3.

The company has already been placed
with self-assessment in year of assessment
2001 while other taxpayers such as the sole
proprietor, partnership, trust, club, co-op-
eratives and employees will be on self-as-
sessment in the year of assessment 2004.
The finance Bill proposes to introduce a new
Section 82A to be effective in year of assess-
ment 2003 requiring all persons to keep and
retain in safe custody sufficient documents
for a period of seven years from the end of
that year of assessment to facilitate a tax
audit4 . The scope of documents has been
defined to mean statement of income and
expenditure and invoice, vouchers, receipts
and such other documents as are necessary
to verify the particulars of the return. It is
further required that the place of the record

1 See p. 76 of Budget Speech.
2 Clause 15 of Finance (No.2) Bill 2002, to be effec-

tive on the coming into  operation of this Act.
3 A discussion between tax audit and tax investiga-

tion, see Choong Kwai Fatt, tax audit and tax inves-
tigation, ACCA website :  accaglobal.com/students/
publications, 11 September 2002.

4 Clause 17 of Finance (No.2) Bill 2002.
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keeping shall be in Malaysia.
It should be highlighted that

the taxpayer who is currently
carr ying on a business in
Malaysian is under a statutory
duty in the Act to keep and re-
tain in safe custody sufficient records for a
period of seven years from the end of the
year to which any income from that busi-
ness relates to enable that income from
that business for each year of assessment
or the adjusted loss from that business for
the basis period for any year of assessment
to be readily ascertained by the Director-
General or an authorised officer5 . The new
Section 82A merely informs taxpayers who
derive investment income or employment
income to begin with the record keeping
requirement.

The Government recognises the impor-
tant of information technology in record
keeping. In the event that the taxpayer has
maintained the accounts using a computer,
then he shall retain in an electronic read-
able form such documents and allow it to
be converted into writing if required.
However, for taxpayers who initially record
the accounts manually and subsequently
convert the original data into computer
form, then such manual documents prior
to the conversion must also be kept for the
purposes of the tax audit.

The writer suggests the taxpayer have a
new credit card as a record of transactions
that deal with his employment activities
such as entertainment expenses, petrol

and repair payment or investment activi-
ties such as acquisition or disposal of in-
vestments. The statement from the bank
will be good evidence of expenses for the
tax audit. The taxpayer should try to detail
down the particulars in cheque buds when
paying cheques, using meter reading cards
(such as the plus tag, fast tags) to record
the toll charges instead of collecting indi-
vidual toll receipts. A detailed ledger with
detailed explanation of the transactions is
necessary to avoid disputes or enquiries
by the tax audit personnel later on.6

Promotion of Exports Incentives
The Malaysian Government in the last

three years has legislated many tax incen-
tives to promote export in the manufac-
turing and services sectors. The general
features are to grant income tax exemp-
tion and allow such income exempted to
be credited into the exempt income ac-
count, of which two tiers exempt
dividends can be paid out. The writer
obser ves that the current incentives
suffer a general pitfall such as the issuing
of the gazette orders is slow, there is a lack
of certainty as modification to the incen-
tive is made in subsequent years, the
duration of exemption period is short, the
rate of exemption is not generous enough

Rate of exemption Reason

 1 30% of increased export Significant increases in exports

 2 50% of increased export Penetrating new markets

 3 100% of increased export Highest increase in exports

TA B L E  1

5 See Sec 82(1)(a) of the Act
6 For a detailed discussion on the manner of the

recordkeeping, see Choong Kwai Fatt, Inland Rev-
enue Guidelines, Rulings and Government Gazettes,
2002 Ed. pp. 12-24.

and the administrative for the
exemption is not timely. These
pitfalls if not overcome will
deter the business enterprises
from applying for such an
incentive and defeat the

government’s intention to promote export
and subsequently increase the domestic
economy growth.

To promote expor ts, the Malaysian
goods have to be of export quality in or-
der to compete globally and this require
constant research and development
(R&D) and competitive pricing and mar-
keting strategies. It is regretted that the
government in this budget does not focus
on promoting R&D incentives. This bud-
get proposes that local owned manufac-
turing companies be given the tax
incentive on exemption of income as
shown in Table 1.

The exemption of income is based on in-
creases in export, which may not be that
attractive as the company will not be able
to continue to have increases in its export.
Companies exporting similar goods are
placed in competition every year as the
company achieving the highest increases
in exports may be granted a total tax ex-
emption on such increases. The writer feels
that the competitive incentive is difficult
to implement in practice and it is against
the implementation of the self-assessment
system. Tax authorities who are under
staffed to carry out the tax audit will be
required to allocate more personnel to
review the company’s tax return every
year. Thereafter, the champion company
may have to apply for a tax refund under
the cur rent self-assessment regime.
Additional staf f are required to process
such a refund. Furthermore the criteria
such as ‘significant’, ‘highest’ and ‘penetrat-
ing’ are very subjective, which may further
cloud the issue of this tax incentive.

The writer would prefer that the tax
authorities announce the quantum of
export sales at the beginning of the year
for companies to be eligible to qualify for
the full exemption of income on the in-
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Example

Siew Ting (Mfg) Sdn Bhd manufactures food for the local consump-

tion and overseas market. The export sales for the year of assess-

ment 2002 to 2004 are as follows :

 2002 2003 2004

Sales RM’000 RM’000 RM’000

Export — 2,000 2,500

Locals 8,000 10,000 10,000

Statutory income 5,000 6,500 6,000

This incentive takes effect from the year of assessment 2003 and

illustrates that the amount of exemption is less in the event of

lower increases in export.

 2002 2003 2004

RM’000 RM’000 RM’000

Increases in export 2,000 500

Rate of exemption is 30% 600 150

Statutory income 6,500 6,000

Less : amount exempted (600) (150)

Chargeable income 5,900 5,850

E C O N O M I C S

After the time of stamping Existing Stamp Act9 Budget proposals10

Instrument is stamped RM25 or 50% of the RM25 or 5% of the
within 3 months unpaid duty, whichever unpaid duty, whichever

is greater is greater

Instrument is stamped RM50 or 100% of the RM50 or 10% of the
within 3 - 6 months unpaid duty, whichever unpaid duty, whichever

is greater is greater

Instrument is stamped RM100 or 200% of the RM100 or 20% of the
after 6 months unpaid duty, whichever unpaid duty, whichever

is greater is greater

7 See Income Tax (Exemption) (No.9) Order 2002,
PU(A) 57/2002.

8 Clause 34 of Finance (No.2) Bill 2002.
9 Sec 47A(1) of Stamp Act 1949.
10 Clause 35 of Finance (No.2) Bill 2002.
11 Clause 28(a) of Finance (No.2) Bill 2002.
12 For a detailed discussion on tax planning for indi-

viduals on the employment income inter alia gra-
tuity versus compensation for the loss of employ-
ment, see Choong Kwai Fatt, tax planning for indi-
viduals, ACCA website :  accaglobal.com/students/
publication, 16 September 2002.

13 Clause 5 of Finance (No.2) Bill 2002.
14 See Sec 13(2)(b) and (c) of the Act. For tax plan-

ning opportunities, see Ibid n 22.

creased export. This would ease
the administrative time and
provide certainty to the manufac-
turing company when in the pro-
cess of planning or revising its
tax estimates. After all it is the
‘increases’ that are exempted
from tax and not the statutory in-
come of the business of the
company. It is hoped that the rate
of 30 per cent be increased to 50
per cent will be inline with the
existing increased export incen-
tive enjoyed by the services
sector7. It is also hoped that the
incentive be extended to agricul-
ture products such as oil palm in-
stead of restricting it only to the
manufacturing companies (see
example).

Reduction in Stamp Duty
Penalty

The Finance (No.2) Bill 2002
proposes to reduce the penalty threshold
for failure to remit the stamp duty due to
the stamp office on unstamped cheques,
contract notes or policies of insurance
within 14 days of each calendar month
from RM500 to RM200; or 10% of the
amount due, whichever is greater8. This
proposal takes effect on 1 January 2003.

The Finance Bill also proposes that the
penalty rate for the late stamping be sub-
stantially reduced as in the table below.

This proposal takes effect on 1 January
2003 and the writer believes the burden of
the business enterprises on instruments en-
tered will be reduced and it is hoped that
these business enterprises will take the
effort to ensure that the stamp duty is paid
timely assisting the collection of government
revenue.

Individual Exemption
Individuals will be benefit from these

budget proposals, as the amount of tax ex-
emption for the compensation for the loss
of employment is increased to six thousand
ringgit for each completed year of service
instead of four thousand ringgit11 . It would
take effect from year of assessment 2003.
The writer expresses regret that the effec-
tive date is 2003 and not the day of budget.
This would mean that any employee who
is retrenched or opts for a voluntary sepa-
ration scheme in 2002 will not able to take
advantage of this increased limit of tax ex-
emption. This RM6,000 exemption will
allow employers to structure the payment
whether to be gratuity or compensation for
loss of employment12 .

The residence status rule for the individual

has been relaxed by deleting the
requirement of the ‘link” as
applied in Section 7(1)(b) of the
Act13 . The effective date is ret-
rospective to year of assessment
2002 and its subsequent years.
This proposal will result in more
expatriates who are currently
working in Malaysia during the
calendar year 2002 qualifying as
tax residents. The tax benefits
such as the scale rate ranges
from zero to 28 per cent; relief
and rebates will be granted to
them.

The Budget 2003 also pro-
poses that expatriates who are
working for the operational
headquar ters companies
(OHQ) and regional of fices
(RO) will be taxed on the por-
tion of chargeable income at-
tributable to the number of
days they are in the country.

This proposal will be effective in year of
assessment 2003 and is indeed a welcome
one as the current tax legislation operates
on a deemed derived income basis taxing
employment income performed overseas
as well as leave pays spend overseas14 . The
only appeal of the writer is that the Malay-
sian Gover nment should also allow
Malaysians a similar tax treatment as many
Malaysians are overseeing their employ-
ees’ duties outside Malaysia. The Govern-
ment should accord equal treatment for
expatriates and Malaysians.

An individual who plans to transfer prop-
erty to their spouse or children on or after
1 January 2003 will be happy to note that
the stamp duty will be reduced by 50 per
cent with the budget proposal15 . At present,
there will not be any real property gains
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tax imposed on such transfer of property16 .
This incentive aims to reduce some form
of financial burden on the transferor. The
writer feels that the amount of stamp duty
collected from this form of transaction may
be minimal. A total exemption of the stamp
duty is preferred so that the stamp office
can have more of its human resources to
be channelled to the stamp duty on corpo-
rate works.

The writer wishes to congratulate the
Government for eliminating the sections
of Act which is time consuming to manage,
yet resulting in minimal collection of rev-
enue. One of it will be the deemed deriva-
tion source of income from owing premises
for non-business purposes17 . This proposal
however takes effect from year of assess-
ment 2003 and subsequent years of assess-
ment18 . The taxpayers who benefit from
this proposal are mainly individuals and
clubs or societies but they will continue to
be liable for tax for owning property for
non-business purposes for the calendar
year 2002.

Incentives to Establish Malaysia
as a Regional Hub

The government wishes to attract Multi-
National Companies to set up regional dis-
tribution centres (RDC) or operational
headquarters (OHQ) in Malaysia. This will
stimulate the growth of economic sectors
such as transportation, manufacturing and
the services sectors. It will certainly widen
market opportunities for locally manufac-
tured goods and create employment oppor-
tunities.

RDC is a collection and consolidation cen-
tre for finished goods, components and
spare parts from overseas or within Malay-
sia to be distributed to the dealer, importer
or its subsidiar y/associated company
within or outside Malaysia. The activities
comprise of bulk breaking, repackaging and
labelling etc. RDC will be accorded a full
income tax exemption on statutory income
for a period of 10 years, the income ex-
empted can be paid out as exempt dividends
on a two tier basis, exemption of sales tax
and import duty on goods for the purpose
of distribution and expatriate posts to be ap-
proved according to their requirements.
The writer is hoping the budget proposal
will grant an income tax exemption to all

sources of income of RDC instead of only
business income.

To be eligible for such incentives, RDCs
must be a company incorporated in Malay-
sia under the Companies Act 1965 with an-
nual turnover of not less than RM100 mil-
lion. The RDC must also be located in free
zones, license warehouse or license manu-
facturing warehouse and will not be al-
lowed to sell more than 20 per cent of its
products to the local market.

The application for the RDC incentive
has to be made to The Ministry of Interna-
tional Trade and Industry for the approval
of The Ministry of Finance from 21 Sep-
tember 2002. It is hoped that the approval
process for the incentive can be expedited
despite going through two Ministries for
application.

The OHQ incentives are more attractive
as the budget proposes a total income tax
exemption for a period of 10 years instead
of the existing concessionary rate of 10 per
cent for a period of five years. The proposal
is effective for applications received by the
Malaysian Industrial Development Author-
ity (MIDA) from 21 September 2002.

The incentives provide to RDC and OHQ
are timely as Malaysia is moving towards
globalisation. It is hoped that the govern-
ment agencies can be more business-ori-
ented, more industry-friendly and efficient
to expedite the process of these approvals.
One of the existing pitfalls for application
of incentives is too much of form fillings,
as the Government agencies are request-
ing too much information on these MNCs.
The writer is of the opinion that this may
be one of the factors deterring them from
selecting Malaysia as a regional hub.

Malaysians Investing Abroad
The Government has the intention to as-

sist locally-owned companies to participate
in high technology industries overseas or
to accelerate the export market penetra-
tion. Thus the budget proposes a deduc-
tion of 20 per cent each year on the cost of
investment for a period of five years if the
acquisition of the foreign company is for
the purposes of acquiring high technology
for production within the country or to gain
a new export market for local products.
The definition of ‘high technology’ how-
ever is not defined. The proposal is effec-

tive for applications received by the Ma-
laysian Industrial Development Authority
(MIDA) from 21 September 2002.

Conclusion
The 2003 budget is a friendly budget with

no new taxes and with no reduction in cor-
porate tax as many business enterprises
expected. It is hoped that the government
agencies like the Customs Department, tax
authorities, MIDA and MITI have the tax
incentives gazetted on time in order for busi-
ness enterprises to take advantage of such
tax incentives. The strategy of the budget
can be achieved and growth can be sus-
tained if not increased if these government
agencies can expedite the approval process
and be more business friendly.

The writer prays that the enforcement
of tax audit can be people friendly as com-
panies are just in the first year of self-as-
sessment. Mutual understanding and trust
must be established between tax audit per-
sonnel and business operators and the ben-
efit of doubt should always be given to
them as business enterprises contribute
revenue for the government expenditures
for nation building. The actions of a hand-
ful of unethical business operators should
not be been seen as if all business enter-
prises are under reporting their taxes or
late in paying taxes. The efficiency and
support of the tax authorities and the Cus-
toms Department are one of the factors
that attract foreign direct investments, pro-
mote the growth of local investment, en-
courage voluntary tax compliance and
spearhead the promotion of exports. Busi-
ness enterprises who are provided with a
friendly business environment will support
the government efforts.

15 Appendix 35, Budget Speech.
16 Sch 2, para 12 of the Real Property Gains Tax Act

1976.
17 Sec 11 source which are assessed on Sec 4(f) income.
18 Clause 6 of Finance (No.2) Bill 2002.
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Are the

ACCOUNTANTS
TO BLAME?

B U S I N E S S  &  A C C O U N T I N G
C O R P O R AT E  D E B AC L E S

By Shamala Kandiah

I n the wake of Enron and
WorldCom it was clear that
something stank in corporate
America. And someone had to
be blamed for the stench.

While the head honchos stayed behind
locked doors or buried their heads in the
sand, accounting firms had to face the glare
of the media spotlight. It didn’t take long
before the entire accounting profession
was tarred by the same Andersen brush.
The ripples have been felt, even on the
shores of Malaysia. In recent months the
Malaysian media has focused their atten-
tion on the role and accountability of the
accounting profession in Malaysia.

If we go beyond the media hype a differ-
ent picture emerges. The collapse of some
of America’s largest corporations can be
blamed on a cast of characters. It is a cor-
porate drama that has more than one vil-
lain. In order to understand what really
happened we need to examine the roles of
the main characters more closely.

Let’s start with the accounting firms. Ac-
countants in big accounting firms provide a
range of services, including audit, tax ad-
vice, consulting and corporate finance. It is
in their role as auditors that accountants
check company accounts against underly-

Recently Osama bin Laden was featured on the cover of Private Eye
mouthing these words :  “Forget terrorism. I’m going to become an
accountant”. After years of being stereotyped as boring bean counters,
the men in green eyeshades now have an unexpected new image.
They have become the villains of the corporate world in the wake of
the corporate carnage left behind by Enron, WorldCom et al. Is the
accounting world now all about creative accounting and cooking the
books or are accountants just the latest victim of media distortion?

ing records, such as receipts and invoices.
They review a company’s accounting sys-
tem and then check transactions on a
sample basis. It is neither practical nor cost
effective for auditors to check every single
record. This practice is made clear in the
statement seen at the top of company
records that states that the work “includes
examination, on a test basis, of evidence”.

An audit report is concluded with the
opinion statement that it “represents fairly
in all material aspects, the financial position
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“American companies
were being guided by
greed and a burning

desire to win at all costs.
In the race to get to the top

other stakeholders like
employees and customers
were left by the wayside.”

of the corporation”. In Malaysia and the rest
of the Commonwealth the phrase used is
“in our opinion it shows a true and fair view”.
On the basis of these words companies put
their trust in accountants. It has long been
regarded as the bedrock of the accounting
industry. Enron and its revelations brought
about a loss of faith that shook the very foun-
dations of the accounting industry.

The accounting firm of Arthur Andersen
has seen the greatest fall-out. By choosing
not to blow the whistle on Enron, Andersen
signed its own death warrant. The firm’s
demise has been
swift. From a global
par tnership worth
US$9.3 billion and
employing 85,000
people in 84 coun-
tries it is expected to
have no more than
3,000 employees by
the end of Septem-
ber. In Malaysia,
when Ar thur
Andersen Malaysia
merged with Ernst
and Young on 1 July 2002, the Andersen
name disappeared from the accounting
landscape here. Andersen’s fate has re-ig-
nited an age-old debate on the role of audi-
tors.

In 1898 a judge presiding over an audit law-
suit described accountants as watchdogs
rather than bloodhounds. Those in the ac-
counting industr y who have taken a
minimalist view of the watchdog role don’t
see the need to sniff through corporate ac-
counts with any rigor. In the case of Andersen
the watchdog paid the ultimate price of be-
ing put down. Did the punishment fit the
crime? Some might argue that a watchdog
that sleeps through a burglary is incompe-
tent but not an accomplice to the crime.
Those who share the watchdog view of ac-
countants feel that accountants have taken
more than their share of the blame for what
is rotten in corporate America today.

After all there are a whole host of other
players who allowed for corporate collusion
in fudging the figures. Heading the cast are
the CEOs and CFOs who orchestrated the
gross misrepresentation of figures in com-
pany reports. In supporting roles were the
lawyers, investment bankers, stock ana-
lysts, portfolio managers and financial jour-
nalists who accepted at face value what

they were hearing.
If we dig even deeper we find that perhaps

the blame lies with the sort of shareholder
capitalism that careened out of control in the
Bull Run of the nineties. Rising stock prices
was the measure of success. So American
companies did everything they could to en-
sure their share prices kept going up. The
practice of rewarding senior executives with
stock options did not help the situation.
American companies were being guided by
greed and a burning desire to win at all costs.
In the race to get to the top other stakehold-

ers like employees
and customers were
left by the wayside.

Criticism has also
been levelled at the
Generally Accepted
Accounting Principles
(GAAP) which are the
set of rules by which
US corporate ac-
counts must comply.
There are some who
believe that there are
weaknesses in GAAP

that allow for lax accounting standards. How-
ever the GAAP will never be watertight since
the requirement to show a true and fair view
of the company’s economic position will al-
ways demand some judgment.

The American government has acted to
boost public confidence in American corpo-
rate governance by establishing new checks
and balances. On 30 July 2002 the President
signed into law the Sarbanes-Oxley Act of
2002 that establishes a five member Public
Company Accounting Oversight Board.
American CEOs and CFOs now have to
swear under oath that “to the best of my
knowledge” their latest annual and quar-
terly reports neither contain an “untrue
statement” nor omit any “material fact”.
CEOs will no longer be able to claim, as Jef-
frey Skilling of Enron and Bernie Ebbers of
WorldCom did, that they had no idea that
their figures were false. A fifth of CFOs have
stated that their CEOs put pressure on them
to misrepresent their results in the past five
years. Hopefully the Sarbanes-Oxley Act is
the sort of bitter medicine needed to cure
the ills of corporate America today.

What checks and balances are presently
in place in Malaysia? The Companies Act
requires that the financial statements be ac-
companied by a statement that expresses an

opinion as to whether or not the accounts
show a true and fair view. The statement
must be signed by two board members.
While the CEO is not, as yet, required to
swear an oath as to their accuracy, the of-
ficer with primary responsibility for the
company’s financial management is required
to make a statutory declaration indicating
whether they believe them to be correct.

KLSE listing rules place additional burdens
on companies. They require, amongst other
things, that the boards of directors have at
least two independent directors and that com-
panies have an audit committee dominated by
independent directors. But that’s not all. The
accounting profession is getting in on the act.
The Malaysian Institute of Accountants (MIA)
has suggested all accounting practices be sub-
ject to a high quality review at regular inter-
vals. And most recently the Malaysian Ac-
counting Standards Board (MASB) an-
nounced plans to implementation three new
standards, thereby bringing local practices
more in line with cutting edge international
practices. While corporate transparency is-
sues have been high on the Malaysian corpo-
rate agenda for a few years now, the spate of
recent US financial scandals has resulted in
raising their prominence.

American CEOs can no longer afford to
hide their accounting skeletons in their
corporate closets. There was a deafening
silence from them post-Enron that did not
sit well with their stakeholders. American
CEOs now need to take a more pro-active
role in communicating accurate informa-
tion about their companies to stakehold-
ers. In the future they will have to explain
how they report their financial results and
how they ensure auditor independence.
They will need to convey more clearly how
their company is making money and where
its profits are coming from. Investor confi-
dence needs to be built up by seeing CEOs
fully at the helm as America steers its way
through this stormy corporate crisis.

Once the dust settles over this sorry epi-
sode in American corporate history hopefully
there will be some soul-searching in board-
rooms across the country. If the market takes
to heart the lesson that greed does not pay,
then honesty, transparency and good corpo-
rate governance may just become the future
business currency in America.

Note :  The writer is a Managing Partner with a
media consulting company. She can be
contacted at shamala@indigo media.com.sg

AN
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B U S I N E S S  &  A C C O U N T I N G
G A A P

GENERALLY
ACCEPTED
ACCOUNTING
PRINCIPLES
in Malaysia

GAAP is a very broad term. What is the meaning of GAAP (Generally
Accepted Accounting Principles) and what is its scope, are relevant
questions? This term may create confusion among the academicians
and professionals since it is not precisely defined in Malaysia.
The objective of writing this article, is an attempt to remove this
confusion and explain the meaning and scope of GAAP in Malaysia.

By Hamendra Porwal

GAAP refers to accounting
practices which are per-
missible by accounting pro-
fessions or which are legiti-

mate in the circumstances under which it
has been applied. Whether a practice is per-
missible or legitimate would depend on one
or more of the following factors :

� Do other companies in similar situations
apply it?

� Is the practice consistent with the fun-
damental concept of true and fair?

� Is the practice addressed either in ac-
counting standards, statutes or other of-
ficial pronouncements?

� Whether the practice has authoritative
substantial support?

� Is the practice consistent with the needs

of users or objectives of financial report-
ing?

� If the practice is not addressed in na-
tional accounting standards, is it dealt
with in international accounting stan-
dards, or standards of other countries?

In Accounting Principles Board (APB)
Statement 4, the APB (US) stated :

GAAP, therefore, is a technical term in
financial accounting. GAAP encom-
passes the conventions, rules, and pro-
cedures necessary to define accepted
accounting practices at a particular
time. The standard of ‘GAAP’ includes
not only broad guidelines of general
application, but also detailed practices
and procedures.

GAAPs are conventional — that is, they

become generally accepted by agreement
(often tacit agreement) rather than by for-
mal derivation from a set of postulates or
basic concepts. The principles have devel-
oped on the basis of experience, reason,
custom, usage and to a significant extent,
on practical necessity.

The Evolution of GAAP
Accounting principles have emerged

over a period of time. Practitioners or ac-
countants faced problems and solutions
were devised to solve these problems. Over
a period of time, these solutions were
widely used by the practitioners, and these
practices and solutions were given the sta-
tus of GAAPs.

GAAPs are never static. GAAPs keep
constantly changing since these are af-
fected by the legal, political, social and fi-
nancial set up of the country, the needs,
opinions, actions of users of financial state-
ments, and wisdom and experience of ac-
countants. Hence, GAAP is a dynamic con-
cept that requires constant review, adapta-
tion, and reaction to the changing circum-
stances.

GAAP vs. Standards

Standards
The dictionary meaning of the word

‘standard’ is, “an acknowledged measure of
comparison for quantitative value; criterion;
norm”. Ordinarily, the word is used as a
norm for comparing two or more items or
things. But an ‘accounting standard’ is not
a measure of comparison. The term ‘ac-
counting standard’ refers to accounting
guidelines to specific issues in financial ac-
counting and reporting.

Principles
The principles are general decisions

rules, derived from both the objectives and
the theoretical concepts of accounting,
which govern the development of account-
ing techniques.

Techniques
The accounting techniques are specific

rules derived from the accounting princi-
ples for specific transactions and events
faced by the accounting entity.

Therefore, the principles have everlast-
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ing applicability, while the standards are
guidelines to specific issues, which may be
different for the same situation. Hence, the
better term is Generally Accepted Account-
ing Standards (GAAS) rather than GAAP.
In accounting literature the term ‘GAAP’
has been continuously used for quite some
time.

The Usefulness of GAAP
In 1975, the Auditing Standards Execu-

tive Committee of AICPA (US) issued its
Statement on Auditing Standards (SAS)
No. 5 with the purpose of explaining the
meaning of the phrase “presented fairly in
conformity with generally accepted ac-
counting principles” as used in the report
of independent auditors. According to the
Committee, the auditors’ opinion on the
fairness of an entity’s financial statements
in conformity with GAAP should be based
upon his judgment as to whether :

� the accounting principles selected and
applied have general acceptance;

� the financial statements are appropriate
in the circumstances;

� the financial statements including the
related notes are informative of matters
that may affect their use, understanding,
and interpretation;

� the information presented in the financial
statements is classified and summarised
in a reasonable manner, that is, neither
too detailed nor too condensed; and

� the financial statements reflect the un-
derlying events and transactions in a
manner that presents the financial posi-
tion stated within a range of acceptable
limits, that is, limits that are reasonable
and practicable to attain in the financial
statements.

Thus, the GAAP provide the auditor with
a set-up for making judgements about the
fairness of the financial statements on the
basis of a uniform standard. They also act
as a guide to action for accountants and the
judiciary. However, the GAAP may have au-
thoritarian bias and have a lack of theory
base.

Authoritative Substantial Support
The most precise criteria that can be set

forth for determining whether a practice

has attained the status of GAAP are the is-
suance of documents in relation to a prac-
tice to various interested and affected par-
ties and providing them with an opportu-
nity to react to exposure drafts and respond
at public hearings.

A principle to be referred to as a GAAP
should have an authoritative substantial
support. The various sources that can be
identified for providing authoritative sub-
stantial support in Malaysia can be :

� published opinions by the Malaysian Ac-
counting Standards Board (MASB),
Malaysian Institute of Accountants
(MIA);

� regulations and opinions issued by the
Securities Commission;

� pronouncements by other regulatory
agencies about the accounting to be
employed in reporting to the agency;

� practices commonly found in business;
and

� writings and opinions of individuals and
accountants found in the textbooks and
journals.

Materiality and GAAP
Materiality as a concept has great sig-

nificance in understanding, researching
and implementing GAAPs. Each Statement
of Financial Accounting Standards (SFAS)
issued by the Financial Accounting Stan-
dards Board (FASB) (US) concludes by
stating that the provisions of the state-
ments are not applicable to immaterial
items. Materiality as a criterion has both
qualitative and quantitative aspects. If an
item is required to be disclosed under law,
whether the amount involved is very small,
it has to be disclosed. Quantitatively, ma-
teriality has been defined in many account-
ing standards. What is a material informa-
tion is that whose absence makes the fi-
nancial statements misleading.

GAAP in the US
The American Institute of Certified Pub-

lic Accountant’s (AICPA) Code of Profes-
sional Conduct requires that members pre-
pare financial statements in accordance
with generally accepted accounting prin-
ciples. Specifically, Rule 203 of this Code
prohibits a member from expressing an

opinion that financial statements conform
with GAAP if those statements contain a
material depar ture from generally ac-
cepted accounting principles, unless the
member can demonstrate that because of
unusual circumstances the financial state-
ments would otherwise have been mislead-
ing. Failure to follow Rule 203 can lead to
loss of the CPA’s license to practice.

The meaning of generally accepted ac-
counting principles is defined by Statement
on Auditing Standards (SAS No. 69),
AICPA (US), as “The Meaning of ‘Present
Fairly in Conformity With Generally Ac-
cepted Accounting Principles’ in the Inde-
pendent Auditor’s Report.” Under this
Standard, generally accepted accounting
principles covered by Rule 203 are con-
strued to be FASB Standards and interpre-
tations, Accounting Principles Board
(APB) Opinions, and AICPA Accounting
and Research Bulletins.

GAAP are, therefore, construed to be
FASB standards and Interpretations, APB
Opinions and AICPA Accounting and Re-
search Bulletins. There is no Companies
Act in the US, which governs the disclo-
sure requirements by the corporations.

Sauter in his article, “Remodelling the
House of GAAP”, Journal of Accountancy,
July (1991), pp. 30-37, has classified GAAP
in four categories :

Category (a)
is the most authoritative :

� FASB Statements;

� APB Opinions;

� AICPA Accounting Research
Bulletins.

Category (b)

Sometimes, when a specific accounting
transaction that occurs is not covered
in category (a), then category (b) may
be referred to :

� FASB Technical Bulletins;

� AICPA Industry Audit and
Accounting Guides; and

� AICPA Statements of Position.

Category (c)

If category (a) and (b) are lacking in
guidance, then category (c) may be
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guidance, the third level may be consid-
ered :

� Other publications of MASB, MIA and
others

‘True and Fair View’, and
‘Presented Fairly’ Vs. GAAP

The concept of ‘True and Fair View’
may be judgmental or legalistic in nature.
SAS No. 69 of AICPA (USA) defines the
meaning of the word ‘Presented Fairly’.
Financial statements are considered as
‘Presented Fairly’, if they are in conform-
ity with GAAPs. This meaning is legalis-
tic in nature and has a narrow sense be-
cause of the more precise definition of
GAAPs. Hence, emphasis is not on ‘sub-
stance over form’. While the words ‘True
and Fair View’ (used in Malaysia, UK and
other countries) is judgmental in nature,
the words ‘True and Fair View’ may be
seen on one hand as allowing a higher
degree of flexibility and judgment but on
the other hand as permitting a looser ap-
proach to matters of details. Therefore,
the concept ‘Tr ue and Fair View’ is
broader in Malaysia, UK and some other
countries and due emphasis is given on
‘substance over form’.

Standards Overload
With the greater emphasis on global-

isation, privatisation and liberalisation, the
process of harmonisation of accounting
standards has gained momentum. With the
result, a number of organisations have is-
sued accounting standards on various is-
sues in different countries subject to their
social, political and economic environment.
Many observers have expressed the view
that it may create ‘Standards Overload’.
Hence, there may be a danger of having
too many GAAPs.

GAAP vs. ENRON
The bankruptcy of Enron has raised

many questions about financial reporting
and auditing standards (i.e., GAAPs);
regulatory arrangements and the quality
of corporate governance in major corpo-
rations.

Although, the full facts of Enron will
not be known for a long time, it is quite
clear that investors were not properly in-

formed about the significance of off-bal-
ance sheet finance arrangements. Legal-
istic rule-based standards are likely to en-
courage creative loophole-based prac-
tices and devalue professional judgment
as has happened in the Enron case. This
has triggered many problems relating to
accountability, disclosure and transpar-
ency.

A few suggestions relating to financial
reporting and auditing standards (GAAPs)
are worth consideration :

� Legalistic rule-based GAAP encourages
creative loophole-based practices as in
US. Instead, there should be a princi-
ple-based approach towards GAAP for
developing financial reporting stan-
dards. The standards should follow the
principles of “substance over form”, as
has been in the case of the International
Accounting Standards. Malaysian stand-
ards are largely based on IAS and fol-
low the principle of “substance over
form”.

� GAAP relating to revenue recognition
should be based on principles. There
should not be inappropriate recognition
of revenue.

� GAAP relating to the auditor’s independ-
ence issue should be revisited. The same
company should not give external audi-
tors, who are appointed to audit the ac-
counts of a company, work relating to
consultancy or internal audit.

� A greater emphasis on disclosure of
timely, relevant, accurate and trustwor-
thy information is needed. Some regula-
tory agency should rigorously monitor
the enforcement of the standards.
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considered :

� FASB Emerging Issues Task Force,
and

� AICPA AcSEC Practice Bulletins.

Category (d)

This is the least authoritative. If cat-
egory (a), (b) and (c) are lacking in
guidance, category (d) may be consid-
ered :

� AICPA Accounting Interpretations;

� FASB Implementation Guide (Q and
A); and

� widely recognised and prevalent
industry practices.

Thus, it can be seen that GAAP is more
precisely defined in the US.

GAAP in Malaysia
The GAAP in Malaysia has not been spelt

out. However, besides, the Companies Act,
the primary source of GAAP in Malaysia
can be deemed to include the following :

Level One

� Accounting Standards issued by
MASB (1 to 30);

� Approved Standards on Auditing
(which include :

International Standards on Auditing
(ISA) designated as AI and Approved
by MIA,

Malaysian Standards on Auditing
(MAS) designated as AM issued by
MIA).

Level Two

If a specific accounting transaction that
occurs is not covered at level 1, then the
second level may be referred to :

� Technical Bulletins and Technical
Releases issued by MASB;

� Other Accounting Guidelines issued
by Bank Negara Malaysia, Securities
Commission, Kuala Lumpur Stock
Exchange etc.;

� IASs issued by the IASB; and

� ISA issued by the International
Federation of Accountants (IFAC).

Level Three

If the first and second level is lacking in

1

2

AN



48 Akauntan Nasional November 2002

A M E R I C A

The role of the consultant as a
chartered accountant, or any
other professional, is not
identical all over the world.
Despite this fact and despite all
efforts to move closer to a
single global set of accounting
standards, the necessary
communication with the
international client is still and
will also remain subject to a
different set of rules.

By Sergey Frank

DOING BUSINESS
IN The
USA

B U S I N E S S  W AT C H

Shareholder Value, Stock Op-
tions, IPOs and other con-
cepts all of which describe
market developments deriv-
ing from the US, a market that

had been a worldwide leader in marketing
and business developments in previous
years and will remain so in the future.
Whoever wants to be successful in this at-
tractive market, should bear in mind cer-
tain rules of the game. On the one hand
the lyrics of the song “New York, New
York” — If you can make it here, you can
make it anywhere! — apply. On the other
hand, this euphoric approach is by far not
enough for successful operations in the US.
In general communication is pleasant and
polite, but at the same time also focused.
In the beginning ‘Small Talk’ and ‘Keep
Smiling’ as well as a rather obvious humour
are predominant, but not in such a sensi-

tive way as in the UK. Communication is
the natural inborn talent of the Americans.
If you give a talk, you speak in a relaxed
way and with a lot of humour to capture
and keep the attention of your audience.

Nowhere else in the world is the attitude
‘Time is money’ as influential on business
communication as in the US. After a neutral
warm-up phase the American Partner gets
relatively quick to the point and usually gives
rather little importance to status, title, for-
malities and protocol. He communicates in
an informal and direct manner, on a first
name basis, and acts relaxed and casual in
regard to mimic, gestures and body lan-
guage. It is quite common to take off the
jacket rather quickly and decide upon the

most comfortable seating position. American
business people are substantially different
from their Japanese counterparts, for ex-
ample, who pay considerable attention to
form, etiquette and distance. In the US many
social get togethers are often used to discuss
business matters with the partner. Ameri-
cans tend to do business in a very pragmatic
way, however, they want to win. The devel-
opment of a personal relationship with the
business partner is not as important as reach-
ing the targets and negotiation results. They
focus strongly on fast business results. As
dividend payments are due and payable ev-
ery quarter, it is essential to secure profit-
ability on a short-term basis. Impatience of
the American counterpart resulting from the
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Note :  The ideas put forward
in the articles apply for the
actual international
consultation regardless
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articles aim to educate on
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since it helps to understand international business.
And this conclusion is vital because nowhere in
business, especially in international consulting,
can so much be gained and lost so quickly as in
international transactions and projects. The
articles were first published in Accounting &
Business, ACCA’s monthly publication.
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‘time is money’ attitude should not be per-
ceived as impoliteness, but rather as a ne-
cessity to quickly achieve results. Not with-
out reason many American contracts contain
the provision ‘Time is of the essence’ within
their preamble indicating that the factor time
is essential for the implementation of the
agreement. This attitude has a strong influ-
ence on negotiations, since strategic alliances
and co-operations with long-term potential
such as joint ventures are usually evaluated
also in terms of the potential to quickly
achieve a return-on-investment.

This fact is one of the main reasons why
so many joint ventures and co-operations
concluded by US firms with partners from

the Far East have failed or at least have not
met expectations. The negotiating approach
of the Asian business world tends to be of
long-term nature. There, ‘time is not of the
essence’, at least not in the beginning.
American partners are usually also aware
of this difference in negotiations.

Nowhere else in the world is so much
literature — and videos — on business
practices of the far east — mainly Japan —
available as in the US. Mostly focussing on
the ‘what’ behind the business and not on
the more subtle questions based on the
‘how’ and ‘why’ business and communica-
tion patterns are so different. Frequently
American executives preparing for projects
abroad will make themselves familiar with

most of the specific negotiating patterns
of the other country. However, they may
be walking on thin ice once the negotiat-
ing situation has changed and the knowl-
edge ‘obtained and learned by heart’ is no
longer applicable. Therefore mistakes are
likely to happen in the communication pro-
cess.

When doing business in the US it is ad-
visable to take the following considerations
into account :

Conducting negotiations on a highly pro-
fessional level and making presentations
with the help of state-of-the art-technology
is very much appreciated in the US. One
should communicate on the basis of a pre-

negotiated agenda if not even on the basis
of a draft-agreement. The negotiation will
be lead in a well-prepared, calm, matter-of-
fact and pragmatic manner, added with a
substantial portion of humour. Present and
market your case in a positive way. It is
advisable not to be too humble about one`s
own company, products, services, position
etc. Rather, take a can do attitude. More-
over, do not be mislead by the relaxed way
of communication. There are subjects such
as religion, politics or ethnic background,
that should be touched very cautiously,
even in private conversations. The casual
attitude in the US, where business partners
renounce their academic titles on their
business cards, where sandwiches and

drinks in plastic or carton boxes are being
served during conferences, and where
your business partners tend to act very
casually in the office and chat about their
family, should not lead to the assumption,
that there is no hierarchy existing in Ameri-
can companies. On the contrary, it is
present in a very subtle way, and it may
take some time to understand the ranking
system in detail.

The next part of this article, among oth-
ers, will include considerations about the
negotiating process in the US and about the
importance of in-house-lawyers and attor-
neys in the business.

Note :  Sergey Frank is a partner of Kienbaum
Executive Consultants and Managing Director
of Kienbaum Ltd., the London office of the
Kienbaum Group. He is a worldwide acknowl-
edged author and speaker on international com-
munication issues. www.Kienbaum.co.uk

AN
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International Auditing and Assurance Standards Board
Seeks Comments on Audit Risk Guidance

C
ontributing to the improvement of
audit quality worldwide, the Inter-
national Federation of Accountant’s

(IFAC) International Auditing and Assur-
ance Standards Board (IAASB) has pro-
posed new standards to help auditors iden-
tify and address audit risks. On an interna-
tional level, the proposed new guidance rep-
resents significant changes to the standards
governing audits of financial statements.

Three International Standards on Audit-
ing (ISAs) are exposed for comment :

� Understanding the Entity and Its Envi-
ronment and Assessing the Risks of Ma-
terial Misstatement;

� The Auditors Procedures in Response to
Assessed Risks; and

� Audit Evidence.

In addition, the IAASB is proposing an
Amendment to ISA 200, Objective and Gen-
eral Principles Governing an Audit of Finan-
cial Statements. The deadline for comments
on all four documents is 31 March 2003.

It is anticipated that the proposed ISAs will

increase audit quality as a result of better risk
assessments and improved design and per-
formance of audit procedures to respond to
risk. Because implementation of the new stan-
dards will result in improved linkage of audit
procedures and assessed risks, ultimately this
should enable auditors to more clearly focus
on areas where there is a greater risk of mis-
statement of the financial statements.

“The guidance has been developed for
auditors, but the public will be a significant
beneficiary,” emphasises Dietz Mertin,
IAASB chair. “The proposed standards re-
quire auditors to have a deeper understand-
ing of an entity's business environment, to
make risk assessments in all audits, and to
link the nature, timing and extent of the pro-
cedures to the assessed risk. These changes
will help to raise standards of audit practice
and contribute to building public confidence
in audited financial statements.”

The ISAs have been drafted for all entities.
The requirement to consider the entity’s risk
assessment process, the importance of gov-
ernance arrangements and monitoring of

control are equally relevant to large and small
entities. The IAASB will be considering
whether any additional guidance is necessary
for auditors of small entities.

The proposed ISAs are the product of the
Audit Risk Project, jointly conducted with
the American Institute of Certified Public
Accountants Auditing Standards Board
(ASB). By partnering with the ASB, the
IAASB is furthering its goal of integrating
the international standards setting process
with national standard setters in order to
promote the convergence and acceptance
of an internal set of auditing standards.

Note :  The exposure drafts may be downloaded
at no charge from IFAC's website (http://
www.ifac.org). An explanatory memorandum
providing background on the development of this
guidance and highlighting key changes is avail-
able with the EDs. Questions and answers regard-
ing the audit risk project follow this press release.

The IAASB welcomes comments from all in-
terested parties. Comments may be submitted
online to EDComments@ifac.org or sent to the
IAASB Technical Director via fax (+1-212-286-
9570) or by mail to 535 Fifth Ave., 26th Floor,
New York, NY 10017.
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International Auditing and Assurance Standards Board Audit Risk : Proposed
International Standards on Auditing and Proposed Amendment to ISA 200,

“Objective and Principles  Governing an Audit of Financial Statements”

QUESTIONS AND ANSWERS

What prompted the IAASB to de-
velop new guidance on audit risk?

The IAASB continuously reviews Inter-
national Standards on Auditing (ISAs) to
consider both their relevance and appro-
priateness. Changes in the business envi-
ronment —- including the way entities are
organised and conduct their businesses,
the effects of globalisation and technology,
and significantly increased pressures that
may lead to fraudulent financial reporting
— prompted the IAASB to review ISAs that
address the core of the audit. These are
the standards that deal with the auditor's
assessment of the risk that the financial
statements could be wrong, and the way

1

in which the auditor designs the rest of the
audit to provide an effective audit response
to the identified risk.

Was this project initiated as a re-
sult of recent corporate failures?

No. The project was initiated before re-
cent major corporate failures and the re-
sulting crisis in public confidence in the
effectiveness of audits. Although the pro-
posed ISAs were not conceived as a direct
response to these events, the project's pro-
posals to improve the overall audit process
have been influenced by them and there-
fore represent part of the IAASB's contri-
bution to raising standards of audit prac-
tice and the consistency of their applica-
tion around the world.

What is the nature of the new guid-
ance proposed by the IAASB?

The IAASB has released for comment
the following new ISAs :

� Understanding the Entity and Its Envi-
ronment and Assessing the Risks of Ma-
terial Misstatement;

� The Auditor's Procedures in Response
to Assessed Risks; and

� Audit Evidence.

In addition, the IAASB is proposing an
amendment to ISA 200, Objective and Gen-
eral Principles Governing an Audit of Fi-
nancial Statements.

When approved, the proposed ISAs will
replace certain existing ISAs that currently
address the auditor's required knowledge

2

3
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of business, internal control and audit risk
assessments.

The new proposed ISAs and expanded
guidance are designed to enhance the
auditor's implementation of the audit risk
model and ultimately improve auditor per-
formance. On an international level, they
represent significant changes to the stan-
dards governing audits of financial state-
ments.

What are the overall implications
of the proposed standards?

The IAASB believes the proposed ISAs
will :

� Improve audit quality as a result of bet-
ter risk assessments and improved de-
sign and performance of audit proce-
dures to respond to the risks.

� Improve linkage of audit procedures and
assessed risks, resulting in a greater
concentration of effort in areas where
there is a greater risk of misstatement
of the financial statement.

� Result in an overall increased work ef-

fort by the audit team, particularly for
new engagements or when first imple-
mented on continuing engagements.

� Require new skills and competencies to
implement.

� Impact the education needed by auditors
and thus the training professional bod-
ies provide to auditors.

How will the proposed standards
affect the work of the auditor?

The proposed standards are expected to
have the most effect on the auditors' as-
sessment of the risks of material misstate-
ment in the financial statements, and the
way in which the auditor designs the rest
of the audit to provide an effective audit
response to the identified risk. In sum-
mary, the proposed standards will impact
the auditor's work in four keyways:

� The auditor is required to obtain an en-
hanced understanding of the entity's
business.

� The auditor is required to make risk as-
sessments in all cases in a more rigor-

ous manner.

� The auditor is required to link the iden-
tified risks to audit procedures.

� The auditor is required to document ad-
ditional specific matters.

Do the proposed standards equally
apply as well to the audit of small
entities?

Yes. These new ISAs — as with all IAASB
standards — are developed to apply to all
entities. In fact, while some aspects may
seem more applicable to larger entities, the
underlying considerations and objectives
are equally relevant to smaller entities.

The IAASB is, however, interested in
whether additional guidance may be nec-
essary for audits of small entities. It also
has approved a project to consider the ef-
fect of the proposed ISAs on International
Auditing Practice Statement (IAPS) 1005,
The Special Considerations in the Audit of
Small Entities and to make proposals about
whether to incorporate relevant guidance
in the ISAs or a revision of the IAPS.

4
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T
he Federation President, Paitoon
Taveebhol, chaired the Meeting
that was held on 11 October 2002.

The meeting recorded almost full atten-
dance from all member countries with the
exception of Brunei Darussalam. Besides
these Associate Member countries, repre-
sentatives from ACCA and CPA Australia
were also present.

The meeting, which took place in Penang,
also saw Cambodia making its first appear-
ance with the presence of its official repre-
sentative, His Excellency Mr. Tayi. This de-
velopment acts as a prelude to the admission
of this country into AFA once that country’s
laws and regulations pertaining to the ac-
countancy body are finalised.

In line with the major topic being dis-
cussed at the Asean level, globalisation and
liberalisation of trade in services appeared
to be the core focus in most Asean coun-
tries. As such, the Institute with the close
cooperation of the AFA had incorporated

a forum entitled “Forum on Liberalisation
of the Accountancy Services” as part of the
programme for this Meeting.

MIA Vice-President, Albert Wong to-
gether with three other council members,
Nik Mohd Hasyudeen Yusoff, Datuk Nur
Jazlan Tan Sri Mohd and YM Raja Dato Seri

I N T E R N AT I O N A L

75th AFA Council Meeting

The Malaysian Institute of Accountants hosted the 75th Asean
Federation of Accountants (AFA) Council meeting in Penang
from 11 October 2002 . AFA Council Members with representatives

from the various member bodies.

ALL REPORTS ON AFA ARE COMPILED AND WRITTEN BY

Sazalina Kamarudin and Khairul Azmi Rezo Abdul Aziz Raja Salim represented the In-
stitute at the meeting.

Albert Wong who represented MIA Presi-
dent, Abdul Samad Haji Alias, in his welcom-
ing address mentioned that MIA was
pleased to have the opportunity to host the
meeting and would really appreciate that the
tradition of espirit de corp and cooperation
among Asean be further enhanced. AN

(L-R) :  MIA Vice President, Albert Wong Mun Sum; ICPAS President, Tan Boen Eng;
AFA President, Paitoon Taveebhol and The Secretary General of AFA, Madam Pichpajce
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I
n conjunction with the 75th AFA Coun-
cil Meeting from 10 to 12 November 2002
in Penang, a Forum on “Liberalisation

of the Accountancy Services” was held with
an objective to ventilate newswor-
thy issues among AFA members as
well as getting the right inputs from
the industry players in identifying
and setting a strategic ‘blueprint’ for
the profession to forge ahead in the
wake of globalisation.

The forum, which was moderated
by the Malaysian Institute of Ac-
countants (MIA) Penang Branch
Chairman, Steven Teh received a
good response from members’ prac-
titioners. Speakers from four AFA
member countries — Malaysia, In-
donesia, Thailand and Singapore —
presented their view on the devel-
opment of globalisation and liberalisation
of the accountancy sector in this region.

Institute Council Member, Nik Mohd
Hasyudeen Yusoff who represented Malay-
sia said that the profession is required to
keep up with the times and not stagger be-
hind in the process of liberalisation.

He added that the accountancy profession
is also required to have a new business fo-
cus and act on capacity and capability build-
ing. This, according to him, includes the
development of human resources as well as
the formation of strategic partnerships with
capable foreign players.

It was apparent that the message con-
veyed by Nik was to forge ahead to take
on the challenges of globalisation with fore-
sight rather than fear.

He added that the advancing interest of
the profession is the main focus of the In-
stitute. MIA, according to him, is currently
working very closely with officials from the
Ministry of International Trade and Indus-
try, for the benefit of the profession as well
as other professional service industries in

the country.
“More importantly, our active participa-

tion as the agency of change in Geneva
under the World Trade Organisation

(WTO) Council of Trade in Services as well
as the Asean Framework Agreement on
Services (AFAS) Coordinating Committee
on Services indicated that the liberalisation
process would be progressive in nature.
The Institute will be a party in the negotia-
tion process to safeguard the needs of the
profession”, he added.

Nik reminded that the process of
liberalisation of the accountancy sector is
merely confined to three sectors; viz. the
accounting, auditing and bookkeeping ser-
vices. The consulting and advisory ser-
vices remain unregulated and untouched.

“This should be the focus of all the ac-
countants as mainstream activities. With
the existence of the Big Four firms in this
country, we (the profession in the coun-
try) are the model profession that has suc-
ceeded in the process of liberalisation. As
such, the profession needs to be dynamic
and adapt to change to be relevant and
competitive”, he added.

Representatives from Singapore shared
their views on the liberalisation process

AFA Forum : Liberalisation of the Accountancy Services

The recent AFA Forum that was held in conjunction with the 75th
Asean Federation of Accountants (AFA) Council meeting in
Penang discussed further the issues related to the Liberalisation
of the Accountancy Services.

undertaken by their country. Tan Boen
Eng who is also the President of ICPAS was
of the view that liberalisation should take
place at the lowest level; i.e. bookkeeping
and he was willing to compromise with the
opening up of that particular sector. This
appeared to be the quick fix policy adopted
by some countries.

On the other hand, Ahmadi Hadibroto
who had recently been elected, as the Presi-

dent of the Institut Akauntan Indo-
nesia, was of the view that
liberalisation should not be cast in
iron with bookkeeping. After all,
bookkeeping services could be per-
formed by computer software.
There was no dire need to liberalise
a sub-sector that was already an
open one. He added that the imme-
diate solution was to ensure that the
process would not seriously dam-
age the future of the professionals.

Paitoon Taveebhol who is AFA
President, gave a bird’s eye view on
the role AFA plays in the
liberalisation process. As an inde-

pendent body he sought to give an honest
view of the profession. He cautioned that
AFA could be the platform for negotiations
but the relevant member countries need to
be mindful of the process. He added that if
“one does not progress, he would be left be-
hind.”

It is per tinent to note that the
liberalisation process could be hampered
by a mere imposition of national language
in the examination qualification (e.g. the
accounts must be kept in the Japanese or
Thai language). This technical barrier was
however something that Malaysia has over-
come with the commitment that our quali-
fying examination would be conducted in
the English Language.

The panellists later entertained many
questions fielded by members of the floor.
The main thrust of their queries centred on
the modes of supply of services and how they
could remain competitive. The Forum ended
with more questions posed to the panellists
on the scope of liberalisation and the strate-
gies of the member countries to be taken. AN

Welcoming the AFA delegates … MIA President, Dr. Abdul
Samad Haji Alias
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Greater accountability is needed
for NGOs and charity organis-
ations as they are operating

mostly on public money. Good corporate
governance and transparency is imperative
for NGO’s to be professional and effective
organisations. Realising the importance of
the issue, the Association of Chartered
Certified Accountants (ACCA) recently
organised a seminar for NGOs on financial
management with the theme Professional
and Effective.

The seminar was held at the National
Council of Welfare and Social Development
Training Centre in Sentul, Kuala Lumpur
with 51 participants from 25 NGOs from
all over Malaysia.

“The disclosure of accounts would establish NGOs credibility
as a responsible organisation accountable for every cent chan-
nelled to them. Good governance would also help to attract more
funds from the public,” said Y. Bhg Dr. P. Manogran, Secretary-
General of the National Unity and Social Development Ministry
during his Special Address.

“In fact, now, the ministry would ensure that all NGOs which
received grants from us will first have properly audited accounts
before more money is channelled to the organisations. This defi-
nitely shows how serious the government is towards NGOs being
more professional and effective,” he further added in the speech.

The seminar was divided into four sessions; The Emergence of the
Professional Charity, Charities and the Corporate Sector, Charities : A
Comparative Perspective — Western Europe, South Africa and Malay-
sia, What is a well-run charity? and Charities as a Business :  the need
for Public Disclosure & Accountability. There was a panel discussion
on the topic Providing Effective Services before the seminar ended.

“ACCA aims to share their knowledge and expertise towards
public interest. With recent controversial issues on the transpar-
ency of public donations and medical aid,
we believe it is time to share our knowl-
edge and experience with NGOs on good
governance and best practices,” said
Adelina Iskandar, ACCA’s Manager of Cor-
porate Communications.

ACCA has published a booklet entitled
Modern Charities and it has been distrib-
uted internationally since last year. All the
participants of the seminar received a copy
of the publication.

“The seminar is ver y educational. I
learned a lot, especially on how to treat
NGOs like a business; to be properly man-

ACCA ORGANISES A SEMINAR FOR

NGOS ON PROFESSIONALISM AND EFFECTIVENESS

C O L U M N S
N E W S  F R O M  P R O F E S S I O N A L  B O D I E S

The participants of ACCA’s Seminar for NGOs on Financial Management

Benedict Morais, ACCA’s Special Advisor presenting a certificate to
one of the participants of the seminar

Listening attentively to the speaker

AN

aged, being transparent and practice good governance,” said
Karen Chen, one of the participants from Beautiful Gate.

ACCA and the National Council of Welfare and Social Develop-
ment plan to have similar seminars organised throughout the
country early next year.
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C O L U M N S

LOCAL ACCOUNTING GRADUATES

RECEIVE EXEMPTIONS FROM CIMA

In response to the call by the Malay-
sian Institute of Accountants (MIA),
for members to upgrade themselves

with a professional accounting qualification
to face globalisation and stay ahead in the
current dynamic business environment, the
Chartered Institute of Management Accoun-
tants (CIMA) has come forward by offering
special exemptions to eligible MIA members.

Officiating at CIMA’s launch of the Spe-
cial Exemptions for MIA members re-
cently, President of MIA, Dr. Abdul Samad
Hj Alias, said, “In the global marketplace,
the right knowledge and the right skills are
essential to gain a competitive edge. The
challenge to accountants is to become high
calibre individuals who can withstand the
pressures of these demands and deliver
high value products and services.”

Also present at the launch was Dato’ Lee
Ow Kim, President of CIMA Malaysia Di-
vision. He said, “MIA members who have
an Honours degree from recognised local
universities will enjoy an exemption of 13
papers (out of a total of 17) as well as a
waiver of £365 of exemption fees if they
wish to pursue the CIMA qualification.”

“This is a great opportunity for local ac-
counting graduates to earn a professional
qualification that is recognised worldwide.
As Malaysia prepares for globalisation, it
is very important that our graduates be
armed with a reputable professional quali-
fication that has worldwide recognition.
This will give them a competitive edge in
the job market,” added Dato’ Lee.

MIA members with an Honours degree
from Universiti Malaya, Universiti
Kebangsaan Malaysia, Universiti Teknologi
MARA, Universiti Sains Malaysia, Universiti
Putra Malaysia, Universiti Utara Malaysia
and Universiti Islam Antarabangsa are eli-
gible to gain direct entry into the Final Level
of the CIMA examination. The examination
is held in May and November every year.

The final level of the CIMA examination
consists of four papers :

� Management Accounting — Financial
Strategy

� Management Accounting — Information

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

The first three recipients of the special exemption for MIA members, with Dato’ Lee Ow Kim
(2nd from left)

The President of MIA, Dr. Abdul Samad Hj Alias (left) and President of CIMA Malaysia
Division, Dato’ Lee Ow Kim at the launch of special exemptions for MIA members

Students have the option of taking tuition
from local colleges or do self-study by using
the CIMA Study System. CIMA-registered stu-
dents can also access on-line support through
CIMA’s website at www.cimaglobal.com.

Note :  As one of the world’s leading professional
accounting bodies, CIMA has 10 offices through-
out the world and supports over 133,000 mem-
bers and students in 150 countries. The CIMA
qualification is focussed on equipping its mem-
bers with knowledge and skills to optimally con-
tribute to the success of organisations in the busi-
ness environment. CIMA in Malaysia is repre-
sented through the Malaysia Division located in
Petaling Jaya. Tel : 03-7803 5531/36 or e-mail :
kualalumpur@cimaglobal.com for more details.

Strategy

� Management Accounting — Business
Strategy

� Management Accounting — Case Study

To register for the Special Exemptions,
MIA members must submit the following
documents to CIMA Malaysia Division :

� Completed Registration Form

� Certified True Copy of MIA Certificate

� Certified True Copy of Honours Degree

� Payment for Registration and Annual Sub-
scription fees of £109 (payable to CIMA)

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

Opulence on the
Eastern and
Oriental Express

The E&O snakes its way
through Peninsular Malaysia

E A S T E R N  &  O R I E N TA L  E X P R E S S

B angkok’s Hualamphong
Railway Station signalled
the start of my 45-hour
train journey to Kuala
Lumpur. I was greeted by

a team of smartly uniformed porters who
looked very out of place in the bustling and
crowded railway station. They collected my
luggage and whisked me into the sleek air-
conditioned train car that was to be my
home for the journey southwards. Immedi-
ately, I was enveloped in tranquil surround-
ings that were both stylish and elegant.

Nothing is left to chance on the Eastern
and Oriental Express. My personal butler
made sure that I was familiar with the
stateroom’s facilities and moved off to pre-
pare some light afternoon refreshments.
Within minutes, rich pastries and savoury
sandwiches arrived on a silver tray.

The stateroom was spacious and occu-
pied about one quarter of the carriage. It
had a welcoming ambience and I was pleas-
antly surprised by it spacious grandeur.

By David Bowden

Stepping onto the luxurious Eastern and Oriental Express train
from Bangkok to Singapore not only heralds the beginning of a
journey back in time but it is a unique opportunity to be pam-
pered with a little luxury and opulence.

several other things to do on the train. A com-
fortable reading room is well-stocked with
the latest magazines and travel picture books
that relate to the surrounding countryside.
An exclusive boutique also sells train memo-
rabilia, souvenirs and essential items.

One of the most popular sections of the train
was the rear observation car that opened into
the fresh air of the passing countryside. Here
it was possible to see and get some sort of a
feeling for the passing countryside. The lo-
cals still see the train as a novelty as they
waved enthusiastically to those on the train.

Prior to dinner, the observation car and
adjoining bar was a popular meeting place.
Perhaps it was the fortune-teller rather than
the drinks that had lured people from their
cabins. Amazingly, no one seemed to receive
bad news from the palm reader and every-
one was assured of a safe journey at least
until they stepped off the train. The piano
bar was crowded before and after dinner as
we were entertained by a pianist who seemed
to know a few notes from just about every
piece of music that has ever been written.

Meals on the Eastern and Oriental Ex-
press are nothing short of phenomenal con-
sidering the limited space the chefs are al-
located in the galleys. Effortlessly, fine West-
ern dishes with inspiration from the Orient,

The cabin walls were lined with hand-
carved marquetry tiles of light-coloured
timbers. The fittings were made from solid
brass and plush velvet curtains were to
frame my view of the passing countryside.

 The hot shower was blissful and the en-
suite toiletries included miniature perfumes,
fine soaps, shampoo and body lotions. Unlike
most trains that travel from Bangkok to
Singapore, the Eastern and Oriental Express
has very few passengers and most of them
appear content to remain in the confines of
their cabin. Probably like me, they were happy
to relax in the comfort of their cabin and watch
the mostly rural countryside unfold.

The cabin was free from the groaning and
clanking one expects from most train jour-
neys. Passengers can thank the double-
glazed widows and the train’s sophisticated
wheel suspension for this quietness. Trav-
elling at an average speed of just 60 km/
hour ensures there is very little disturbing
movement beside a gentle rocking motion.

Apart from dining and sleeping, there are
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To compliment the glamorous sur-
rounds, most diners dressed elegantly for
the occasion. There were many interpre-
tations of relaxed elegance but most would
not have looked out of place had they been
cast for an Agatha Christie movie.

All meals, with the exception of breakfast,
were taken in the exclusive surroundings of
the dining car. For a little indulgence, break-
fast is served in the privacy of one’s cabin.

On its journey south to Singapore the train
first visits the historic town of Kanchanaburi
and the infamous Bridge over the River Kwai.
After a short tour of the bridge and war me-
morial, passengers rejoin the train. The train
then continues on to Hua Hin, Surat Thani,
Hat Yai, Padang Besar, Butterworth and
Ipoh. While it is possible to get off at these
stops, few do. Passengers are however, taken
on a quick island tour of Penang when the

train reaches Butterworth.
Chiang Mai in northern Thailand is a

more recent destination for the Eastern and
Oriental Express. The 22-hour trip passes
through Phitsanulok where there is a short
excursion to the ruins of the Thirteenth
Century Thai civilisation of Sukhothai.

The Eastern and Oriental Express will
fascinate those interested in a bygone era
when gracious service in opulent surround-
ings were more important than the time it
took to travel between destinations. The
Eastern and Oriental Express will particu-
larly appeal to travellers who appreciate the
finer things in life and can afford them.

Contact

For more information on the Eastern
and Oriental Express, contact Singapore
Tel : 02-6392 3500, Fax 02 6392 3600.

Travelling through
rainforests near Taiping

See the sights from
the observation car

was served to eager diners. The profes-
sional service can best be described as dis-
crete, attentive and highly professional.

The menu changes regularly and features
a blend of local and imported culinary
styles. The meal selection is fixed although
the chef willingly offers an alternate selec-
tion for main meals. If a confit of duck on a
nest of black bean and cumin puree, medal-
lion of gently cooked lamb in an almond and
spiced crust, dim sum of sweet potato and gin-
ger, apple and cinnamon mousse and petit
fours, take your fancy, then there is no finer
setting to sample these dishes than on the
Eastern and Oriental Express.

For those who really want to dine in style,
additional à la Carte accompaniments can be
purchased separately. These delicacies in-
clude Scottish smoked salmon, Beluga caviar
served with blinis, an assortment of fresh
fruits and a selection of cheese and biscuits.

The wine list is indeed splendid and sensi-
bly, includes half bottles and wines by the
glass for those who want to sample different
wines with each course. Diners can choose
from the French regions of Bordeaux, Bur-
gundy, Rhone and Beaujolais as well as from
Italy, California, Australia and New Zealand.
All meals are included in the tariff while
wines and drinks are purchased separately.

AN
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The Institute’s Continuing Profes-
sional Education (CPE) Department
recently organised a series of tax

courses with Chow Chee Yen, a specialist
in tax consultancy and training. In particu-
lar, the course on Withholding Tax proved
to be immensely popular with members.
Over 60 participants registered for the
course that was held in Kuala Lumpur. As
many others have expressed interest in
attending these courses, the CPE Depart-
ment plans to repeat them next year.

On the same note, Mohamad Sadas
Abdullah’s one-day course on the
Amended Employment Act 1955 was well
attended at all the venues it was held in,
namely Kuantan, Seremban and Kuala Lumpur. The purpose of
the course was to empower participants with a better understand-
ing of the amendments to the Act, which will enable them to com-
ply with the requirements of the law and contract, and understand
employees’ rights.

MIA SABAH BRANCH

I N S T I T U T E  N E W S
C P E / P E N A N G

The MIA Penang Branch’s Secretarial Practice Sub-Commit-
tee incepted in November 2001, under the leadership of
Adelena Lestari Chong, held its inaugural meeting with repre-

sentatives from the professional bodies involved in corporate secre-
tarial practice on 24 August 2002 at the MIA Penang office. The pur-
pose of the sub-committee is to promote the exchange of views and
greater co-operation amongst company secretarial practitioners and
to disseminate information regarding administrative issues discussed
with the Companies Commission of Malaysia (CCM) Penang.

CCM Penang is represented in the sub-committee by its Acting
Manager, Harun Mohd. Yunus and his Deputy, Radhakrishnan
Alagamalai. The sub-committee has scheduled to meet on a quar-
terly basis.

Seated (L-R) :  Radhakrishnan A/L Alagamalai, CCM; Adelena Lestari
Chong, Chairperson and Steven Teh, MIA Penang Chairman. Standing
(L-R) :  Eugene Cheong, Penang Bar Committee; Francis Tan, MACS;
Ch'ng Boon Sim, Alliance and Jee Say Hai (MAICSA). Not in picture
:  Harun Mohd. Yunus, CCM; Radhakrishnan Muthya Pillai, Committee
Member and Tan Lip Gay, Committee Member.

Secretarial
Practice Sub-Committee

AN

Good Response to CPE Courses

Chow Chee Yen, Tax Specialist, briefing participants on key points on Withholding Tax

Full house in Kuala Lumpur

Talk on the Amended Employment Act 1955 by Muhammad Sadas
Abdullah received a good response by participants in Kuantan,
Seremban and Kuala Lumpura

MIA PENANG BRANCH

AN
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T he Ernst & Young Spor ts Club
(Johor), emerged overall winners of
the annual Johor Branch Inter-Ac-

counting Firm Games 2002, which was held
in September. The prize giving ceremony
was held on 6 October. The month long tour-

I N S T I T U T E  N E W S

J O H O RMIA JOHOR BAHRU BRANCH

MIA Johor Branch Annual Dinner

The Malaysian Institute of
Accountants (MIA) Johor
Branch organised its An-

nual Dinner in grand style as 450
members and invited guests
were treated to a sumptuous din-
ner and live entertainment by
local artistes at the Hyatt Re-
gency Hotel in Johor Bahru on
13 September 2002. The guest
of honour, Deputy Minister of Fi-
nance, Dato’ Chan Kong Choy
was represented by Timbalan
Ketua Pengarah, Lembaga Hasil

Johor Inter-Accounting Firm Games (IAFG) 2002
nament attracted more than 80 staff from 11
accounting firms in Johor who participated
in various field events and games such as
soccer, netball, basketball, badminton, vol-
leyball, table tennis, pool and bowling. Ac-
cording to MIA Branch Chairman, Sam Soh,

the tournament was organised to promote
rapport and understanding among fellow ac-
countants in the State. The month long tour-
nament, which started on 5 September 2002
was organised by the E&Y Sports Club and
sponsored by the MIA Johor Branch.

Ernst & Young (yellow) take on KPMG (purple) in netball at the IAFG 2002 Ernst & Young football players at the IAFG 2002

AN

Dalam Negeri, Yang Bhg. Dato’
Hj Abu Hassan Hj Mohd Akhir.
Also present at the dinner were
MIA President, Dr. Abdul Samad
Haji Alias; MIA Johor Branch
Chairman Sam Soh; Johor
Police Chief, Dato’ Mukhtar
Ismail; Council Member, Nik
Hasyudeen; Deputy President of
CPA Malaysia, William Seen;
MICPA Vice-President, Dato’
Abdul Halim Mohyiddin, as well
as representatives from various
chambers of commerce, trade as-

sociations, profes-
sional associations,
government agen-
cies, statutory bodies
and professional ac-
countancy bodies. AN

Invited VIP guests (L-R) … Representative from the Institute of
Surveyors, Yeo Ann Kiat; MIT Southern Branch, Soon Teck Kuan;
Deputy President of CPA Malaysia, William Seen; MIA Johor Branch
Chairman, Sam Soh; Vice-President of the Associated Chinese
Chamber of Commerce & Industries of Malaysia (ACCCIM), Luah
Seng Leong; Branch Committee Members, Koh Kheng Min and Ravi

Appreciation …
Sam Soh presenting
a souvenir to Dato'
Haji Abu Hassan

Welcoming the VVIP … Timbalan Ketua Pengarah Lembaga Hasil
Dalam Negeri, Dato' Haji Abu Hassan Haji Mohd Akhir being ushered
by MIA President, Abdul Samad Haji Alias and MIA Johor Branch
Chairman, Sam Soh
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MIA SABAH BRANCHS A B A H

Educating Students and Members

AN

Members and staff at the IRB WorkshopChang Yu Chuk, Rizal Othan and Alexandra Thien with other
members at the briefing in the Gallery

Sabah members at the University Malaysia Sabah Smart LabAlexandra Thien receiving a memento from Associate Professor Dr.
Syed Azizi Wafa

Branch Manager, Lucy Read presenting her talk at Kinabalu College Graduates and students are all ears

The Sabah Branch represented by Des-
mond Chu, Branch Secretary, Chang
Yu Chuk, Branch Committee Mem-

ber and Viviana Lim, Branch CPE Chairman
participated in a career presentation re-
cently at Kinabalu College in Wisma Sabah.

According its principal, Peter Chung, an
MIA member, the college is one of the very
few institutions offering accountancy courses
in Kota Kinabalu, Sandakan and Tawau.
Among the 60 or more present, mainly LCCI
and ACCA students, were a few recent gradu-
ates from Australia and England.

Lucy Read gave an hour talk on “How to
become an Accountant in Malaysia” and
Career Opportunities for Accountants. Stu-
dents and graduates were informed on the
requirements of application for member-
ship in the scheduled accountancy bodies,

local contacts and the different employ-
ment opportunities in public practice, com-
merce & industry, the government sector
and in academia.

A special visit by the committee and
members was made to the University Ma-
laysia Sabah stock simulator laboratory,
which is the first university with such a
laborator y in Asia. The laborator y or
Makmal Saham SPE, is fully equipped with
facilities to provide ‘real time’ learning.
Students are even given their own accounts
with ‘virtual money’ for them to try their
hand on the real thing without the real
agony of actual loss. Despite market un-
certainty, some of the university students
to date have “gained” as much as RM60,000
‘virtual profit’ on blue chips.

The Dean of the School of Business and

Economics, Associate Professor Dr. Syed
Azizi Wafa said that the university will, in
the near future, conduct evening classes
for working adults who want to learn how
to “beat the market”. Present at the brief-
ing in the Gallery were fellow Sabah mem-
bers Rizal Othman, Bursar and Professor
Dr. Mohd Adam Bakar, Director of Univer-
sity Malaysia Sabah who welcomed Sabah
Branch Chairman, Alexandra Thien and
her entourage.

Sabah members were also invited to at-
tend a workshop by the Inland Revenue
Board at the IRB office in Kota Kinabalu.
The useful workshop assisted members in
identifying and reducing errors in prepar-
ing CP39 and educating members and their
payroll staff in using the IRB’s software on
PCB — Potongan Cukai Bulanan.

I N S T I T U T E  N E W S
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Chapter Committee … Andy Chia Chu Fatt, Mathew Wong Chie
Bin and Alex Wong Chee Tai (seated front L-R) with participants
in Miri

A perfect ending — dinner at Rosita Restaurant, Miri. (L-R) Andy
Chia Chu Fatt, Mohd Zainy bin Mohamed Zain (MITI) Onn
Abdullah (MIDA) and Sim Yong Liang

I N S T I T U T E  N E W S

S A R AWA KMIA SARAWAK BRANCH

Evening Talks by MITI and MIDA

Si Kiang Seng, Vice-Chairman of the
Sarawak Branch and Chairman of the
Liaison Committee recently invited

the Ministry of International Trade & In-
dustry and the Malaysian Industrial Devel-
opment Authority to present talks on the
manufacturing sector for members in
Kuching, Sibu, Miri and Bintulu. This was
the first collaboration between the two gov-
ernment agencies in Sarawak with mem-
bers in the professional field.

Onn Abdullah, Director of MIDA
Sarawak presented the first paper on Poli-
cies, Incentives & Opportunities in the
Manufacturing Sector. Mohd Zainy bin
Mohamed Zain, Director of MITI Sarawak
presented the second paper on Financial As-
sistance & Facilities offered by SMIDEC,
MTDC & MATRADE. Members in the both
industry and public practice gained valuable
information on government policies and ad-

AN

Chapter Committee (seated front R-L) — Peter Lau King Ching and
John Tiong Hock Seng with participating members at the talk
conducted in a local hotel in Sibu

Mohd Zainy bin Mohamed Zain presenting his talk to MIA
members in Bintulu

SIBU BINTULU

MIRI

Members at the evening talk held at the UPC Auditorium of the Sarawak Professional
Centre in Kuching

KUCHING

various financial assistance offered by the
agents of the Ministry of International
Trade and Industry.

ministrative procedures on pioneer status,
tax exemptions, import duty exemptions,
tax allowances, capital allowances and the
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N E W S  I N  B R I E F

NATION

Consumer Sentiment
Remains Stable

CONSUMER sentiment in Malaysia dur-
ing the third quarter of the year was basi-
cally unchanged from the second quarter
and households are feeling more comfort-
able about their prospects over the next six
months, the Malaysian Institute of Eco-
nomic Research (Mier) said.

But business confidence, despite
favourable economic forecasts, took a
knock to fall to 49.9 points in the third quar-
ter from 57.5 in the second quarter, signi-
fying a worrisome deceleration or, at worst,
recession tendencies, Mier said.

“Consumers generally remain in a shop-
ping mood with a modest uptake in pur-
chase plans. For one, low interest rates,
notwithstanding a diminished wealth effect
from stock prices, will likely sustain growth
in consumer spending in the short term,’’
it said.

Consumer sentiment dipped just 0.1
point from the second quarter to 108.9 in
the third quarter.

Mier said steady employment expecta-
tions may make households more comfort-
able to borrow and sustain plans of buying
big-ticket items like cars and houses.

The Mier survey showed that spending
plans by consumers in the third quarter
were ‘way above’ their year-ago readings.

“The demand for furniture and appli-
ances look firm and may even increase in
the coming months, and that will help busi-
nesses trim their top-heavy inventories by
year-end, lending the economy a helping
hand,’’ the institute said.

“As long as households keep beating a
steady rhythm, the econ-omy should keep
marching well not only for the rest of 2002
but also beyond,’’ it added.

While consumers are upbeat about their
spending plans, businesses are less so over
their prospects, with all eight components
of the survey — sales, production, domes-
tic orders, investment in plant and equip-
ment, expected production, export orders,
expected expor t sales and capacity
utilisation — showing a decline.

“But the drop was more substantial in
expected production and expected export
orders,’’ Mier said.

It said that many industries in the manu-
facturing sector recorded decreased or
stagnant sales, except basic metal and
metallic products, and transport and ma-
chinery.

“Manufacturers of basic metal and me-
tallic products have benefited from the
pick-up in residential housing construction
activity,’’ it said.

“Likewise, the healthy demand for pas-
senger cars fuelled the bounce in the sales
performance of transport and machinery.’’

Manufacturers of wood and wood-based
products were the worst hit as 75 per cent
of respondents to the survey were faced
with declining sales compared with 40 per
cent in the second quarter.

Mier said the survey revealed weakening
sales of electrical and electronics products
during the third quarter as only 15 per cent
of manufacturers reported higher sales.

“Investment in new plant and equipment,
plagued by weak demand and excess ca-
pacity, appeared subdued in the third quar-
ter with only 16 per cent reporting in-
creases in capital investment,’’ it said.
“While the majority (69 per cent) have re-
ported satisfactory levels of investments,
more are beginning to scale back expan-
sion plans in view of the lower-than-ex-
pected flow in business.’’

Mier said manufacturers in nine of 11
sectors surveyed received fewer new or-
ders from local customers during the third
quarter.

“Although the increase in export orders
has eased somewhat in the third quarter,
a higher percentage of exporters has re-
ported an increase in orders compared
with their domestic counterparts,’’ it said.

Mier Revises GDP Forecast to
Four Per Cent this Year

THE Malaysian Institute of Economic
Research (Mier) has revised its gross do-
mestic product (GDP) forecast for the cur-
rent year to four per cent from 4.5 per cent
due to the slowing down of the US
economy, weak financial market and rising
risk of war with Iraq.

However, it has maintained its GDP
growth forecast for 2003 at 5.7 per cent in
the belief that there would be a better ex-
ternal environment, a healthier private sec-
tor and continuing expansionary fiscal
policy.

“Although downside risks could well ex-
tend beyond 2002 into 2003, we are fairly
optimistic that the world economic and
trade activities will improve in 2003 barring
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any unforeseen and highly disruptive
events,” its executive director Dr.
Mohamed Ariff told a media briefing in
Kuala Lumpur recently.

He said that based on the industrial pro-
duction and export data, Mier foresees the
third quarter of 2002 to grow by 5.2 per
cent and a better fourth quarter due to con-
sumer spending during the year-end festi-
val season.

“Domestic demand, which is buoyed by
expansionary fiscal and monetary policies,
coupled with statistical gain from the low
base, would probably more than offset other
external factors which are adversely affect-
ing growth in the second half,” he said.

Ariff said that following the 2.5 per cent
GDP growth posted in the first half, the sec-
ond half would have to grow about 5.5 per
cent for the full year forecast of four per
cent to be achieved.

Company Secretaries
Asked to Enhance

Corporate Governance
COMPANY secretaries have been asked

to contribute towards enhancing corporate
governance by going beyond their advi-
sory roles and keeping up with develop-
ments affecting their companies and the
profession.

Malaysian Association of the Institute of
Chartered Secretaries and Administrators
Deputy President, Jeremie Ting, said that
company secretaries should know what
were the latest practices, current trends,
regulations and expectations affecting the
industry so that they could play an effec-
tive role in advising their boards.

CFOs want Independent
Directors to Play Bigger Role
MALAYSIA’S Chief Financial Officers

(CFOs) want independent and non-execu-
tive directors to play a bigger role in their
companies, according to a survey by ACCA
Malaysia Sdn Bhd.

This would help strengthen the respec-
tive companies’ corporate governance,
they said.

ACCA Malaysia’s survey received simi-
lar response from professionals in Hong
Kong, Shanghai and Singapore. There
were a total of 200 respondents from the
four countries.

“The survey demonstrates that the role
of non-executive directors remains a live
issue in the region,” ACCA Malaysia ad-
viser Datuk Khalid Ahmad said when
launching the survey repor t in Kuala
Lumpur recently.

“Respondents also felt that there is not
enough market pressure from sharehold-
ers or investors for companies to appoint
non-executive directors,” he said.

In Malaysia, for example, more CFOs
feel non-executive directors do not devote
enough time to their roles in the company,
Khalid said.

Never theless, ACCA Malaysia’s re-
search supports the notion that non-execu-
tive directors can make a valuable contri-
bution to companies and welcomes their
expanded role in the future.

While it is not clear how this might trans-
late into action, the report suggests that
further education and pressure from inves-
tors could help create the circumstances
to beef up the role of non-executive direc-
tors.

This, in turn, would lead to more inde-
pendence in the corporate governance sys-
tem.

The ACCA Malaysia survey also indi-
cates that non-executive directors should
be more involved in the appointment of
auditors and the audit committee, to pro-
tect the independent status of the audit.

“Clearly, this depends on the willingness
of independent non-executive directors to
take the baton. The evidence of this sur-
vey is that, while there is a willingness for
involvement, there is not currently a way
(for involvement),” Khalid said.

A similar report was also launched in
Hong Kong and Singapore in the middle
of November

SC Approves 95 Corporate
Proposals in 3rd Quarter

THE Securities Commission (SC) ap-
proved 95 corporate proposals during the
third quarter, bringing the cumulative to-
tal for the first nine months of the year to
255.

The SC in a statement said that most of
the submissions approved during the third
quarter were for capital-raising exercises
(38), which included equity issues, private
placements and restricted issues, and is-

sue of debt securities, irredeemable con-
vertible unsecured loan stocks (Iculs) and
preference shares.

There were also 14 new listing applica-
tions approved, bringing the total number
of approvals for such applications since the
beginning of the year to 30.

In the third quarter, the SC also ap-
proved nine applications for acquisition and
another nine for restructuring and
reorganisation.

Of the total 54 private debt securities
(PDS) issues amounting to RM25.2bil ap-
proved in the third quarter, 37 or 68.5 per
cent were for conventional PDS issues and
the remaining 17 or 31.5 per cent for Is-
lamic-based PDS.

For the first nine months of this year, the
total number of PDS issues came to 104
amounting to RM42.7bil, of which 77 were
conventional PDS and 27 Islamic PDS.

The SC also said that under the Malay-
sian Code on Take-overs and Mergers
(TOM Code), 31 applications were ap-
proved during the third quarter of 2002 and
109 for the nine months to September.

The SC said 12 of the approvals granted
in the third quarter were for waivers from
the mandatory-offer obligation while four
approvals were given for clearance of of-
fer documents.

The remaining 15 approvals were for
extension of time for despatch of offer
documents, appointment of independent
advisers, clearance of independent advice
circulars and other ancillary applications
including requests for rulings.

In terms of unit trust and other collec-
tive investment schemes applications, the
SC approved 46 applications during the
third quarter. For the nine-month period,
it approved 111 applications, higher than
the 93 approvals granted in the previous
corresponding period.

During the third quarter, the SC also ap-
proved the establishment of eight new
funds and seven applications to increase
fund size.

The remaining 30 applications approved
under this category are related to exten-
sion of time, appointment of external fund
managers, change in shareholding struc-
ture, revaluation of property and appoint-
ment of institutional agents for distribution
of unit trusts, it added.
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Case Studies for the Training
of Corporate Leaders

THE Malaysian Institute of Corporate
Governance (MICG) is planning to use
case studies as an effective means of train-
ing future corporate leaders in Malaysia.

Its president Datuk Megat Najmuddin Khas
said recently that MICG was trying to encour-
age local institutions of higher learning to use
more case studies focusing on Malaysian com-
panies to build a culture of governance in the
future generation of corporate leaders.

“We need to learn from past mistakes but
there is a lack of corporate case studies being
done in Malaysia. There has been no tradi-
tion of doing corporate case studies in our lo-
cal universities. We hope to change this. Fund-
ing (for such projects) is not an issue. We can
also get the experts (from foreign institutions)
to teach and help us start,” said Najmuddin.

More Bank Mergers in Next
Few Years :  BNM Governor
BANK Negara Malaysia Governor Tan

Sri Dr. Zeti Akhtar Aziz has been quoted
by Business Times recently that another
‘two to three’ mergers are expected to take
place among domestic banks as the coun-
try approaches the liberalisation of its fi-
nancial sector.

She added that further mergers are ex-
pected to take place in the next few years
resulting in three to four larger banks that
will provide a full range of financial prod-
ucts and services competing on equal foot-
ing with foreign banks.

Zeti stressed that this does not mean the
smaller banks will cease to operate. They
will be more focused, catering to niche
markets, such as providing financing for
small- and medium-sized enterprises.

The previous round of banking consoli-
dation was initiated by the Government in
2000 when it imposed a RM2 billion
capitalisation requirement on banks. This
resulted in 54 banks being whittled to 10
core banking groups operating today.

The last of the first-round mergers, that
between Bank Utama Bhd and RHB Bank
Bhd is expected to be completed by De-
cember 15 this year.

Malaysia’s largest bank, Malayan Bank-
ing Bhd, is eight times bigger than Alliance
Bank Bhd, the country’s smallest lender,
in terms of assets.

Bali Blasts May Take a Toll on
FDIs Spending

THE impact of the bomb blasts in Bali is
expected to be more than just scaring away
tourists from the region, as foreign direct
investments (FDIs) and consumer spend-
ing could also be hit, said economists.

They said while countries like Singapore
and Malaysia have economic and political
profiles that are worlds apar t from
Indonesia’s fragile system, the bomb blasts
on South-East Asia’s most popular tourist
haven have rekindled the worries of re-
gional security threat post-September 11.

The blasts in Bali could make it worse
for these countries’ FDIs, they said, which
are already dismal. This has not helped by
another bombing in Zamboanga in south-
ern Philippines, the region’s second dur-
ing the same time.

Outside investors have the tendency to
look at countries within the region as a
block and are attaching higher risk ‘pre-
mium’ to all.

Dominic Dwor-Frecaut from Barclays
Capital Asian Rates and Credit Research
said the perception that Muslim countries
equal terrorists, while false, is widespread.

“The perception is not justified. Malay-
sia and Singapore are much less vulnerable
to radical Islam, and their governments
have more will and capability to deal with
terrorism than Indonesia,” she said.

“Unfortunately, we cannot dictate how
they think, and as long as the unstable ex-
ternal environment caused by the likely US
attack on Iraq persists, the perception of
(heightened) risk will be there,” she said.

As it is, analysts said, the foreign selling
in blue-chips on the Kuala Lumpur Stock
Exchange recently has been aggressive de-
spite rebounds in the neighbouring mar-
kets.

Meanwhile, US Under Secretary of Com-
merce Kenneth I Juster said that it may be
too early to see the impact of the Bali blasts
on the region, but he is not ruling out that
US companies may delay investment in the
region.

“(It is) probably inevitable that some
companies tend to take a wait-and-see atti-
tude until they have a better view to see
whether this is an isolated incident or a
bigger problem,” he said at press briefing
in Kuala Lumpur yesterday.

Juster was on a three-day trip covering
Singapore, Malaysia and Bangkok to pro-
mote security at ports and discuss inter-
national trade with the respective authori-
ties.

“I don’t think it’s fair to think that the
region is an unstable one and there should
be no investment as a consequence,” he
said, urging companies not to react too
quickly without analysing the facts.

Even the domestic economy is not ex-
pected to be immune to the Bali bomb
blasts.

Analysts are concerned that by bringing
the uncertainty of war closer to home, it
could result in consumers holding back
their spending.

Consumption growth, which fuelled
Malaysia’s economic recovery this year,
grew 5.6 per cent in the second quarter of
this year. Some economists, however, do
not think the bomb blasts will cause much
of a dent in the robust consumer spend-
ing.

“We are here and we see nothing. People
tend to treat the attack as a remote hap-
pening outside the country,” said a head
economist at a bank-backed brokerage.

For the sensitive industry of tourism,
however, the bomb blasts will definitely
bring more bad news. Last year 12.8 mil-
lion tourists visited Malaysia, helping the
industr y contribute eight per cent to
Malaysia’s gross domestic product. The
country is counting on tourism to buffer
the slowdown of an external economy.

Now, however, tourists from Europe and
US may shun travelling to the region all
together, as Singapore and Malaysia suf-
fer the contagion of its neighbours. This is
especially so when the bombings in Bali
seem to target foreign travellers in particu-
lar.  But there may still be hope.

“The Association of South-East Asian
Nations and West Asian tourists may be
more discerning and do not see Malaysia
the same as Indonesia.”

“The effect may turn to our favour if tour-
ists still see Malaysia as a safe destination,
and re-route from Bali to here,” said MIDF
Sisma economist Azrul Azwar.

Note :  All News report are compiled from
Bernama, The New Straits Times, The Star,
Berita Harian, NSTP and The Star On-Line.
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Funny how the term “spicy food”
conjures up pots of tongue-roast-
ing curries and gravies and you
immediately think Indian or Thai.

Well, India and Thailand are hot countries
and perhaps that’s why their local folk (in-
cluding some expatriates who have lived
there long enough ) go for hot, spicy food.
But can that be the reason? Why do spices
feature so prominently in tropical cuisines?
Is it because more spices are grown in the
tropics? Or could it be that spices comple-
ment tropical cooking? Food-borne bacte-
ria being more problematic in warm cli-
mates, could it be that spices inhibit or even
kill bacteria?

Research has shown that so called grand-
mother’s recipes that stipulate spices such
as turmeric, cardamom, ginger, garlic and
cumin as necessary ingredients in curries

or kormas may have sound reasons for so
insisting. Many spices are not just a culi-
nary option. They have medicinal proper-
ties as well. So go ahead and enjoy the cur-
ries without overindulging. I’m not sure
about the kormas though, especially those
prepared at restaurants or other eating es-
tablishments, because these kormas invari-
ably contain loads of cream or coconut
milk. The same goes for shop masalas.

Now that we have erased the guilt asso-
ciated with eating curries and gravies, let
us take a closer, more carefree look at
some commonly used spices.

Garlic
This insignificant bulb has received world-

wide acclaim and has been called “the first
among equals”. For some people especially
the Chinese, the aroma (not everyone agrees

on this though) of sizzling garlic sets off the
salivary glands. On a medical note, there is
evidence of antibiotic properties in a chemi-
cal called allicin. When garlic is chopped or
crushed allicin is released through a reac-
tion between two chemicals that are origi-
nally separate in the garlic. For thousands of
years the Chinese have used garlic extract
to treat worms and other intestinal parasites.

Medical studies show that several diseases
— coronary artery diseases, gastric ulcers,
ulcerative colitis, Kaposi’s sarcoma and cer-
vical cancer, to name some — are brought
on by infectious processes caused by bacte-
ria or viruses or both. Studies now show that
allicin can kill or inhibit the following micro-
organisms :  bacteria (e.g. the diarrhoea-caus-
ing Shigella & Escherichia coli, Mycobacte-

rium tuberculosis that causes tuberculosis,
and strains of Staphylococcus aureus that are
resistant to antibiotics), fungi (e.g. Candida,
Aspergillis), protozoa (e.g. Giardia, Leishma-
nia) and parasites (e.g. Entamoeba which can
cause amoebic dysentery).

Ginger
This rhizome (underground stem) has an

interesting background. Its name originated
from the Sanskrit word stringa-vera which
means “with a body like a horn”. It is a na-
tive of India and China and is one of the ear-
liest spices known in Western Europe. In
the 19th Century, English pubs and taverns
used to leave small containers of ground
ginger for sprinkling into the beer and it is
from this that ginger ale has its origin. Ap-

Spice Up
Your Life!
By Ooi Beng Choo
LL.B., (HONS), PROHIGHWAY HEALTHCARE
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parently, farmers in Sussex, England, had
the practice of applying a pinch of ginger to
the horse’s backside to work up a lazy horse.

In Asian and oriental cuisine, ginger is
an essential ingredient. It is used in sauces,
green salads, pickles, chutneys and curry
powders. In the west, dried ginger is com-
monly used in cakes, biscuits such as gin-
gerbread, puddings, preser ves and in
drinks like ginger ales.

Of its health-promoting properties, gin-
ger is a carminative, that is, it helps break
up intestinal gas. Chinese mothers take a
lot of ginger after delivery because ginger
dispels intestinal gas and helps the womb
to shrink. Intestinal gas is probably the evil
spirits, which people in the Philippines
believe get expelled when they chew gin-
ger seeds. Used in the form of a compress,
ginger is a remedy for congestion of the
chest or the sinuses. Of the participants in
a recent study conducted in the US, about
three-quarters of them took ginger supple-
ments (Zinaxin) and found that they expe-
rienced less joint pain caused by arthritis.
The antioxidants gingerol, shagaol and
zingerone found in ginger react with free
radicals and help relieve arthritic pains.

Turmeric

Turmeric is one of the cheapest spices
available and easily the holiest. A rhizome
like ginger, turmeric plays an important role
in Hindu religious ceremonies probably be-
cause it is easily available, is the colour of
earth and has antiseptic qualities. It is also
a dye for holy robes. The Malays serve nasi
kunyit (kunyit is turmeric in Malay) on aus-
picious occasions like weddings.

In the East and Middle East, turmeric is
a condiment and also a culinary dye. Many
Indian sweetmeats have a tint of the or-
ange-yellow turmeric. This tint is carried
over into the vegetable dishes, the curries
and onto their faces as well. Starting from
a very young age, often below the age of

one, Indian girls have been taught to ap-
ply fresh turmeric on their faces, hands and
legs to prevent excessive hair growth.

Turmeric is an antiseptic, a mild diges-
tive, a stimulant and a carminative. It has
been shown to help fight pus-producing in-
fections (Staphlococcus aureus).

Lemon Grass

Lemon grass has a vivid, lemony flavour
because it contains an essential oil also
present in lemon peel. It is the lower, solid
portion of the plant and not the leaves that
are of culinary use.

It features prominently in Malay, Thai,
Indonesian and Sri Lankan cooking. Curry
dishes of vegetables, poultry, meat and sea-
food somehow have a very appealing
aroma and texture when cooked with
lemon grass and coconut milk. Perhaps it
is the high cholesterol content of coconut
milk that accounts for its appeal. Many
health-conscious cooks nowadays substi-
tute coconut milk with low fat milk. There
are also pickles, teas and marinades that
use lemon grass for flavouring.

Lemon grass is a tonic, a diuretic and a
digestive. A preparation of lemon grass with
pepper is commonly used for the relief of
nausea and menstrual cramps. Like ginger,
lemon grass has diaphoretic properties, that
is, it induces perspiration to cool the body
and thus helps reduce fever. Those of you
who love aromatherapy may have a prefer-
ence for the essential oil, citronella, which
comes from lemon grass. Apart from its
aroma, citronella is a mild insect repellent.

Cinnamon and Cassia
Cinnamon and cassia are native to Burma.

What gets used as a condiment is the inner
layer of the bark, not the outer layer.

Cassia is not true cinnamon but has a
stronger flavour than cinnamon and is usu-

ally preferred for savoury dishes. Dried
cassia buds look like cloves and are used
in the East in spicy meat dishes, curries,
pickles and even candles. Cassia leaves are
sometimes used in lieu of bay leaves. The
bottle of ground cinnamon which you pick
up in the supermarket probably contains a
combination of cinnamon and cassia or just
cassia powder.

Cinnamon has antiseptic and astringent
properties. There is some hope that cinna-
mon may help Type II diabetic patients. Sci-
entists in Maryland, US, have found an ex-
tract of cinnamon that can actually revital-
ise the function of those cells involved in
transporting excess sugar into the cells so
that they can produce energy or store the
excess sugar until it is needed. The cinna-
mon extract gets these cells to become
more responsive to insulin. The scientists
recommend taking a teaspoon of cinnamon
powder a day. It can be added to your cof-
fee, tea, oatmeal, even fruit juice. Cinnamon
may also be effective against the E. coli bac-
terium which can cause food poisoning.

Coriander
Coriander takes pride of place in the Bi-

ble in that the books of Exodus (16:31) and
Numbers (11:7) liken the form and colour
of manna to a coriander seed. Coriander
is today produced in India, Russia, South
America, North Africa (especially Mo-
rocco) and Holland.

The coriander plant is mild both in its fla-
vour and its aroma. It is an important item in
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Indian, Middle Eastern, Oriental and South
American cooking. Ground coriander seeds
usually form the bulk constituent in curry
powders and a significant ingredient in
garam masala. Coriander complements chilly
and is found in many chilly recipes. Soups
and stews take on a fuller flavour with the
addition of coriander seeds. It is used in tra-
ditional English black pudding recipes and
Italian mortadella sausage. Coriander with
cumin is a favourite combination in Egyptian
dishes like falafel and dukka. The Arabs in-
clude coriander seeds in their meat stuffings.

Coriander leaves are always used fresh.
A sprig or two adds subtle flavouring to
Indian dishes like sambar (lentil and veg-
etable dish and rasam (Indian soup, either
lentil or garlic based).

A number of medicinal properties are at-
tributed to coriander. The seed has car-
minative properties, is an appetiser and a
digestant. The oil from the seed has strong
antibacterial qualities. It is also believed to
be beneficial to the nervous system. In Asia
it is used for headaches, piles, colic, swell-
ings and even mouth ulcers.

Cumin

Cumin is jintan putih in Malay. It is a native
of Upper Egypt and grows in most hot coun-
tries. It features in Indian, Eastern, Middle
Eastern, Mexican, Portuguese and Spanish
cuisine. Cumin is an ingredient in most curry
powders and savoury spice mixtures. It is used
in grills and stews, especially lamb and fish
dishes, and in vegetables dishes such as au-

bergine and kidney bean dishes. You find
cumin in spicy Mexican foods such as chile
con carne and casserold pork. It is used to fla-
vour certain Portuguese sausages as well as
Dutch and German cheeses and meats. It is
used in chutneys and pickled cabbage.

Cumin has a long list of medicinal prop-
erties — carminative, digestant, diuretic,
stimulant, astringent, antispasmodic and
anti-colic. It is also useful for dyspepsia di-
arrhoea and hoarseness. Some eastern
cultures believe it increases lactation and
reduces nausea in pregnancy. It is also
used in a poultice to relieve swelling of the
breast or the testicles. After a meal the
North Indians take supari (a mixture of
rock sugar, cumin and other spices) as an
aid to digestion and as a mouth freshener.

Cumin contains the phytochemicals li-
monene and carevol which block various
hormone actions and metabolic pathways
associated with the development of cancer
and heart disease. The phytochemicals
work alone or in combination with vitamins
and other nutrients found in food. In Israel
it has been shown that patients who take
high levels of cumin are less likely to de-
velop cancer of the prostate.

Cardamom
A very ancient spice and native to the

East, cardamom is not a cheap spice. If you
are purchasing Indian cardamom, note that
the Mysore variety contains higher levels

of cineol and limonene than the Malabar
variety and is therefore more aromatic.

Most of us associate cardamom with pi-
lau, a rice dish cooked with vegetables and
also the North Indian spiced tea. It is also
used in curries and is an inevitable item in
Indian sweetmeats. In the west it is in-
cluded in cakes and biscuits and in flavour-
ing custards and some Russian liqueurs.

The Indians regard cardamom as a cure for
obesity while the Arabs look on cardamom
as an aphrodisiac. The west only include it in
their medicinal preparations for indigestion
and flatulence. Whatever the claims, carda-
mom has been used as a digestive centuries
back. It is a carminative and a stimulant, a
strong antiseptic and antimicrobial.

Now that you have had your fill of cur-
ries and gravies, help yourself to some
supari or sip a cup of Indian spiced tea.
Have patience, all those spices you’ve taken
in will perform their digestive, carminative
and diuretic properties in due course.
Sorry, excuse the burp!




