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

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

The age-old concept of corporate governance has been brought back to life. It is now
the buzzword of the corporate sector. The Asian financial crisis was a wake up call
as it highlighted the lax standards of governance among companies in the region,

Malaysia included.
The values propagated on governance are nothing new. Religious scholars will tell you

that the concept was introduced hundreds of years ago.
Simply put, corporate governance is all about transparency and accountability. That seems

simple enough to comprehend. Yet it gets more complex the more one delves into the
related issues.

For instance, one would think that the following simple quer y sums it all up :  Who is
accountable? But in order to answer that, one has to tackle a series of other questions. Who
has the power? Who is accountable to whom? The trouble is, the people ‘in-charge’ do not
always have ‘the power’ and hence accountability can be undermined by insider loyalties.

Corporate Governance involves owner/shareholders, managers and directors. And get-
ting these people to work together for the same goals is what the corporate governance
movement is all about. The ultimate goal is to realise long-term shareholder value, whilst
taking into account the interests of other stakeholders.

The relationship between these three parties originally had been close, then grew to
estrangement as corporations and capital markets evolved and expanded. As industry grew
larger and more complex, their roles became more specialised.

The Malaysian Code on Corporate Governance places the responsibility on the board of
directors. Yet the board can’t be expected to implement the high standards of governance
all by themselves. This is where auditors and accountants often do more for corporate
governance behind the scenes than the public realises.

The perception that accountants and auditors are just there to “put the financial records
together” is misleading. Instead, their role should be one that adds value in the sense of
driving internal controls, implementing good risk management policies and inculcating a
voluntary high disclosure culture in their organisations.

In fact, internal audit is a key area that could help step up the standards. In this issue,
we will not only examine the current state of corporate governance in Malaysia but also
look into the changing functions of internal auditors in order to meet the challenges faced
in raising the standards.

External auditors should not hesitate to qualify their reports on companies, if their find-
ings require them to do so. Internal auditors on the other hand, should not cow to the
pressures exer ted by management and discharge their duties without fear or favour.

The Malaysian Institute of Accountants (MIA) is doing its part. As a professional body
overseeing the well-being of its members, the MIA has a regulatory role to play with a code
of professional conduct and ethics which serves as a guide to the professional behaviour of
its members. Called the By-Laws on Professional Conduct and Ethics, it sets out the ethical
requirements by which a member should be governed in the conduct of his or her profes-
sional relationships with clients, employers, fellow members and the public generally.

But it should be remembered that it is a collective effort. All have an equally important
role to play, including the company’s bankers, lawyers and the investors themselves.

More impor tantly, there are global forces pushing for better corporate governance stand-
ards. If Malaysia wishes to be part of the global capital market, it has to take heed now.

Editor

The Push for Better Governance
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FROM THE PRESIDENT’S DESK

Are We the
Guardian of Financial Truth?

The Asian economic crisis revealed
cracks in the state of corporate gov-
ernance in countries like Malaysia.

Since then, the call to implement higher
standards of corporate governance has
been greater than ever before.

In fact corporate governance is now a
global trend spreading into the fabric of
every corporate and investing community
around the world.

Eventually, as globalisation spreads its
wings, there will be added pressure on coun-
tries like Malaysia to show good governance
standards. But that need not be a bad thing.
Countries like ours will be able to tap a
larger sphere of foreign funds if we can
show that we have heightened our levels of
corporate governance. This in turn will help
us in our economic recovery ef forts.

Investors today are demanding that di-
rectors and advisers of listed companies
conduct themselves with a high degree of
integrity. They must not only have the best
interest of the company at hear t but also
be seen to have the responsibility to restore
high standards of corporate governance.

They must be transparent in their busi-
ness dealings not only to a privileged seg-
ment of their constituents but to all inves-
tors and parties who have a stake in their
companies.

 Corporate Governance should also re-
sult in the disclosure of accurate, complete
and timely flow of information. It involves
owners, shareholders, managers and direc-
tors working together towards the same
goal, which is to realise the long-term
shareholder value and to preserve the in-
terests of other stakeholders.

 The relationship between these par ties
while originally close, has gradually be-
come an estranged one as corporations and
capital markets evolve and expand.

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

This is where auditors and accountants

often do more for corporate governance
behind the scenes than the public realises.

 The perception that accountants and
auditors are just there to “put the financial
records together” is misleading. Our role
is ideally one that adds value by driving
internal controls, implementing good risk
management policies and inculcating a vol-
untar y high disclosure culture in our re-
spective organisations.

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

While our roles as accountants and au-
ditors may have expanded considerably, we
must not forget that the underlying com-
mitment of the profession is to maintain
excellence and integrity in every task. Ac-
countants and auditors have been de-
scribed as the guardians of financial truth
and setters of due-diligence standards. To
achieve this unfailingly, the profession’s
integrity must be beyond question.

Unfor tunately, this has not always been
the case. Professional ethics have occasion-
ally been cast aside and it takes very little
adverse publicity to tarnish the image of
the entire profession.

Over the last few years, our profession
has been questioned for transparency and
integrity. This is due, in no small part, to
the lacking in the professionalism of cor-
porate management, financial analysts, ac-
countants and members of the legal com-
munity. My observations arise from a per-
ennial obligation shared by all of us :  to be
ever vigilant in shining the light on ethical
grey areas before their shade becomes
even darker, their ef fects more corrosive.

For the past few years, I voiced concerns
over the gradual but perceptible erosion in
the quality of financial repor ting. The moti-
vation to satisfy Kuala Lumpur Stock Ex-
change (KLSE) earnings expectations was
beginning to override long established pre-
cepts of financial reporting and ethical re-

“Accountants and auditors have been described as the

guardians of financial truth and setters of due-diligence

standards. To achieve this unfailingly, the profession’s

integrity must be beyond question.”
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VISION AND MISSION

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

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

Its mission is :

* To promote and monitor professional standards and integrity.

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

ever-changing global economy.

* To conduct and promote research and development for the

enhancement of the profession.

straint. A culture of gamesmanship over the
numbers was not only emerging, but weav-
ing itself into the fabric of accepted conduct.

I thank those in corporate Malaysia who
took to heart the call for greater integrity
and accountability in the financial report-
ing process. I also recognise and applaud
the efforts of private industry groups that
strive to raise the bar of the investment
management industry through voluntar y
compliance with high ethical standards.
Your commitment and your efforts have
made a real difference. While we have
made strong progress, the gamesmanship,
unfortunately, still persists.

A gamesmanship that says it’s okay to
bend the rules, tweak the numbers, and
let small, but obvious and important dis-
crepancies slide, a gamesmanship that tells
managers it’s fine to cut corners and look
the other way to boost the stock price;
where companies bend to desires and pres-
sures of some market analysts rather than
to the reality of numbers; where auditors
and accountants are pressured not to rock
the boat; and a gamesmanship that focuses
exclusively on short-term numbers rather
than long-term per formance.

We’ve all seen what happens when com-
panies miss an analyst’s earnings target by
just a few sen. The stock plummets. It’s
remarkable, but in today’s environment, a
near miss is a miss by a mile. Why?

There is no law of economics I can site,
no reasonable correlation from which in-
vestors can draw. I can only point to what I
see as a web of dysfunctional relationships
— where analysts develop models to gauge
a company’s guidance, where companies’
repor ted results prepared by people of our
profession are tailored more for the ben-
efit of consensus estimates than to the re-
ality of the ups and downs of business;
where companies work to lower expecta-
tions when they fully expect they’ll beat the
estimates; and where the analysts, auditors
and accountants attempt to walk the tight-
rope of fairly assessing a company’s per-
formance without upsetting their relation-
ship with the entity that they are assess-
ing or working with.

My review of the relationship between com-
panies and these professions who follow or
work with them (companies) indicates that,
all too often, there is the risk of  falling of f that
tightrope on the side of protecting the busi-
ness relationship at the cost of fair reporting.

Auditors and accountants are also some-
times a fixture on business pitches and in-
vestor road shows — doing their bit to mar-
ket their own firm’s underwriting talents
and to sell a company’s prospects. What’s

more, auditors’ and accountants’ compen-
sation is increasingly based on profitability
of their firm’s corporate finance division,
and their contribution to deals to which they
are assigned. In many respects, auditors’
and accountants’ employers expect them to
act more like promoters and marketers than
unbiased and dispassionate analysts.

An all too candid memo from an indus-
try source couldn’t have framed the con-
flict more plainly :  “... We do not make
negative or controversial comments about
our clients as a matter of sound business
practice …. The philosophy and practical
results needs to be no negative comments
about our clients.”

Auditors or accountants who go against
the grain may find themselves excluded
from conference calls, or worse, even si-
lenced  by his own firm or the company
they are attached to.

And, is it no wonder that some audit and
accounting firms would prefer that their
people heed their mothers’ admonitions :
“If you can’t say anything nice, then don’t
say anything at all.”

And that’s because some firms claim that
these repor ts are either extemporaneous
or covered by a prior disclaimer, or that
the report is just plain distracting or im-
practical. Frankly, I don’t find any of these
arguments very persuasive.

I think the time has come for our profes-
sion to consider whether investors are told
— in a meaningful way — when the ac-
countant’s or auditor’s employer has a re-
cent investment banking or advisor y rela-
tionship with the company that is being
evaluated. We cannot settle for boilerplate
disclosure, cloudy language that masks a
firm’s position, or small type disclaimers
at the end of the document.

Let me turn to another important issue
in the area of accountants and auditors :

selective disclosure. The behind-the-scenes
feeding of material non-public information
from companies to accountants and auditors
is a stain to our markets. This selectiveness
is a disservice to investors and it under-
mines the fundamental principle of fairness.

We have an important role in ensuring the
efficiency of our markets by ferreting out
disparate facts and offering valuable insights.
In a market that increasingly demands that
all participants add value to compete, audi-
tors and accountants must position them-
selves well to do so. But if they continue to
view the world through rose-colored lenses,
they doom themselves to irrelevance.

The profession has a long and distin-
guished history of guarding the integrity
of our companies’ financial statements.
They must live up to their history and re-
main inquisitive, sceptical, and rigorous in
their application of the highest standards.

Like all businesses, the practices of the
biggest accounting firms have undergone
enormous changes. Entities once devoted
exclusively to auditing now resemble di-
versified professional practices. If recent
industry trends continue, it is feared that
the audit process, long rooted in independ-
ence and professionalism, may be dimin-
ished in the name of MONEY.

It is hard to imagine a time when finan-
cial statements were wholly unreliable;
when fabricated earnings statements are
issued in reckless abandon; and when most
companies don’t even repor t gross in-
comes. Mind you, it may happen. The signs
are already here.

I appeal to ever y one, accountants, audi-
tors, corporate managers, even board
members and financial analysts to renew
your confidence with investors and reaf-
firm your quality — for the sake of greater
public confidence in our market, for the
sake of a better marketplace.
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G
auging the level of corporate
governance in Malaysia can
be a tricky job. While the
country would get high marks

for the awareness of the importance of good
corporate governance and the introduction
of new legislation to achieve this, it is left to
be seen how we would score on the enforce-
ment issue. Furthermore, it may take a
while yet for the culture of good corporate
governance to be entrenched into the en-
tire fabric of corporate Malaysia.

The Asian financial crisis revealed lax
standards of corporate governance in coun-
tries like Malaysia. Hence there is also an
issue of perception to deal with. But things
are looking up. Since then, there has been
a flurry of initiatives targeted at raising the
levels of corporate governance in Malaysia.

The first major move in this direction
was taken in March 1998 when a High
Level Finance Committee was established
to look into recommending measures to
enhance corporate governance. The com-
mittee comprised Government officials,
regulator y authorities, industry organisa-
tions and representatives from the corpo-
rate sector. After deliberating for around
12 months, they came up with the
Malaysian Code on Corporate Governance,
laying down 70 recommendations for pub-
lic-listed companies (PLCs) to follow.

But being a code, its rules are merely
voluntary in nature. Hence the relevant
authorities such as the Securities Commis-
sion (SC) and the Kuala Lumpur Stock Ex-
change (KLSE) have sought to incorporate
the most important of these recommenda-
tions into their rules and regulations.
The KLSE is slated to announce, any time
soon, a revamp to its listing rules that could
do wonders for our capital market. In a
nutshell, the amendments are aimed at
strengthening provisions in the areas of
disclosure, financial reporting and other
continuing listing obligations, mainly fol-

lowing the Code’s recommendations.
According to the KLSE, among others,

the revamped listing rules will expand and
clarify the definition of independent direc-
tors. It will also seek to make it mandatory
for PLCs to ensure that at least two direc-
tors or one third of its board members
(whichever is higher) are independent. To
enhance greater transparency, the new
rules will also relate to corporate disclosure
by making clear the standards of disclosure
expected from PLCs. Another improvement
in disclosure by the revamped listing rules
is the requiring of PLCs to make the neces-
sar y disclosures in their annual reports in
respect of their compliance with the Code
on Corporate Governance.

Some even hold the view that the authori-
ties have been astute about corporate gov-
ernance even before the crisis. ‘Malaysia
began incorporating modern governance
principles into its securities and corporate
legislation since 1994 through the require-
ment of an audit committee and represen-
tation of independent directors in the com-
mittee,’ says Ahmad Shahab Din, the presi-
dent of MAICSA (the Malaysian Associa-
tion of the Institute of Char tered Secreta-
ries and Administrators).

To be sure, our standards of corporate
governance were not among the best. As
revealed in their repor t, the High Level Fi-
nance Committee said there had been in-
stances of corporate abuse by Malaysian
public-listed companies. It said under dif-
ficult economic circumstances, abuses
took the form of related party transactions,
asset shifting and poor financial manage-
ment.

But having rules alone does not ensure
that standards will be raised. Enforcement
is the key. Some say that this is Malaysia’s
weakness. ‘Malaysia is a country with
many rules and regulations but the prob-
lem is these are not enforced suf ficiently,’
says an analyst on condition of anonymity.

Nevertheless, recent ef forts show that
the authorities have stepped up enforce-
ment. The Securities Commission (SC) has
taken some 30 people to court for various
offences relating to corporate governance.
(Incidentally, this is more than the total
number of prosecutions in the previous six
years.)

The KLSE also showed an improvement.
Up to August last year, it had issued public
reprimands to 24 listed companies as op-
posed to 22 in 1998 and a mere two in 1997.
The exchange also imposed fines totalling
RM 2.9 million on 16 listed companies in
the first eight months of last year, com-
pared with only RM350,000 on eight com-
panies the previous year. In fact par t of
KLSE’s revamped rules are aimed at ex-
tending the exchange’s enforcement pow-
ers against directors and advisors of listed
companies.

But while vigilant enforcement will en-
sure greater investor protection, listed
companies should realise their role in en-
hancing investor confidence. ‘If companies
carry out exercises that are not viewed fa-
vourably by investors, they (the compa-
nies) will eventually be at the losing end,
as investors will shy away,’ says an
analyst.

The authorities have
sought to drive home the
idea that a change in
corporate culture is
needed. The idea is
for the companies to
voluntarily adopt the best
practices in corporate govern-
ance and not merely because the au-
thorities say so.

But alas, it is taking longer than sooner
for this culture to seep into the corporate
sector. Datuk Megat Najmuddin, President
of the Malaysian Institute of Corporate
Governance (MICG) says there isn’t any
urgency on the part of PLCs to change

C O V E R
C O R P O R AT E  G OV E R N A N C E

On the Right 
By G.K. Jassel
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“Corporate governance initiatives

contain values which are

universal in nature and

are easily adaptable

to any part of

the world.”

be conducting in-house seminars for listed
companies. This education process will
mobilise 4,000 directors and according to
the MICG, will be conducted very cheaply,
as it is not profit-oriented.

Still there are some who reckon that cor-
porate governance is a western concept
and therefore should not be applied into
the Malaysian context. However as MICG’s
Megat points out, “Corporate governance
initiatives contain values which are univer-
sal in nature and are easily adaptable to any
part of the world.”

The problem however is a bit more com-
plicated when one tackles the issue of sepa-
ration of ownership and management. The
lack of this separation in PLCs has been
identified as a key factor in the erosion of
corporate governance standards as it al-
most always leads to a conflict of interest.
‘Separation of ownership is something that
should be looked into because the major
shareholder will invariably get to select
their nominees or managers,’ says
MAICSA’s Ahmad Shabab.

Listing rules which require a minimum
of only 30 per cent equity to be held by the
public have contributed to this problem. As
a comparison, in the US it is usual for a mere
five per cent of equity to be held by the
founding members of a public company,
with the rest being held by the public.

things. He points to the example
of director’s remuneration, wher e

Malaysian directors are just not used to
disclosing this, whereas their counterparts
in the US have to contend with the freely
available information (including via the
Internet) concerning their salaries and
benefits. In Malaysia he says, directors

remuneration is still seen as a “sensitive
issue.”

The MICG is a private-sector initiative,
set up in 1998 and has as its mandate the
education (among other methods to en-
hance corporate governance) of directors
to help them better discharge their duties.

Together with KLSE’s RIIAM, MICG will

President, Malaysian Institute of
Corporate Governance (MICG), Dato’
Megat Najmuddin Khas

7
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Securities Commission
Deputy Chief Executive,

Datuk Ainum Mohd
Saaid

A     ccountants, in the form of in-
  ternal auditors, have been
    thrust into the limelight of
  the local financial reporting

scene. This is because the recent Asian
financial crisis revealed that many com-
panies lacked proper risk management
and internal control mechanisms, which
could have lessened the impact of the
meltdown.

It’s no surprise therefore
that the Code on Corporate
Governance, published ear-
lier this year by a group of
government and public sec-
tor of ficials (see main
story), requires directors of
public-listed companies
(PLCs) to identify the prin-
cipal risks that the company
faces and to appropriately
manage these risks. The
board is also required to re-
view the company’s internal
control system as well as its
strategic and succession
planning activities.

In order to achieve this,
the soon-to-be revamped
listing rules of the Kuala
Lumpur Stock Exchange
(KLSE) are likely to require
that PLCs must ensure that
its board of directors make
a statement in the compa-
ny’s annual repor t about
the state of inter nal con-
trols.

This is a tall order, considering that di-
rectors in Malaysia have in the past only
been used to steering the company from
a macro level. Hence audit committees
were made mandator y in 1994 to handle
duties such as this but the worrying trend
is the level of ef fectiveness of these com-
mittees.

‘While it has been compulsory for com-
panies to have audit committees, there is

 C O R P O R AT E  G OV E R N A N C E

C O V E R

Spotlight on Int 
concern about its ef ficiency and member-
ship,’ says Datuk Megat Najmuddin Khas,
who heads the Malaysian Institute of Cor-
porate Governance (MICG).

 He says it is impor tant to see whether a
company’s audit committee consists of in-
dependent and knowledgeable members
and whether the committee itself has a
separate internal audit function.

MICG published a survey
earlier this year conducted
on Malaysian PLCs, which
revealed that there is still
some concern in the area of
internal audit. It pointed out
that there is complete ab-
sence of such a function in
some PLCs and recom-
mended that the companies
should not wait until the au-
thorities made it mandatory
for PLCs to form an internal
audit function.

It is now agreed that au-
dit committees can function
better by relying on the
companies’ internal audi-
tors. ‘Given the important
responsibility that audit
committees have to dis-
charge, one often wonders
how they are able to dis-
charge these responsibili-
ties without having access to
an independent internal au-
dit function. The latter
should be the arms and legs
of the former,’ explains

Devanesan Evanson president of the Insti-
tute of Internal Auditors Malaysia (IIA).

He also points out that inter nal audit
functions are no longer a mere “compli-
ance” exercise but one that is more akin
to that of consulting.

Datuk Ainum Mohd Saaid, the deputy
chief executive of the Securities Commis-
sion commented on this new role of inter-
nal audit in October last year : “Internal

Deputy President 1,
Kuala Lumpur Stock
Exchange, Mohamed

Nor Ahmad

But that’s easier said than done. Ma-
laysia has a relatively small business
community with small companies. The
formation of the second board and more
recently MESDAQ, (the Malaysian Ex-
change of Securities Dealing & Auto-
mated Quotation Bhd, specially de-
signed for IT-related start-ups and com-
panies with high-growth potential) have
all been aimed at spurring the growth
of small companies. Until those compa-
nies reach the size of their much larger
counter parts in the US for example, it
will be difficult to have such a separa-
tion of ownership and management.

 Never theless, industry observers
note that Malaysia’s corporate sector
is at an embryonic stage of develop-
ment of a separate management team.
They say that a growing number of
Malaysian listed companies are no
longer “over-managed”, pointing to the
fact that as the companies grow bigger,
not many parties will be in the position
to hold the 50 per cent equity required
for control.

This lack of separation (of ownership
and management) makes internal audit
and controls within PLCs all the more
important. Internal audit refers to an in-
dependent appraisal to assist manage-
ment in carrying out its goals and ob-
jectives. (See feature on Internal Audit)

The impor tance of good corporate
governance is not only to assuage the
fears of local investors but is also driven
by external factors. For one, some for-
eign funds have shied away from our
stock market citing lax corporate gov-
ernance. Secondly, Malaysia will have
to comply with obligations of the World
Trade Organisation (WTO), as we are
a signatory to the agreement. And one
of the areas concerned is that of corpo-
rate restructuring, which according to
industry observers, must be conducted
at a much faster pace and involve not
only restructuring of capital but of man-
agement as well.

In fact the general consensus is that
corporate governance can be the pillar
through which Malaysia (and other
Asian nations as well) are going to fully
recover from the onslaught of the re-
cent financial crisis.

8
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■ 10% Majority
■ 29% Minority
■ 4% Half
■ 57% None
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Figure 6
Others

■ 7% Retired industry leaders
■ 17% Retired senior government office’s
■ 39% Financial professionals
■ 8% Legal professionals
■ 29% Others

■ 23% Majority
■ 36% Minority
■ 6% Half
■ 35% None

■ 5% Majority
■ 25% Minority
■ 4% Half
■ 66% None

■ 4% Majority
■ 16% Minority
■ 3% Half
■ 77% None

■ 18% Majority
■ 33% Minority
■ 4% Half
■ 45% None

auditors of the future will be the catalyst
of change management and will increas-
ingly be relied upon by directors to assist
in the formulation of strategic
plans for their organisations.”

As a window into what is re-
quired of internal auditors, just
consider the following: Different
operations of a company carr y
different risks. So the job is not
only to define what these risks
are (a task which becomes more
daunting as the company grows
in size) but to also manage these
risks in an integrated way. And
that’s not all. The risks must also
be prioritised and allocated the
right amount of resources for its
management. ‘This is clearly a
job best suited for the internal
auditors as they are trained to do
this,’ says Datuk Megat
Najmuddin.

But for these functions to bear
fruit in enhancing the compa-
ny’s internal controls, independ-
ence must be assured. There
must be a structure in place that
ensures that internal auditors
have a direct line of reporting
their findings to the audit com-
mittee.

‘You should not have a case
where the internal auditors are
made to repor t to the second or
third rung of management in the
company because after all it
could be management that is be-
ing audited. They must report
functionally to the audit commit-
tee and administratively to man-
agement,’ opines a senior audi-
tor of a local PLC.

Next is to ensure that the PLC
has sufficiently talented and
qualified members in its audit
committee. Megat Najmuddin
says companies must ensure

Profile of Internal Audit in Malaysia

Source :  Ernst & Young

that they have appropriate knowl-
edge and exposure in order to play
an ef fective role.

 But with increasing demands
on the internal audit function, es-
pecially with the dawn of
globalisation and E-Commerce
and their ensuing risks, some
companies have r esor ted to
outsourcing these services. Al-
ready, as revealed by the MICG
sur vey, around 15% of PLCs have
resorted to external consultants to
per form the internal control func-
tions.

Outsourcing can be beneficial in
cases where the volume of work
is not suf ficient to justify the set-
ting up of an internal audit depart-
ment.

‘Because of the complexity of
cer tain functions, setting up an in-
ter nal audit unit can be sometimes
expensive, especially if the organi-
sation is a well-diversified one and
therefore carries many business
risks. In those cases, it would be
wise to “acquire” these skills as
and when they are needed,’ says
the head of an internal audit de-
par tment with a major consulting
firm.

Whatever the case, without the
suppor t of the head of compa-
nies, namely the directors, even
the best structures can come to
naught. As it is the board that
will set the tone for ef fective in-
ter nal audit functions within
companies, their direction and
encouragement would be all im-
por tant. To quote a famous say-
ing, “An ar my is as good as its
general wants it”.

9
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Business Valuation
For a company to move forward and con-

quer the business world, one has to be able
to make a critical valuation of business,
may it be a business of their own or a busi-
ness which they wish to invest in.

Valuation of a company can be described
as ‘sophisticated guesswork’. It is inevita-
bly an inexact science. It is based largely
on estimates. Whenever a company is pur-
chased, the final price agreed for the pur-
chase is of course the result of negotiation
and bargaining. However, all the valuation
methods can provide a framework for dis-
cussion. The techniques of valuation indi-
cate the upper and the lower limits within
which the price will eventually be fixed.
The buying company needs to examine the
accounts of the selling company to ensure
that they are pr e-
pared on an under-
stood and accept-
able basis. Very of-
ten the accounting
practices of the buy-
ing and selling com-
panies can dif fer,
and the buyer needs
to standardise the
accounts of the
seller to determine
the impact of the ac-
quisition on its own financial performance.

A business may need to be valued for
many financial reasons including a pur-
chase, sale, merger, buy-back agreement,
litigation between the parties, attempt to
expand the credit line or tax matters.

In valuing a business, the following fac-

tors should be considered :

n History of the business.

n Nature of the company and its major ac-
tivities.

n Maturity of the business.

n Economic and political conditions.

n Health of the industries.

n Financial status of the company.

n Degree of risk.

n Growth potential.

n Trend and stability of earnings.

n Competition.

n Marketing factor.

n Customer base.

n Quality of management.

n Ease of transferability of ownership.

As an initial step in
valuation, the key fi-
nancial information
must be accumu-
lated and analysed,
including historical
financial statements,
forecasted financial
statements and tax
returns. There must
be a full familiarity
with the business.

Further, the major assumptions of the valu-
ation must be clearly spelled out.

Share Valuation
Considering how important the share

price of a company is to many of its deci-
sions and to the future of the management,
it is disappointing to note that the process

of share price determination appears to be
so subjective.

The price of a share, like the price of
anything else, depends upon supply and
demand and the company has an influence
over part of the supply, namely the new
shares that it issues. However, of the
shares being sold on the market at any one
time a large proportion are ‘old’ shares,
shares that have previously been issued
and are being traded again, a source of
supply over which the company has only
limited influence. The demand of the share
is again not under the control of the com-
pany. However, the company by its per-
formance, and by the information it makes
available to the market, can influence the
demand for its shares and the willingness
of existing holders to sell.

It is therefore necessary for the manage-
ment to understand the workings of the

B U S I N E S S / M A N A G E M E N T
M A N AG E M E N T  E VA L U T I O N

“Considering how important

the share price of a company

is to many of its decisions and

to the future of the manage-

ment, it is disappointing to

note that the process of share

price determination appears

to be so subjective.”
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stock market, to know about the behaviour
of share prices and to know the methods
being used by those who make a living
from buying and selling shares. Only then
will managers be in a position to act in the
best interests of their shareholders.

It is believed that price is determined by
a rational process, that there is some true
value for a company share and that this is
based on the economic value of the com-
pany. This is the intrinsic value. The price
of the share depends on the value of the

company, which in the case of a going con-
cern is based on the present value of the
cash flow (earnings) to be received, by the
company. After prior claims have been met,
the cash flow belongs to the shareholders,
the number of shareholders is known, and
so the value per share can be determined.

It makes no sense to talk about a ‘true
value’ for a company share, that there is no
such thing as an intrinsic value. Share prices
are what they are only because of what pur-
chasers and sellers expect them to be. The
prices are determined by anticipatory and
speculative factors, and the expected earn-
ings of a company are only among a number
of factors, which influence investors. Price
is the outcome of demand and supply pres-
sures, and demand is in turn affected by
hunches and speculation.

Such pressures will undoubtedly cause
the share price to rise and fall, and the day-
to-day price movements may well follow a
random path, both because hunches may
be irrational and because information which
gives rise to speculation comes to the mar-
ket at irregular intervals. However, this does
not mean that with a given amount of knowl-
edge there is not a ‘true value’ for a share.

While the price on one day may not be the
same as the intrinsic value, daily prices would
be expected either to fluctuate about this true
value or to move towards this true value over
time. Share prices do follow closely the de-
velopments in company prospects.

In the long r un, the actual share price
will move towards its value as based on
expected earnings- ‘its true value’. The

long run might be a considerable period
of time, and this is one of the problems.

By Dr. A. Seetharaman, MCOM, MBA, FCA, DMA, RA (M), PHD, ASSOCIATE DEAN AND HEAD OF
ACCOUNTING, FACULTY OF MANAGEMENT, MULTIMEDIA UNIVERSITY, CYBERJAYA, MALAYSIA

and S. Saravanan, BCOM., MSC (IT), POSTGRADUATE SCHOLAR IN INFORMATION TECHNOLOGY,
SCHOOL OF COMPUTER SCIENCE, UNIVERSITI SAINS MALAYSIA, PENANG
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ary companies for the following reasons :

Listed Companies
For listed companies, valuation of shares

arises when there is a merger or takeover
bid either in a friendly or unfriendly nature.
Takeover refers to the acquisition of one
company by another, the company taken
over losing its identity. In financial terms,
a takeover is the acquisition by one com-
pany of another in exchange for cash, or-
dinar y shares, loan stock or some mixture
of these. The offer price is an estimated
‘fair value’ in excess of the cur rent market
price of the shares.

Valuation is necessar y to make sure that
quoted shares are not undervalued or over-
valued. If there is an active and ef ficient
environment of a company’s shares, the
market price is a reliable indication of a
company’s value. But, under the capital
market imperfections and conditions of un-
certainty, valuation is important to confirm
the ‘true value’ of a company.

Unlisted Companies
When a company wishes to go public, it

has to fix a price for its shares. Valuation is
done for this purpose. Furthermore, it is
also made when a business combination
such as a merger or takeover happens.
When there is a merger, value of shares
for each company involved in the merger
must be assessed.

Other reasons are when a private com-
pany is to be sold as a going concern, when
shares are pledged as collateral for loan
and also when a shareholding in a private
company is to be sold. Shares also need to
be valued for the purposes of taxation.
(Capital gains tax, or when the shareholder
dies for inheritance tax purposes).

Subsidiary Companies
Usually, a subsidiary company will hold

a share valuation if a holding company ne-
gotiates the sale of its subsidiary company
to a management buy out team or an ex-
ternal buyer.

Valuation Methods
To evaluate a business or share, finance

managers use various valuation methods.
The use of the methods vary accordingly
in each organisation depending on the poli-
cies of the board of directors.

The valuation of the business will com-
mence with the financial statements. The
balance sheet will show the net asset posi-
tion of the business at the balance sheet
date and the profit and loss account will
show the earnings performance of the
business during the year. It is from these
two statements that the methods for valu-
ing a business are derived.

The balance sheet will give rise to an
asset-based approach and the profit and
loss account will give rise to a market-
based valuation.

To sum up, there are three main meth-
ods of valuing shares. The methods are as
follows:

a Asset-based Valuation.

b Entity-based Valuation.

c Market-based Valuation.

Asset-based Valuation
A tempting starting point in tr ying to

value a company is the asset value stated
in the accounts. This approach is particu-
larly useful for those who are impressed
by the apparent objectivity of published
accounting data.

As we know, the balance sheet shows the
recorded value of total fixed assets both tan-
gible and intangible and current assets such
as stock, cash, debtors and others. After
deducting the total debt which includes cur-
rent and long term liabilities from the total
asset value, the figure ar rived at is the net
asset value. This method is used based on
the valuation made on the balance sheet.
Normally, intangible assets including good-
will should be excluded, unless they have a
market value, for example, patents and copy-
rights which can be sold.

The net asset valuation should be used
as a measure of the ‘security in a share
value’. A share might be valued using the
earnings basis, and this valuation might be
higher than the net asset value per share.
If the company goes into liquidation, the
investor cannot expect to receive the full
value of his shares when the underlying
assets are realised. Meanwhile if the valu-
ation is lower than the net asset value per
share, when the company goes into liqui-
dation, the investors might expect to re-
ceive the full value of his/her shares when

  M A N AG E M E N T  E VA L U T I O N

B U S I N E S S / M A N A G E M E N T

Definition of Value
According to Pike and Neal 1995, the

concept of value is at the heart of financial
management. The inability to make accu-
rate valuation complicates the task of the
financial manager. The financial manager
has to control the capital flows into, within
and out of the enterprise to achieve maxi-
mum value for shareholders.

The value of any tradable item is what-
ever the highest bidder is prepared to pay.
Anyone who has ever attempted to buy or
sell a second-hand car or house will appre-
ciate that value, like beauty, is in the eye of
the beholder.

Value has many concepts, perhaps as
many as people who attempt to define it.
Nevertheless, the following meanings are
commonly accepted in general.
Value refers to :

n Cost :  This is the amount, which has
been actually paid for.

n Book :  Book value is the value of
which the share appears in the book
of accounts.

n Going concern :  This is the value of
the share on the valid assumption that
the company will continue to function
in all its activities.

n Market :  The stock exchange quota-
tion of which dealings take place.

n Replacement :  The value of which an
asset can be replaced.

n Assessed :  The value of which has
been assessed either by experts or
under some statute.

n Realisable :  The amount, which could
be realised on sale of the share.

n Income tax :  The value, which is
placed for the purpose of taxation.

n Scrap :  The lowest value that can be
arrived at.

n Opportunity  :  The value attached to
an asset on the alternative use.

Reasons for Valuation
Basically, valuation of a company is done

for a number of reasons, depending on the
nature of the company itself. Valuation is
carried out for listed, unlisted and subsidi-
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the underlying assets are realised. The as-
set backing for shares thus provide a meas-
ure of the possible loss if the company fails
to make the expected earnings or dividend
payments. It is often thought to be a good
thing to acquire a company with valuable
tangible assets, especially freehold prop-
erty, which might be expected to increase
in value over time.

Besides that, the net asset basis of valu-
ation should be used as a measure of com-
parison in a merger. For example, if com-
pany A, which has a low asset backing, is
planning to merge with company B, which
has a high asset backing, the sharehold-
ers of B might consider that their share
value ought to reflect this. It might there-
fore be agreed that something should be
added to the value of the company B
shares because of the dif ference in asset
backing.

There are however some problems as-
sociated with the asset-based valuation
method. Firstly, stock values are often un-
reliable because accepted accounting prac-
tice value stocks at a lower cost, the pru-
dent concept. Such a conservative ap-
proach may hide the appreciation in the
value of stocks especially when raw mate-
rials and fuel prices increase. Conversely,
while some could be reasonable at the date
of the balance sheet, it may look inflated
some time later.

There are three methods under this,
which can be carried out to value business
or shares:

Historical Cost Method
The historical cost method relates the

value of assets to a company’s balance
sheet. Under this principle, all assets are
valued at a level established by their most
recent submission to the market, for in-
stance, the price that was paid when the
assets are bought.

The historical cost is calculated using the
formula below :

Net book value of assets – External liabilities
Number of shares

One of the strengths that can be gained
by using this method is that valuation is
always ready and available. This would give
the company and investors a fast and ef-
fective valuation.

However, there are several weaknesses
to using this method. Firstly, we can see
that the valuation depends on the conven-
tions of accounting. For example, there
would be dif ferent values depending on the
conventions adapted by the company.

Secondly, it has the disadvantage of hav-
ing profitability ignored. This would give
a biased value for the share as the assets
and liabilities do not represent the actual
value and strength of the company.

Valuations are not homogeneous. Some
are established in a market of many years
ago (like buildings), some in a market of
few months or years ago (like motor vehi-
cles) and some for a very recent value (like
stock for resale).

Current Value Method
The main rival to historic cost as a basis

for valuation is current value. The objec-
tive of this method is to relate the value of
shares to the current cost of assets. Assets
are valued at what they are currently worth
to the business.

The current value method is expressed
as :

Cur rent value =
Current cost of assets – External liabilities

Number of shares

Current cost valuation has the impor tant
advantage of being up-to-date. It is consid-
ered a realistic valuation during the time
of inflation. It also provides the possibility
of giving a valuation to assets, which have
not been acquired by purchase in a mar-
ket, so long as they are capable of being
so acquired.

Its advantage is that it contains an ele-
ment of subjectivity, varying in degree
from one asset to another, and is thus less
susceptible to independent confirmation.
In addition, the valuation depends upon
current cost index and profitability is ig-
nored.

There are three variants of current value
described below :

n  Replacement Cost
Assets are stated in the balance sheet at

the amount that it would cost to replace
them on the balance sheet date. It provides
information useful in predicting future per-
formance. It reflects to a certain extent,
that the future benefits likely to be derived

from its use will depend on the nature and
efficiency of the market in which the asset
is traded. It increases the degree of com-
parability between the repor ts of different
companies. The values of assets and oper-
ating costs are measured in terms of cur-
rent prices, so similar companies report-
ing on the same date should disclose costs
and values computed on comparable bases,
even if the age structure of the assets are
different. Replacement costs figures are
expensive to calculate. It also lacks objec-
tivity. In sum, replacement costs assess a
management’s ability to generate sufficient
funds to replace assets as they are used.

n Realisable Value
Realisable value is rarely used as a first

choice in balance sheet valuation. They are
normally used when other bases are inap-
propriate. It is the price at which the asset
could be sold in a normal business trans-
action. It is the most appropriate indication
of the sacrifice involved in using the asset.
It also provides an indication of a compa-
ny’s ability to adapt to changing environ-
mental and economic conditions, particu-
larly in the short run. The realisable val-
ues indicate the amounts that could be
raised quickly to finance new investments.
Realisable value does not provide a sound
basis for forecasting a company’s likely
future per formance. In sum, realisable
value indicates management’s ability to
generate a better return than could be
achieved by selling the organisation’s as-
sets and investing the proceeds elsewhere.

n Value to the business
The term ‘value to the business’, also

known as deprival value was first ex-
pounded by Professor Bonbright in 1937.
The deprival value is based on the assump-
tion that the value to the business of an
asset is measured in terms of the loss that
the business would suf fer if it were de-
prived of the asset. Depending on circum-
stances, the deprival value of an asset may
be its replacement cost, its realisable value
or its economic value. A major disadvan-
tage as a method of valuation is that of cost.
In particular, the need to calculate the eco-
nomic values of all assets in order to de-
termine the value in use imposes a substan-
tial cost on those who prepared.
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However, there are two camps of people
who criticise the current cost valuation
method :  those who subscribe to histori-
cal cost and those who believe in exit price
accounting.

According to the historical cost advo-
cates :

… to calculate earnings on a replace-
ment cost basis, accountants must not only
charge more depreciation and they must
also adjust for differences in output and
operating costs. When they have done so,
they wind up in a curious dream world
where companies subtract savings they did
not realise from cost they did not incur to
derive earnings they did not make.

Besides, exit price advocates insist that
current cost accounting entails a math-
ematical problem of additivity because
models recommended for practice involve
a variety of measurement methods. Cham-
bers explains the issues as follows :

…the amount of assets must be of the
same kind as the amounts of liabilities.
They must be money amounts or the
money equivalents of non-money assets at
balance date. The money equivalents of
non-money assets are the net cash values
of those assets at balance sheet date.
(Chambers, 1976)

n Goodwill Method
In order to arrive at the value of busi-

ness, the value of goodwill is added to the
value of the target company’s tangible as-
sets before subtracting the external liabili-
ties and then the value acquired is divided
by the number of shares issued by the com-
pany.

Current cost of assets +
Goodwill – External liabilities

Number of Shares

One of the objectives of this method is
to relate the value of shares to the reputa-
tion or research and development or heavy
promotion expenditure.

When a company is acquired, the ac-
quirer may pay an amount in excess of the
current fair value of the identifiable net
assets acquired. Typically, the excess is
recorded as goodwill. Goodwill has an in-
definite economic life and therefore,
should not be amortised until there is evi-

dence that it no longer
exists. It is argued that
goodwill does not last
forever so the value of
the goodwill is likely
to become zer o at
some future date.

According to Ac-
counting Research Study No : 14, “Account-
ing for Research and Development Expen-
ditures” costs incurred in continuing re-
search programs should be recorded as
expenses immediately, and that costs of
any substantial development projects
should be deferred and amortised over the
future accounting periods that they are in-
tended to benefit. This method provides a
more accurate valuation because the intan-
gible value of reputation or image of the
product or company is taken into consid-
eration. Even so, the goodwill is only of an
estimated value. It is unlikely for the good-
will to be shown at a true figure for the
purpose of valuation. Furthermore, the
profitability is ignored.

Entity-based Valuation
The second method available to finance

managers to calculate the value of the busi-
ness is through the entity-based evaluation.
This method is based basically on the ob-
jectives of economic values. There are two
ways of determining the value of a busi-
ness under entity-based valuation :

a Net Present Value.

b Super Profits Method.

n  Net Present Value Method
This method takes into account the cal-

culation of Net Present Value of cash flows
by discounting the present value tables.
The main objective of this method is to
recognise the time value of investment and
its income. This is crucial as it provides a
means of having the economic values taken
into account. The strength is that it takes
into account the effects of inflation. This
would make it a more realistic value, as it
would be according to the latest value. The
weakness that can be obser ved is that this
is a ver y time consuming and complex
method.

Theoretically, the valuation procedure is
straightforwar d. The economist, Irving

Fisher, is credited
with formulating the
net present value
concept as a measur-
ing tool. The pur-
chasing company is
buying a stream of
future returns. The

purchaser is buying the dif ference be-
tween its own cash flow before the acqui-
sition, and the combined companies’ cash
flow after the acquisition. The difference
needs to be estimated, discounted and
summed up to give its present value.

John Canning called the Net Present
Value procedure a “Direct Valuation”
method because in computing the value, it
deals directly with the source of value. In
order to find the present value, three vari-
ables are needed, the future cash flows, the
discount rate and the length of time.

The present value can be expressed as :

PVR =      C   –    1
  I      (1+I) n

Where, PVR is the PV returns, C is the
increase in the annual cash flow of the pur-
chasing company as a result of the acqui-
sition, I is the discount factor and n is the
number of years.

The approach can be made more realis-
tic by allowing for an annual growth in the
cash flow. The formula that should be used
where the cash flow is growing at a com-
pound rate of g% per annum is :

  PVR =   Can where,      I0 = I–g
             (1+g)I0                         I+g

the notation an/I0 represents the PV of
an annuity of $1 per year, discounted at a
rate I0.

The discount rate, which is employed on
a compounded basis, is to represent the
risks due to waiting. In other words, the
discount rate represents the cost of bear-
ing the risks. It is this recognition that
gives the technique its uniqueness. Time
must be considered as an important deter-
minant in the value of money because of
the risks associated with the passage of
time. Anything can happen. There might
be a major disaster that could prevent the
transfer of the cash, or there may be high
inflation so that the purchasing power of

“Goodwill has an indefinite

economic life and therefore,

should not be amortised until

there is evidence that it no

longer exists.”
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dollars received will have dramatically de-
creased, or a very profitable investment
opportunity will have to be forgone be-
cause the capital is tied up.

The difficulties in the practical applica-
tion of the approach are as follows :

a Forecasting future annual cash flows.

b The number of years’ cash flows on
which the calculation will be based.

c The appropriate discount rate.

It is not necessary to provide a detailed
forecast for many years into the future as
either the terminal value can be estimated
for some future date or the cash flows be-
yond a certain date can be assumed to
grow at a constant rate. However, a five-
year forecast seems to be a moderate fore-
cast. The budgeting and planning process
of companies are often expressed, at least
in part, over five-year periods.

On occasion, even though the purchase
has been made, the acquiring company still
has to incur additional outgoing loans, or
it may have to be provided for the new sub-
sidiary. The estimated cash flows from the
purchase may be dependent on this addi-
tional outlay, which must obviously be
taken into account when the benefits of the
possible acquisition are assessed. The cash
flows have to justify the purchase price plus
any additional investment that may be re-
quired. Unfortunately the purchasing com-
pany does not always know of this need for
further finance in advance of actual acqui-
sition.

Certainly past earnings will give some
indications of the future earnings, but al-
lowance must be made for the fact that the
new management may wish to use the as-
sets in a different way, even perhaps for a
different purpose. It is the maximum addi-
tional cash flow that will result from the
use of the new assets that should be used
in determining the value. When gains from
an acquisition are calculated they are usu-
ally taken to be the difference between the
present, namely the actual, returns and the
possible future returns after acquisitions;
it needs to be emphasised, however, the
base should not be present actual returns
but the optimum return that could be
achieved in the present situation. The gains
from the acquisition should be thought of

as the increment above that which could
be achieved in the status quo, assuming
that the company has not reached its opti-
mum position.

In sum, the Net Present Value Method
recognises the time value of investment
and its income. When the net present value
method is used, the inflation ef fects are
taken into consideration. However, the cal-
culating process is time consuming and
complex.

n Super Profit Method
Super Profit Method, which is rather out

of fashion at present, star ts by applying a
‘fair return’ to the net tangible assets and
comparing the result with the expected
profits. The super profits are what an es-
tablished company would earn in excess
of the earnings of a new business with simi-
lar balance sheet assets. This is a normal
rate of return that can be earned on assets
of a certain type, but over a certain number
of years it may be possible to earn profits
in excess of this normal level. The pur-
chaser will buy in addition to the normal-
ised value of the assets a number of years’
super profits.

The procedures are as follows :

1 Value the net assets of the business
on a going concern basis.

2 Establish an acceptable rate of return
on assets of this type.

3 Find the annual profits that would be
assumed to result from the use of the
assets so as to earn the rate estab-
lished in 2.

4 Estimate the profits that are expected
to be earned by the business over the
next few years.

5 Deduct the acceptable profit in 3 from
the estimated profits in 4. If the esti-
mate is higher, the dif ference can be
regarded as super profit.

6 Multiply the super profits by a factor
to be agreed — say 3 to 5 to repre-
sent the number of years’ super prof-
its being purchased.

7 The value of the business is 1 plus 6,
i.e. the value of the net assets plus,
say, five years’ purchase of super prof-
its.

For example, a business has maintained
profits of RM240, 000 and is a going con-
cern with value for the assets at
RM800,000. A 25 per cent return is re-
quired on normal profits and a 40 per cent
return on super profits.

25 per cent return on RM800,000 is
RM200,000 and deducting this amount
from RM240,000 leaves super profits of
RM40,000 which capitalised at 40 per cent,
will have a value of RM100,000, so that the
total value would be RM900,000. The ef-
fect of capitalising at 40 per cent may be
expressed as 2-years’ purchase of the su-
per profits. The value of the super profits,
ultimately the difference between the pur-
chase price and the value of the assets ac-
quired, would be entered in the accounts
as goodwill.

The number of years’ super profits to be
purchased would, of course, depend on ne-
gotiation and the number of years that the
purchaser thinks the company can maintain
the advantageous position. This acknowl-
edges the fact that the above average level
of performance cannot be indefinite. This
is another simple mechanical process that
can be employed once the  difficult task of
estimating profits and deciding on the capi-
talisation rate has been settled. Clearly, the
technique would not be greatly complicated
if super profits were also discounted. Be-
sides the procedures listed above, the value
of business can be calculated using the for-
mula described below :

  where,
V = Value of business
A = Net assets
≠ = Yearly pr ofit of

established busi-
ness

r =Rate of return on as-
sets in a new busi-
ness

k = Capitalisation rate of
super profits.

Briefly, the super profit method of valu-
ation recognises the profitability of a busi-
ness. This method provides a measure of
the value of a business of a popular brand.
On the other hand, there are also princi-
pal drawbacks to this method. Estimates
of the future might be inaccurate. Super
profits will not be achieved for all the time
and forever. The rate of return required is
chosen subjectively. Finally, the number of
years’ purchase of super profits is arbitrary.

15
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Market-based Valuation
The third method to evaluate the busi-

ness is in terms of market-based valuation.
This is one where the value is based strictly
on the market share price. There are three
ways of calculating the value of business
under this method :

i Quoted Company — Market Value

ii Unquoted Company — Price earning
ratio

a. Earning Base of Valuation using
ARR

b. Earning Base of Valuation using P/
E Ratio

iii Dividend Yield Method

a. Quoted company — Market Value

This is a simple
technique normally
used by everybody.
This method requires
looking at the share
prices listed in the
Stock Exchange. The
objective of this valu-
ation is to determine
the value of business
on the basis of forces of the capital mar-
ket.

For instance, if a company to be taken
over has an exciting market value, then the
acquirer will have to pay a price some-
where in the region of the market figure.
If only a few changes in the future policy
of the acquired company are to be ex-
pected, then investors would have little
reason to expect a much higher valuation
than that based on the existing price. If
however, substantial changes are expected
to occur in the cash flow or in the financial
policies of the acquired company, or if
synergy will enhance cash flow, then a con-
siderable premium may well have to be
paid above the existing market price.

There are a number of reasons for sud-
den increase in market price of the com-
pany to be acquired above the level exist-
ing before the acquirer appeared on the
scene. These reasons include economies
of scale, monopoly strength, changes in
investment policies, better management,
sale of surplus assets, lower taxes and bet-
ter information. Equally important is the
fact that the merger may reduce the sys-

tematic risk of cash flows of the two com-
panies. There may also be changes in fi-
nancial policies such as borrowing or divi-
dend policies.

The valuation exercise from the acquir-
ing company’s point of view is to estimate
the maximum purchase price that the ac-
quirer would be willing to pay in order to
take over the company. This is the price
that the acquirer would pay which would
leave their shareholders no worse of f af-
ter the acquisition than they were before.
If we assume ef ficient capital markets, then
the payment above the market price in or-
der to purchase a company can be justified
only if the acquirer is going to change the
growth expectations of the acquired com-
pany or alter the risk profile of the com-

bined operations.
However, it is possi-
ble that the market is
not perfect and the
purchasing compa-
ny’s management
has information that
leads it to believe
that the existing
share price of the

company to be acquired is too low.
In other words, the market is not per-

fect — that one person has better informa-
tion than another or interprets the known
information in a different way to another.
Therefore the justification for paying above
market value is either the ability of the bid-
der to increase growth rates, or the ability
of the bidder to lower the discount rate by
reducing the risks or the fact that the com-
pany to be acquired is undervalued.

At certain times, the bidding company’s
shares may be overvalued. If this is appre-
ciated by the directors of the bidding com-
pany, it can use this market price to pur-
chase companies cheaply. The bidder
would, of course need to use shares to pay
for the acquisition. It would be justified
from the point of view of the acquiring com-
pany’s shareholders if the bidder had rea-
son to believe that the company’s share
price would drop in the future and so would
be taking advantage of a shor t term dis-
tortion in market prices.

However, overall, the price of shares
quoted in the Stock Exchange is still real-
istic, and reliable to be used as a base for

valuation, especially when the share mar-
ket is stable. This is to avoid problems such
as over valuation or under valuation of a
share price when the share market is not
stable. In addition, it is profitable to pur-
chase shares when the price is falling
rather than rising. This method of valua-
tion is however not recommended to be
used during boom conditions as the price
of the shares keep on increasing.

n Unquoted Company —
   Price earning Ratio

This is a common method of valuing a
controlled interest in a company, where the
owner can decide on dividends and reten-
tion’s policy. The P/E ratio relates earn-
ings per share to a share’s value. The for-
mula for P/E ratio is :

P/E ratio = Market price per share
                       Earnings per share

The concept of the P/E ratio can be used
to make an earnings-based valuation of
shares. This is done by deciding a suitable
P/E ratio and multiplying this by the EPS
for the shares, which are being valued. The
EPS could be a historical EPS or a prospec-
tive future EPS.

A higher P/E ratio will result in a higher
price. A high P/E ratio may indicate:

i) Expectations
It is expected that the EPS will grow rap-

idly in the years to come, so that a high
price is being paid for future profit pros-
pects. Many small but successful and fast
growing companies are valued on the stock
on a high P/E ratio.

ii) Security of earnings
A well-established low risk company

would be valued on a higher P/E ratio than
a similar company whose earnings are sub-
ject to greater uncer tainty.

iii) Status
If a quoted company made a share-for-

share takeover bid for an unquoted com-
pany, it would normally expect its own
shares to be valued on a higher P/E ratio
than the target company’s shares. This is
because a quoted company ought to be a
lower risk company, but in addition, there
is a clear advantage in having shares,
which are quoted on a stock market, as the
shares can be readily sold.

“ … the market is not perfect

— that one person has better

information than another or

interprets the known

information in a different

way to another.”
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As a general guideline, the P/E ratio of
an unquoted company’s shares might be
around 50-60 per cent of the P/E ratio of a
similar public company with a full Stock Ex-
change listing (and perhaps 70 per cent of
that of a company whose shares are traded
on the stock market).

When a company is thinking of acquir-
ing an unquoted company in a take over,
the final price will be agreed by negotia-
tion, but a list of some of the factors affect-
ing the valuer’s choice of P/E ratio is given
below :

n General economic and financial con-
ditions.

n The type of industry and the pros-
pects of that industry

n The size of the undertaking and its
status within its industry

n Marketability. The market in shares,
which do not have a Stock Exchange
quotation, is always a restricted one
and a higher yield is therefore re-
quired.

n The diversity of shareholdings and
the financial status of any principal
shareholder.

n The reliability of profit estimates and
the past profit record.

n Asset backing and liquidity.

n The nature of the assets.

n Gearing. A relatively high gearing ra-
tio will generally mean greater finan-
cial risk for ordinary shareholders
and call for a higher rate of return on
equity.

n The extent to which the business is
dependent on the technical skills of
one or more individuals.

The advantage of using the P/E ratio
valuation method is that earnings are a
good indicator while the disadvantage is
the valuation has to depend upon EPS and
P/E ratios of similar quoted companies.

n Dividend Yield Method
The dividend yield method of share valu-

ation is suitable for the valuation of small
shareholdings in unquoted companies. It
is based on the principle that small share-
holders are mainly interested in dividends,

since they cannot control decisions af fect-
ing the company’s profits and earnings.
A suitable of fer price would therefore be
one which compensates them for the fu-
ture dividends they will be giving up if
they sell their shares.

The formula for dividend yield valuation
is shown below :

Dividend Yield =

Dividend per share
 Market Price per share of a quoted

company in similar business

This indicates the percentage of divi-
dend represents rate of return to be re-
ceived by ordinary shareholders. If a
share has a low dividend yield, it may in-
dicate that investors are content with a
relatively low rate of return or that they
are looking for the compensation of a
rapid growth in dividends and consequent
capital gains.

Dividend as a whole, is a more reliable
base to derive the value of shares. How-
ever, this dividend yield valuation method
is unsuitable for shareholders with con-
trolling interest.

The following points should be noted
when using the dividend yield valuation
method in practice:

n The difficulties of finding a quoted com-
pany sufficiently like the unquoted one
in the ways for the comparison to be
valid.

n The doubts as to whether it is valid to
assume that current dividend levels are
the sole determinant of share value.

n The fact that prices are more likely to
relate to future dividends will tend only
to be useful as a guide to the future.

n The lack of marketability of unquoted
shares. This will tend to make them less
valuable than apparently identical
quoted shares.

Capital Asset Pricing Model
The Capital Asset Pricing Model

(CAPM) has dominated the finance litera-
ture for two decades. The CAPM was
originally erected by Miller (1964), to ex-
plain how the capital market sets share
prices.

The CAPM gives insights not only into

problems of calculating the cost of capital,
but also into problems of valuing shares. In
calculating the cost of capital, CAPM takes
into account the returns gained from both
dividend and capital gains.

CAPM also incorporates specific meas-
urement of risk associated with an asset. It
provides a way of identifying an appropri-
ate price for a given risky asset. Further-
more, the expected return on an asset is
related to the covariance of its return with
the market portfolio through the beta coef-
ficient of the asset.

Risk is the possibility that the actual re-
turns will deviate from the expected returns.
In the real world, there is uncertainty and
this has to be allowed in any analysis. The
CAPM shows one way in which risk can be
accommodated in financial analysis. It
shows that in market equilibrium, a share
will be expected to provide a return, which
is commensurate with its unavoidable risk.

The model explains that this risk can be
broken down into systematic risk and
unsystematic risk. Systematic risk is a non-
diversifiable market risk. All assets are sub-
ject to this type of risk, which arises because
of underlying movements in the economy.
This risk cannot be eliminated by diversifi-
cation. This is the unavoidable risk and is
measured by what is known as the beta fac-
tor. It is the risk that has to be taken into
account when valuing shares.

Unsystematic risk or diversified risk
arises from movements in a par ticular com-
pany’s returns not associated with general
market movements. This arises because of
the individual company’s characteristics,
and an investor can avoid this type of risk
by diversifying his shareholdings over a
large number of companies.

The assumptions of CAPM are as follows :

n All investors are risk averse.

n All investors can obtain the same return
since they have homogeneous expecta-
tions.

n A risk free asset exists.

n All assets are marketable and per fectly
divisible.

n Capital markets are frictionless. Investors
can borrow and lend at the same rate of
interest.
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n There are no market imperfections such
as taxes or restrictions on short selling.

n A single time period is assumed and con-
sidered.

The CAPM formula can be stated as fol-
lows :

Rs = Rrf + B(Rm – Rrf)
where,
Rs = Expected return from an individual secu-
rity
Rrf =Risk free rate of r eturn
Rm =Return from market as a whole
B = Beta factor of the individual security

Beta factor is defined as a measure of a
share’s volatility in terms of market risk.
In other words, beta factor is a measure of
fluctuations in markets.

CAPM can be used to identify the appro-
priate required rate of return on a given
asset. Quoted companies can therefore cal-
culate the cost of equity capital using
CAPM. The required rate of return arrived
under CAPM can then be used as a dis-
count rate of investment appraisal deci-
sions. CAPM can be used to evaluate the
performance of a portfolio.

CAPM recognises risk associated with
share price and returns comprising divi-
dend and capital gain or loss.

Strictly speaking, the market portfolio
consists of all securities and assets, both
financial and non-financial. CAPM ignores
non-financial assets such as works of art
and human capital. CAPM will not indicate
appropriate required rate of return, if the
market index is mean variant inefficient.

The calculation of beta coefficients in
practice is complex. The basic form of
CAPM overstates the required rate of re-
turn on high beta securities and under-
states the required rate of return on low
beta stock.

Despite these drawbacks, the CAPM can
be useful in assisting the determination of
an objective cost of capital.

Valuation Based On
Free Cash Flow

Cash not retained and reinvested in the
business is often known as free cash flow.

Free cash flow =
revenue – costs – investment

But cash that is not reinvested in the
business is paid out as dividends. So divi-

dends per share are the same as free cash
flow per share, and the general DCF for-
mula can be written in terms of per share
revenues, costs and investment:

The correct formulation states that share
value is equal to the discounted stream of
free cash flow per share. To summarise,
we can think of a stock’s value as repre-
senting either :

a The present value of the stream of ex-
pected future dividends, or

b The present value of free cash flow, or

c The present value of average future
earnings under a no-growth policy plus
the present value of growth oppor tu-
nity.

One form of share price evaluation
model is based on cash flow. This approach
takes into account the fact that retained
earnings, depreciation and new funds are
invested each year in the business, and this
total increased investment earns a certain
rate of return which benefits the investors.
If the cash flow per share that is free to be

invested is determined, then the present
value of the expected returns from invest-
ing that amount can be determined. The
earnings per share (EPS) approach only
considers part of the cash that the com-
pany has to invest each year. Both the EPS
and the cash flow approaches are based on
expectations of the rate of return that man-
agement can earn on funds.

A study in the USA by Kaplan and Roll
has indicated that companies are valued
more on the basis of their cash flows than
on their reported earnings. They found
that a change in accounting reporting prac-
tice, which affected reported earnings of
companies but did not affect their cash
flow, did not have a lasting ef fect on their
share prices. The accounting change ini-
tially af fected prices, but temporary altera-

tion in value of the shares soon disap-
peared.

Lee and Lawson are strong advocates in
the UK of cash flow accounting. They be-
lieve that it is much more relevant to in-
vestors than profits based on historic cost
figures.

In an examination of the relationship
between equity cash flows and equity mar-
ket values, Lee concludes that cash flow
data re-expressed in terms of a base-year
price level is highly relevant for stock mar-
ket investors. In the UK, it is now a require-
ment that companies publish a cash flow
statement in their annual reports. Some
investment analysts produce statistics for
each company showing the current price
as a multiple free cash flow per share as
opposed to earnings per share.

It is possible to criticise valuations based
on accounting earnings figures because
earnings are based on many conventional
assumptions. Also it is possible for the
management of a company to smooth earn-
ings figures over time and to create a good
impression for at least a short period of
time. To base valuations on earnings can
therefore be worr ying.

Cash flow figures provide an alternative
basis for valuation purposes. There are
crude measures of free cash flow (available
cash) that can easily be obtained. For ex-
ample,

Available cash =
Revenue – Operating Cost – Investment

Expenditure

Such figures can however be dangerous
if they are based on profit and loss account
and balance sheet figures. The user of the
accounts must be sure that creative account-
ing techniques have not been employed.

Country Differences In
Valuation Methods

The popularity of each of the techniques
varies from country to country. The valua-
tion process can be based on estimates of
the future profit, the future dividends, the
net asset values or the cash flow of the
company.

In the UK, it is
possible to accu-

mulate a large amount of

“A study in the USA by Kaplan

and Roll has indicated that

companies are valued more

on the basis of their cash

flows than on their reported

earnings.”
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information, financial and otherwise, on
such matters. In many other countries, it
is not always easy to obtain such informa-
tion. If the valuation method is based on
earnings, it is necessary to select into a
valuation figure. This earning valuation
method (P/E ratio) is the most popular
method used in UK, one reason for this
being that with a well-developed stock
market in UK, it is possible to obtain infor-
mation on share values of comparable com-
panies that can be used as a benchmark.
As explained the simplest way of doing this
is by observing the price earning ratio that
is being used in the stock market to value
the shares of an approximately similar
company. This ratio is then used, with the
knowledge of the current earnings per
share, to estimate an appropriate price per
share.

In France, a
similar approach is
c o m m o n l y

adopted; namely an estimate of
a maintainable earnings per share is mul-
tiplied by an appropriate price earnings ra-
tio. In USA, there has also traditionally
been an attraction to the price earnings
multiple approach, but lately there has
been a move towards valuation based on
free cash flows.

In Germany ,  a
different approach
is more popular,
particularly for

small firms. There are
fewer companies listed on the stock ex-
changes in Germany than in UK. There-
fore it is not so easy to find suitable stock
market data for comparative analysis.
When financial accounts are available in
Germany, they need to be adjusted if the
wish is to use them to estimate future
maintainable profits.

The accounts will have to be prepared
on a basis to satisfy taxation rules. There
could also be secret reser ves that need to
be estimated. An additional practical prob-
lem is that many German companies fail
to file their files at the local company reg-
istrar office.

As a result of the lack of suitable price
earnings multiplier information from the

stock market in Germany, when maintain-
able profits have been estimated, they are
often valued by reference to the current
medium-term interest rate plus a percent-
age to allow for risk. The profits are capi-
talised at this estimated required rate of
return. It is similar to capitalising at a risk-
free rate plus a risk premium.

In Italy, there is
even less data avail-
able from the capi-

tal market about suit-
able rates of return. Often a hybrid

basis of valuation is used, this being the
estimated net asset value of the company
plus a premium based on the earning
power of the company above the industry
average.

CONCLUSION
To quote a popular phrase of the

younger generation, “it depends on where
you’re coming from”, is indeed a relevant
feedback to someone who has asked,
“what is a business value”? It is no won-
der then, that there is so much contro-
versy about the criteria by which to de-
termine the value of a business or busi-
ness interest.

One should know that the different defi-
nitions of value might be applicable for dif-
ferent purposes. For instance, liquidation
value may be appropriate if liquidation is
a consideration. The same approach
though is inappropriate for a blue-chip
company.

It is believed that most business
valuations (unless for liquidation) are best
served by ar riving at a “ going concern
value” that is, the value of the business in-
terest assuming that the business will con-
tinue to carr y on without any significant
interruption. Since there are two primary
par ties involve in valuing a business,
namely the seller and the buyer, the value
of the business in question should be in
“fair market value”.

The definition of fair market value is vir-
tually universally accepted as the price at
which the interest would change hands
between a willing buyer and a willing seller,
both being adequately informed of the rel-
evant facts, and neither being under any
compulsion to buy or to sell.

 How do we value the ‘future’? Since the
value of a business interest is dependent
on its future benefits, the valuation re-
quires a quantified forecast of the benefits
considered relevant in the case, be it earn-
ings, cash flows or dividends. But still, the
projections and assumptions used must sat-
isfy and be accepted by the decision-maker,
for whom the business valuation is being
prepared.

However, as a practical matter, because
of the lack of a set of projections and as-
sumptions acceptable to all parties, most
business valuation ends up relying on his-
torical data, which are evaluated to reflect
reasonable expectations about foreseeable
future changes. In addition, it depends on
the circumstances of the particular case
and the judgement of the independent ap-
praiser.

The following are some indicators to
value a business :

a Servings.

b Cash flow.

c Dividends or dividend-paying capacity.

d Assets.

e Gross Revenue.

Certainly, these factors are not the only
factors to consider. Other factors may tem-
per the value.

a Marketability.

b Voting Rights.

c Histor y of past sales.

d Special ownership or management per-
quisites.

e Cost of Capital.

But what variable among the future ben-
efits deserves the greatest attention in the
valuation? There is no clear-cut answer but
general consensus says; earning power is
the most important internal variable affect-
ing the value of most operating companies
such as manufacturers and service com-
panies.

When someone buys a company, what
is he or she really buying? Management?
Market? Technology? Skills? Goodwill? We
believe that what is actually being bought
is the stream of future earnings.
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Global competition has seen the development of small and medium
enterprises (SMEs) assume a central economic role across the European
Union. These pressures have also led to stronger links among SMEs and
larger corporations. These new economic relations demand more
planning and structure yet fit uneasily with the informality that has
characterised the SME sector. Indeed, this informality has often been seen
as necessary for their noted flexibility and innovation. However, most
SME research, including the regular quarterly SME surveys conducted
by the Small Business Research Trust (SBRT) in UK, show that only a
minority of SMEs take such a planned and structured approach.
Dr. Colin Gray of the Open University Business School explores this
issue, identifying them and exploring various collection approaches.
The first of the two-part ar ticle appears in this issue, while the second
part will appear in the September 2000 issue.

SME sector in the new millennium.

The Entrepreneurial SME
Since the launch of the European Union

(EU) in 1992, policy-makers appear to be
holding increasingly high expectations of
the role that small and medium enterprises
(SMEs) can play in modern economic
growth and development.

Official policy reports reflect a broad
consensus on the expected role of the SME
(ACOST, 1990 — on innovative SMEs in
Britain; Bangemann, 1994 — on the need
for the EU to create an ‘information soci-
ety’ with SMEs in a key role; Delors, 1994
— on the EU’s global competitiveness with
a central role for SMEs). Most sides of the
political spectrum seem to view small firms
as the answer to :

1 Persistent, str uctural unemployment.

2 The development of future innovations.

3 A source of fresh flexibility in old worn
out industrialised economies.

One of the main attractions of the whole
SME sector to policy-makers is clearly its
enormous size. Of the 19 million or so firms
in the EU, only 1 per cent has more than
50 employees. In Britain, with more than
3.7 million businesses in total, the picture
is much the same. More than 2.5 million
work alone as self-employed without em-
ployees and just 25,000 are classified as
medium enterprises with 50-250 employ-
ees (and only 7,000 large firms with more
than 250 employees). Britain’s SMEs ac-
count for 45 per cent of non-government
employment and (excluding the finance
sector) 40 per cent of national sales turno-
ver (DTI, 1998). The economic significance
of the SME sector is beyond doubt. Fur-
thermore, there is now no doubt that SMEs
do make a large net contribution to the
creation of new jobs compared with large
firms (especially during periods of weak
economic perfor mance because small
firms appear to be more resilient than large
firms during economic downturns — Sto-
rey, 1994).

However, policy-makers are also becom-
ing more aware of the economic and so-
cial limitations of initiatives that rely too
heavily on the SME sector. During the
launch of the 1997 ENSR obser vatory of
SMEs, the Commission spokesman noted
that this cross-EU study attributed :

“…. great impor tance to employment
and to the reactions of SMEs to the
globalisation of markets and competition.
It is true that the share of SMEs in Europe
in employment has increased considerably
in the last twenty years and this is due to
the restructuring of big enterprises and to
the entry of new enterprises in the mar-
ket. The rapidly growing businesses are
those which create most jobs and this is
very important for employment. Each year
we have one million new companies set up
in the European Union. From 1988 to 1996
enterprises grew by 15 per cent in the Eu-
ropean Union and they amounted to 19 mil-
lion in 1996 with more than a 110 million
employees. Jobs, however, provided by

S M E S

By Dr. Colin W.J.A. Gray
HEAD OF SME RESEARCH UNIT AND DIRECTOR OF EXTERNAL AFFAIRS,
OPEN UNIVERSITY BUSINESS SCHOOL, UK

M any SME owners lack the
 necessary information and
 skills to produce business,
 marketing or production

plans while others find it difficult to project
their intentions over anything other than a
short-term time scale.

Recent studies, including a 1995 bench-
mark survey of 2,517 SMEs, a 1997 man-
agement development survey of 389 SMEs
in Britain and a similar 1999 survey of 100
Irish SMEs plus a SBRT business objec-
tives survey of the final quarter of 1999,
suggest that planning and defined objec-
tives, in contrast to the common informal
approach of most SMEs, are ver y closely
linked with successful and sustained
growth.

It is concluded that SME growth is not
due to chance but is a result of clear busi-
ness intentions on the part of the owner or
managing directors. It is also concluded that
these structured SMEs are likely to provide
the model for entrepreneurial growth in the

Successful SMES of   
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these enterprises are not very stable be-
cause only half of them survive after the
first five years of their operation.”

Indeed, it is now widely accepted that
most of these new jobs come from rela-
tively few, though dynamic, small firms
(Daly, et al, 1991; Storey, 1994; ENSR,
1997). However, the increased volatility of
the SME sector is also clear, especially in
Britain (see Table 1).

The challenge to policy-makers lies in
identifying and encouraging SMEs, which
not only have growth potential but also
have potential for playing a part in wider
economic development. In Britain, the
growth has mainly been in the field of per-
sonal services and not in the more eco-
nomically productive areas of advanced
manufacturing or business services. The
instability of this pattern of development
can clearly be seen in Table 1.1 which
shows the de-registration rates of firms
registered for value added tax (VAT), con-
sidered to be the best proxy measuring the
failure rate of firms up until early 1992
(when the raising of the VAT threshold to
£50,000 effectively excluded many of the
smaller SMEs).

‘churn’ of small firms in and out of the per-
sonal services sector was extremely high
with 42 per cent de-registering within three
years of registration.

Many of these enterprises are in indus-
tries with low skills and low barriers to
entry. The catering sector (45 per cent af-
ter three years) which includes restaurants

The larger firm dominance and relative
stability of the economically impor tant fi-
nancial services and transpor t sectors are
clear. Compared with manufacturing and
financial ser vices, the weaknesses and in-
stability of the personal services sector is
evident and steadily worsened during the
1980s. It was already clear by 1991 that the

T A B L E  1 Average VAT de-registration rates from
initial registration by industry, 1974-82 and 1989-91,

plus 1997 industry employment data.

                  (1974-82)                  (1989-91)                   1997

INDUSTRIAL SECTOR Within Within Within Within SMEs as % of Industry as %

1 year 3 years 1 year 3 years employment of national
in industry  employment

Manufacturing 10 28 12 34 50 21

Personal services 11 30 15 42 64 29

Financial ser vices 8 25 10 29 23 5

Retail/wholesale 11 32 13 38 54 20

Construction 11 30 13 34 87 8

Transport 14 35 14 41 40 7

Restaurant/catering 10 31 15 45 58 7

Source :  Storey, 1994; SBR T, 1992; DTI, 1998

 the Future
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and food stalls, is another low barrier to
entry sector.

Construction seems comparatively sta-
ble but it is a sector that is very exposed to
business cycle fluctuations. An important
point to note is that these last three sec-
tors have the highest concentration of
SMEs and collectively account for some 44
per cent of the non-government workforce.

Although the post-1992 VAT registration
figures are not strictly comparable, the lat-
est VAT analysis reveals that de-registra-
tion rates for all SMEs had risen in 1993 to
more than 56 per cent within three years
of foundation and continues at these high
levels. Thus, growth in Britain’s SME sec-
tor during the 1990s has been extremely
uneven and clearly exposed to the vagar-
ies of the business cycle which does make
planning difficult.

This situation is not confined to Britain
but, as the 1997 ENSR repor t makes clear,
is reflected across the EU. Increasing un-
employment, much of which appears to be
structural, is a feature of current EU econo-
mies. There has also been a significant in-
crease in part-time employment across the
EU (particularly in Britain).

There is some evidence that unemploy-
ment acts as a ‘push’ factor in the decision
to become self-employed but it might be
expected that part-time employment would
mitigate that effect by of fering a more at-
tractive alternative for those who find it
difficult to secure full-time employment.

This does not appear to be the case.
Growth and changes in the SME sector are
linked not only to unemployment but also
to lifestyle factors and to supply-chain ef-
fects as large EU corporations contract out

business ser vices and parts of the manu-
facturing process in response to the de-
mands of global competition (Gray, 1998).
This has implications for the size and
growth of firms, their capacity for keeping
up-to-date technologically and their ability
to collaborate ef fectively with other firms.

For instance, there are proportionately
more medium enterprises in Ger many
than in Britain where the growth in the
SME sector has mainly been among self-
employed sole traders, which are much
more exposed to fluctuations in consumer
demand and labour market factors.

The recommended business response to
managing uncertainty involves the gather-
ing of more relevant information and the
production of a business, project or mar-
keting plan to aid decision making and di-
minish uncertainty. Microeconomic analy-

sis tends to view firms as having the aim
of maximising profits subject to technologi-
cal  and market constraints.

Market constraints are external — im-
posed by consumers, suppliers, competi-
tors and so on — while technological con-
straints are seen as internal to the firm and
generally concern the feasibility of its pro-
duction plan. Firms produce outputs from
various combinations of inputs but only
certain combinations are feasible.

Obviously, not all feasible production
plans are desirable and, for most firms,
there will be a narrow band of feasible pro-
duction plans which approximate to profit-
maximising optimality. Also, economists
usually draw a distinction between produc-
tion plans which are immediately feasible
and those which may be eventually feasi-
ble. However, most available evidence (in-

cluding that presented in this paper) sug-
gests that only a minority of small firms
actively plan and make use of their plans
in the systematic or intentional way ex-
pected by economists, bankers, investors
or venture capitalists.

Nevertheless, it is also clear that a busi-
ness plan can be the sine qua non  for ob-
taining necessary capital. Ordinary banks
(the biggest source of capital for SMEs,
often through personal overdraft arrange-
ments) and direct equity investments from
stock markets require the financial infor-
mation that plans provide.

However, these sources of capital do not
monitor performance against the plan’s
objectives preferring instead to use annual
audited accounts and broader financial
measures. Never theless, it is interesting
to note David Storey’s (1994) findings that

the entrepreneurial firms which sought fi-
nance through the Unlisted Security Mar-
ket (USM) grew faster and more solidly
than a matched sample of small firms that
avoided that route (and were, presumably,
less likely to have business plans).

A business plan and statements clearly
outlining the intentions of the owners and
managers of firms are an essential part of
the firm’s prospectus. Fur thermore, of
more interest to the psychological side of
planning, the entrepreneurial USM own-
ers’ desire to develop further their social
and communications skills (already well-
developed) and acquire more information
also grew compared with the matched sam-
ple of non-USM firms.

The clear economic implication is that
firms that are serious about growth know
that they have to be clear about their ob-
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jectives or intentions for the firm and clear
in communicating their intentions to other
interested parties.

Intentionality and Planning
in the Entrepreneurial Firm

There are well-recognised distinctions
between the self-employed, mini-firms (un-
der 10 employees), small enterprises (10-
50 employees) and medium enterprises
(50-250 employees). There are also clear
distinctions relating not so much to size but
more to the objectives or intentions for
starting or managing the enterprise.

The main reasons are :

1 economic survival (often related to the
avoidance of unemployment).

2  cultural (often connected to family tra-
dition, status or lifestyle).

3 classic economic motives relating to
capital accumulation and the growth of
a more substantial enterprise (Storey,
1994; Gray, 1998).

Broadly speaking, it is the owner-man-
agers of firms who have the intention of
growing (mainly, though not necessarily,
motivated by the 3rd set of reasons) and
whose firms actually do grow in a sustain-
able way over time that may be described
as entrepreneurial .

Entrepreneurial acts are intentional,
positively-motivated actions requiring con-
scious volition. The beliefs :

1 That their own actions will produce de-
sired outcomes (internal locus of con-
trol, self-efficacy)

2 That they are consciously in control of
their own actions (intentionality) which

are central to the self-concepts of en-
tr epreneurs (Deci and Ryan, 1985;
Gray, 1998).

The rejection of chance or luck as the
main determinant of actions and the belief
in control and individual intentionality has
a significant histor y in psychology. It can
be traced back to the pioneering work of
Julian Rotter (1966) on inter nal locus of
control (the belief that the main cause of
events lies within the individual).

However, the most interesting finding in
the entrepreneurial management field is
that of Bob Brockhaus (1982) who found
that locus of control and intentionality does
not discriminate between entrepreneurs
and successful managers in large organi-
sations. In other words, internality of lo-
cus of control and intentionality are fea-
tures of successful management per se.

The link to planning is provided by
Eliott Jaques (1976) who also noted simi-
larities between entrepreneurs and suc-
cessful senior managers in their ability to
plan across longer time perspectives than
junior managers or most non-managerial
individuals. Thus, according to this line
of theor y, planning should not be r e-
garded as merely a bureaucratic exercise
but more as evidence of a high manage-
rial and organisational propensity and a
necessar y condition for sustained busi-
ness growth.

Entrepreneurs and successful managers
are more adept than other business own-
ers and managers at overcoming apparent
informational and production limitations to
approach the theoretical production pos-
sibility frontiers of their enterprises.

However, few, if any, enterprises actually
operate to full theoretical capacity and few
targets are completely achieved even by
firms that are generally considered to be
successful. Frey and Heggli (1989) argue
that most businesses in fact only operate
within an even more restricted set — the
ipsative possibility set — of possibilities
that owners deem to be relevant to their
business.

This suggests an even closer and more
constant link between managerial percep-
tion and intentionality and the business
per formance of an enterprise. What is con-
sidered relevant is a matter of judgement
reflecting managers personal motivations

and social representations of the world of
business, of their specific industry and,
indeed, of where their business fits along-
side other matters of personal concern.

Business judgment then becomes a mat-
ter of how closely an individual’s perceived
needs, abilities and opportunities corre-
spond to their objective possibilities and
the individual’s objective ability (compe-
tence) to act upon that information.

It is reasonable to argue — though dif fi-
cult to test — that entrepreneurs display
sharper judgment and closer congruence
between perceptions and reality than other
less successful or less entrepreneurial
business managers do.

This suggests that one obvious yet im-
portant distinguishing feature of entrepre-
neurs is that they must be particularly ca-
pable and competent as business manag-
ers — certainly much more so than most
small business owners or managers. With
technological and market possibilities in a
constant state of flux, a reasonable neo-
classical economic definition of the entre-
preneur may be a business owner who is
able to recognise and implement a profit-
maximising production plan more accu-
rately and swiftly than the average firm
owner.

This is particularly relevant when exam-
ining the unstable environment that most
SMEs operate in, as outlined in the previ-
ous section. It is significant that most mod-
ern neo-classical economists now prefer to
relate ‘typical’ behaviour of the firm to ‘lim-
ited information’ or ‘bounded rationality’
models rather than to the idealised firm of
the perfect competition model.

In practice, proxies such as growth of
absolute profits, profit-rate, return on capi-
tal and market share are commonly used
as indicators of business success. For the
purposes of this paper, the measures will
be :

1 The use of a plan to guide the business
(mainly a business plan but also, where
appropriate, a marketing or human re-
source development plan)

2 Subsequent growth measured either in
terms of employment or sales turnover
growth.

… to be continued in the September 2000
issue of Akauntan Nasional
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Introduction

So what is leadership and how is it
dif ferent from say administration
and management? Before answer-

ing that, it is important to note that in an
organisation as large as the OU, you need
all three functions. That is because there
are many different OU events taking place
every day, all over the world. Hence the
right people, the right materials and the
right information have to be at the right
place at the right time. That’s a big organi-
sational challenge.

However, people tend to mix up the
terms leadership, management and admin-
istration. While there is some level of over-
lap between them, let us try to separate
them.

For starters, let’s look at the dif ference
between administration and management.
There is an oft-used quote on this: admin-
istration is doing the thing right whereas
management is doing the right thing.
While this may sound as a simple differ-
ence, it is nonetheless a useful guide. In
performing administrative functions, one
assumes that the framework for the activ-
ity has already been set and all that one
needs to do is to make things happen prop-
erly within that framework.

Take the example of a bus company.
Running such a company requires good
administration. It must publish a timetable
informing the public of its routes. The
buses have to be kept clean and topped-up
with fuel. They need to be serviced regu-
larly to be kept in running condition and
to adhere to safety requirements. Sched-
ules have to be made in order to ensure
that the drivers have their days off and are

able to go on leave without interrupting the
bus ser vice. There also must be alterna-
tive ar rangements ready in case a bus
breaks down or a driver does not turn up
for work. So there is plenty of organisation
and administration functions to be per-
formed in order to keep the bus company
r unning (and the passengers safe), and
that is what is meant by doing things right.

However the company can do things
right and still not make money. Hence
managing the bus company, as opposed to
merely administering it, means doing the
right thing. This involves for example,
knowing whether the routes that the buses
ply are where people really want to go. It
also is about ensuring that the bus sched-
ule makes it convenient for passengers
who have to change to another bus or train
or who have to get to and from work at
par ticular hours. The manager will try new
things from time to time such as selling
tickets at a discount if several are pur-
chased at once.

What is Leadership?
Now that we understand the difference

between administration and management,
how then is leadership different from man-
agement? There are various definitions of
leadership but one by Dwight Eisenhower
stands out. A General in the Second World
War and later a President of the US, he said
leadership is the ar t of getting someone to
do something you want done because he
wants to do it. In essence, leaders are peo-
ple who are successful at influencing oth-
ers.

It is the second part of Eisenhower’s
definition that drives home this point. The

implication is that the individual probably
did not what to do the task before the
leader came along.

So what then is the dif ference between
the manager and the leader? In other
words, what gives the leader the power to
get a person to do something they would
not other wise do? We must also ask our-
selves what motivates good leaders and
what kinds of power they use in being lead-
ers?

What Motivates Leaders?
Research involving the behaviour of peo-

ple does not always produce clear results
but in this case it does. There are three
reasons why people seek leadership posi-
tions, namely:

1 Being liked.

2 Personal success.

3 Making an impact.

Research shows that those whose prime
motivation is making an impact make more
successful leaders than those who do it
because they want to be popular or because
it makes them feel personally successful.

Suppose that you want to make an im-
pact for good or to change the world for
the better. What are the tools you can use?
How do leaders have impact? How do they
use power?

Five Forms of Power
The first and weakest form of power is

coercive power. This means making peo-
ple do things with the threat of punishment
if they fail to do so. But this is a weak form
of power. Mature people do not respond to
punishment. It also does not produce any
lasting change in peoples attitudes.

The second for m of power is reward
power. Reward is the flip side of punish-
ment but is still not a strong source of
power for a leader. That’s because just like
coercive power, reward power does not re-
ally make a person want to do what the
leader asks. If the leader lessens the re-
wards, the people work less. Furthermore,

Leading the Way
The Vice-Chancellor of The Open University, UK, draws from
his job experience to write about what it takes to make the
all-important leadership decision

By Sir John Daniels
VICE-CHANCELLOR, OPEN UNIVERSITY, UK
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if the leader reserves the biggest rewards only for his close
friends, jealousy will ensue, which in turn makes leader-
ship less effective. Often the more effective forms of re-
wards are intangible, such as praise and recognition
for work well done.

What is needed are more useful forms of leader-
ship power.

This brings us to what is called legitimate
power. That is when an organisation appoints
you to a position of authority. As Vice-Chan-
cellor of the Open University, for example, I
have legitimate power. People expect me
to make certain types of decisions and if
I make them sensibly and for the com-
mon good I can maintain that legiti-
macy.

Indeed I can expect problems if I
leave a vacuum by not using the
power conferred on me. The le-
gitimate power conferred on a
leader is strongest in organisa-
tions with a clear sense of
purpose and a strong unify-
ing bond between its mem-
bers. The Open Univer-
sity is such an organisa-
tion.

Legitimate power
is an important ba-
sis for leadership
but has its limi-
tations as it has

but most effective. That is charismatic
power. It is a quality that generates tr ust
and confidence in others. This trust and
confidence is created by the style and per-
ceived self-confidence of the leader. Fur-
thermore, although this is less obvious,
tr ust and confidence are better main-
tained if the leader keeps a degree of dis-
tance from those that she or he is lead-
ing.

It is not surprising that leadership is re-
lated to self-confidence. We all tend to be
influenced more by people who are com-
fortable with themselves and straightfor-
ward with us. Self-confidence is not a qual-
ity you are born with. You develop it
through life.

I also said that style is part of charisma.
Style is a fuzzy concept but you will know
it when you see it. Some of the qualities
included in style are intelligence, a sense
of humour, boldness, persistence, sensitiv-
ity, stamina, fitness and being outward
looking. These are qualities that we can

also develop through experience.
Those are five types of power. Think of a successful

leader and see how they fare in terms of their source
of power.

Those are some brief reflections on leadership.
I agree with the famous political philosopher

Machiavelli, who said :
“There is nothing more difficult to take in

hand, more perilous in conduct, or more un-
certain in its success, than to take the lead in

the introduction of a new order of things.”
But I would add, from the experience

of the Open University, which has suc-
cessfully introduced a new order of

things to higher education world-
wide, that there is also nothing

more exciting.
Only informs members, privi-

lege publics …

CONCLUSION
The Open University or

OU in short, has as its
mission the offering of

higher education to
people of all ages

and in all situa-
tions in life.

There are over
200,000 stu-

dents en-
rolled cur-
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to be conferred upon the leader by his or-
ganisation.

Another form of power is exper t power.
As the term implies, this means that the
leader has the authority of an expert in
the business that she or he is leading.
Sometimes you already have expert
knowledge before you come to a leader-
ship position. For example, I was lucky to
have worked in two open universities in
Canada before I came to my present job.
I’d also been president of a traditional
campus university there, so I came to the
OU with much of the expert knowledge
needed.

But one can also acquire exper t status
while on the job.

Expert power is helpful to a leader mak-
ing decisions in two ways. First, the lead-
ers knowledge is likely to contribute to
better decisions. Second, opponents of de-
cisions have to work harder to argue the
case for an alternative view.

The final form of power is less tangible

rently and with a staff count (both part and
full-time) of 12,000, OU is the largest edu-
cational institution in Britain.

As well as having students everywhere
in the UK, there are also 30,000 people tak-
ing OU courses outside the UK. Initially
using broadcast television to reach its stu-
dents, OU, which is always seeking new
technologies to communicate with their
students, today leads the world in use of
the Internet. Some 130,000 currently study
on-line with OU.

The university also prides itself with be-
ing open to ideas. There are brilliant peo-
ple working at OU on some fascinating re-
search. For example, there is a group from
OU who will send a Lander to the planet
Mars in 2003 to answer the question as to
whether there is life on the planet. Hence
the great thing about working at OU is that
one is surrounded by people who are world
leaders in what they do, which keeps me
on my toes in performing my leadership
role.
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In 1995, the Financial and Man-
agement Accounting Committee
of the International Federation of
Accountants initiated an empiri-
cal study of Ethical Codes used in

corporations. The focus of the study was on
how corporations developed and used ethi-
cal codes, under various labels and in vari-
ous guises. The study was based on inter-
views conducted with appropriate persons in
corporations in a number of countries,
guided by a detailed questionnaire designed
to bring a range of common issues to the sur-
face. As a result, reports were developed on
about 13 codes in eight corporations in four
countries, along with a report of telephone
enquiries about codes of ethics used in Ca-
nadian corporations. In reviewing the out-
comes of the study, it became possible to sug-
gest why ethical codes are used as practical

ETHICAL CODES
          IN ACTION

tools of management, and propose situations
when their use might vary. The outcomes of
the study have been published as an Inter-
national Management Accounting Study,
with the title Codifying Power and Control :
Ethical Codes in Action.

Community Ethics and
Corporate Codes

Corporations operate within the systems
of ethics and moral principles of their host
communities. Within these communities,
such ethical systems or moral principles
are seen as just, fair, normal, or even un-
contestable; they represent ‘correct’ or
commendable ways of thinking or acting.
Accordingly, when they are drawn into use
within corporations, they are unlikely to be
rejected; they will be more likely to be ac-
cepted voluntarily and willingly by the con-

stituents of corporations — by employees,
customers, suppliers, agencies of govern-
ment, and the community at large.

Corporations not only operate within the
systems of ethics and moral principles of
relevant communities, they can also draw
power from them in framing the patterns of
thought and action of their constituents.
This power is deployed as guiding values,
decision premises, or preferred forms of
conduct or behaviour. Effectively, the power
of community ethics and morality is recon-
stituted as a legitimate form of corporate
power. Corporate Codes of Ethics are the
vehicle through which this transfer of power
occurs. Different types of Codes of Ethics
frame ethical or moral power differently
within corporations and focus it on differ-
ent organisational variables.

In this study, three types of Corporate
Codes of Ethics are identified :  Codes of
Ethics — statements of the values and prin-
ciples that define the purpose of an organi-
sation; Codes of Practice — which guide and
direct decision-making; and Codes of Con-
duct or Behaviour — which prescribe or
proscribe certain behaviour. In practice,
corporations tend to use varying mixes of
each type of code, under various labels.

Deploying Power
The power invested in Corporate Codes

of Ethics may be deployed with varying de-
grees of force. Codes of Ethics, for exam-
ple, may simply espouse a set of guiding val-
ues or principles, or they may be used to
ascribe them in such a way that they ‘belong’
to employees and are embedded in their
consciousness; in the latter case, corporate
values will ‘become’ employee values.
Codes of Practice may be used to guide
choices, by supplying grounds or premises
for choice while leaving options open oth-
erwise; alternatively, they may direct or oth-

By Prof. William P. Birkett
TECHNICAL ADVISOR, AUSTRALIA FINANCIAL AND MANAGEMENT
COMMITTEE, ASSOCIATE DEAN — DEVELOPMENT,
UNIVERSITY OF NEW SOUTH WALES, SYDNEY, AUSTRALIA
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erwise govern the choices to be made, leav-
ing little room for discretion. Codes of Con-
duct or Behaviour may prescribe what will
be done, and how — leaving little room for
discretion; alternatively they may proscribe
what may not be done, leaving a space for
the exercise of discretion otherwise.

The dif ferent types of codes may be used
interactively to differently influence the
patterns of thought and the patterns of ac-
tion of a corporation’s constituents, par ticu-
larly its employees. For example, different
patterns of thought will be induced if val-
ues are simply espoused and choices
guided, compared to values being ascribed
and choices guided, or values espoused (or
ascribed) and choices directed. Again, dif-
ferent patterns of action will be induced if
choices are guided and behaviour is pro-
scribed, compared to choices being di-
rected and behaviour prescribed.

Codifying Control
Corporate Codes of Ethics thus are vehi-

cles for reconstituting the power of commu-
nity ethics and morality as corporate power,
and then deploying it to influence the pat-
terns of thought and action of a corpora-
tion’s constituents. The assignment of pow-
ers to a corporation’s constituents, in turn,
will establish ‘zones of discretion’ within the
corporation, with constituents having vary-
ing levels of discretion within these ‘zones’
for the exercise of thought and action.

If ‘autonomy’ refers to the degree of dis-
cretion retained by a party in a situation of
interdependency, then ‘control’ can be used
to refer to its reciprocal — to the degree to
which autonomy is restrained or contained.
Corporate Codes of Ethics can be used to
induce different patterns of control over a
corporation’s constituents through the selec-
tive assignment of powers. Used in this way,
they become vehicles also for establishing
controls over the values, choices, and behav-
iours of a corporation’s constituents.

Thus, Corporate Codes of Ethics are vehi-
cles for codifying both power and control in
corporations, distinctively and selectively.

Contexts and Code
The distinctive patterns of thought and

action produced by such codification of
power and control in a corporation may be
taken as representative or illustrative of its
culture. Thus, a review of Corporate Codes

of Ethics in action should illuminate the
cultural make-up of corporations, and a way
in which this can be created and sustained.
Moreover, these codes do appear to em-
body national characteristics, suggesting
that they might be points of interface be-
tween corporate cultures and the cultures
of the communities in which corporation’s
operate. This is a plausible suggestion,
because Corporate Codes of Ethics draw
community ethics and moral principles into
corporations — even if only as a source of
power that can be put to good use, in fash-
ioning control within a corporation.

The study illustrates, however, that more
pragmatic and immediate factors have a bear-
ing on the use of Corporate Codes of Ethics.
Corporations facing different contexts are
seen to use the codes to frame patterns of
control differently. The types of codes used,
their mix and content, and the force of the
powers with which they are invested will vary
in terms of the contexts that a corporation
faces at a particular time, and in terms of sig-
nificant changes in such contexts. Thus, it is
proposed that corporations operating in fast-
changing, competitive contexts will use the
codes differently than those operating in less
dynamic and less competitive contexts. In the
former case, ongoing innovation may be re-
quired as an effective corporate response; in
the latter case, marginal adaptations or rein-
forcement of existing actions may be suffi-
cient response. Different contexts will call-
up different patterns of control in corpora-
tions, with these being produced (in part)
through the selective use of Corporate Codes
of Ethics.

Drawing from the empirical materials ana-
lysed in the study, it is possible to suggest
the following two ways in which Corporate
Codes of Ethics might be used to suit a cor-
poration’s pattern of control to the type of
response required by the context it faces.

Possibility 1 :  Corporations facing con-
texts that require dynamic and ongoing in-
novation will pattern their deployments of
power to secure control over the thought
and action of their constituents in the fol-
lowing ways:

a They will utilise Codes of Ethics in seek-
ing to deeply ascribe values to employ-
ees (particularly), thus governing the
value premises drawn into choices;

b They will utilise Codes of Practice as

guides or illustrations of choices that are
deemed worthy, thus allowing consider-
able discretion in opportunities to be in-
vestigated and courses of action selected;

c They will use Codes of Conduct proscrip-
tively by identifying actions that may not
be pursued, while allowing greater space
for actions that might be taken.

Possibility 2 :  Corporations facing con-
texts which require some adaptation while re-
inforcing existing modes of strategy realisa-
tion will pattern their deployments of power
to secure control over the thought and action
of their constituents in the following ways :

a They will direct the choices to be made,
through Codes of Practice;

b They will prescribe and thus limit actions
to be taken, through Codes of Conduct;

c They will simply espouse the values
embodied in Codes of Ethics, as thought
and action will be sufficiently governed
by (a) and (b).

Of course, corporations may be operat-
ing in contexts which differ in some ways
from these two possibilities, and so dif fer-
ent deployments of power and patterns of
control might be expected (if not predicted).
Moreover, as the contexts facing corpora-
tions change over time (for example, from
that described in Possibility 2 above, to-
wards that described in Possibility 1), the
new patterns of control required are likely
to be induced by shifts in the deployments
of power embodied in Corporate Codes of
Ethics. Thus, the differences illustrated in
the empirical materials in this study are
likely to have captured not only corporations
facing different contexts, but also corpora-
tion’s changing as they perceive changes in
the contexts they are facing.

CONCLUSION
Corporate Codes of Ethics are not inciden-

tal to a corporation’s functioning; they are
neither ornamental, nor simply expressions
of good intent. Instead, they are practical in-
struments of management, designed to cap-
ture the power of social or community mo-
rality and put it to ‘good’ corporate use. Used
selectively, Corporate Codes of Ethics assist
corporations in deploying power so as to fash-
ion frameworks of control that will provide
effective responses to dif ferent types of
changing contextual conditions.
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Rapid Changes in the
Global Financial Environment

In recent years, changes in the global financial environment
have accelerated due to major technological advances, market
innovations and financial liberalisation. Proponents of globalisation
preached enhanced opportunities for the world economy, higher
growth and development across countries.

The reality, however, is that absolute globalisation, coupled with
a lack of speedy reform of the international financial system, will
pose major risks that can impoverish and destabilise countries.
And as pointed out by the former chief economist at the World
Bank, Joe Stiglitz, there will be hard choices and trade-offs in the
drive towards globalisation.

All-round Reform Needed
When the Asian economic crisis first broke out in mid-July 1997,

the international community viewed it as a problem caused by
the weaknesses in the domestic economies of the affected coun-
tries. It was only after much socio-economic and political ‘carnage’
had occurred that the international community finally acknowl-
edged that there are major shor tcomings in the global financial
architecture which required reforms.

Significantly, the Acting Managing Director of the International
Monetary and Financial Committee on Progress in Reforming the
IMF and Strengthening the Architecture of the International Fi-
nancial System said :

“The financial crises of the 1990s exposed weaknesses in
the international financial system, highlighting the fact that
globalisation brings risks .... (in addition) more remains to be
done in reforming the Fund (International Monetary Fund).” 1

This calls for changes in the development of an efficient finan-
cial architecture (i.e. covering institutions, markets, and practices
that governments, businesses and individuals use when they carry
out economic and financial activities) that can absorb the shocks
of market failures. Also, the reformed system would need to fos-
ter an efficient allocation of resources across borders.

Beyond that, the IMF would need to seriously review its poli-
cies and operations, so as to ensure the interests of its members
(especially developing countries) are safeguarded. There is also
a need to be mindful that national sovereignty cannot be compro-
mised inasmuch as unsound policy prescriptions can cause irrepa-
rable socio-economic and political catastrophes.

Key Areas to Reform
Hitherto, various international financial institutions and agen-

cies (including the Bank for International Settlements, the World
Bank and the IMF) and groups of countries (e.g. G-7) have been
examining issues linked to the stability of the global financial sys-
tem and the ef fective functioning of the global financial markets.

For example, at a meeting in Washington, D.C. in April 1998,
Finance Ministers and Central Bank Governors from several key
economies agreed that action in three impor tant areas were
needed to strengthen the global financial system viz. enhancing
transparency and accountability, strengthening domestic finan-
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1 From IMF’s website : http://www.imf.org/external/np/exr/facts/arcguide/html

Lesson learnt … the international community finally
acknowledged that there are major shortcomings in the
global financial architecture which required reforms
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cial systems and managing international financial crises. Work-
ing groups were formed to contribute to the international dialogue
on how to proceed in these key areas :

■Enhancing Transparency and Accountability
Members of the Working Group on Transparency and Account-

ability attached particular importance to enhancing the relevance,
reliability, comparability and ‘understandability’ of information dis-
closed by the private sector. Consensus was reached on the need
to improve the coverage, frequency and timeliness of data publi-
cation, e.g. on foreign exchange reser ves, external debt and fi-
nancial sector soundness.

■Strengthening Financial Systems
Meanwhile, members of the Working Group on Strengthening

Financial Systems identified several areas — corporate governance,
risk management (including liquidity management) and safety net
arrangements — where standards for sound practices need to be
enhanced or developed. It was noted that national supervisors, regu-
lators, international groups and organisations need to co-operate
and co-ordinate to strengthen domestic financial systems.

■Managing International Financial Crises
Members of the Working Group on International Financial Cri-

ses stressed the need to encourage better management of risks
by both the private and public sectors. It recommended that gov-
ernments limit the scope and clarify the design of guarantees they
offer.

Bank Negara Malaysia’s (BNM)
Views on Reforms

In its Annual Report 1998, BNM had argued that reform of the
global financial system should at least take cognisance of the fol-
lowing considerations :

■More balanced approach to the issue of transparency and dis-
closure by both the public and private sectors.

■Sur veillance of capital flows, especially short-term flows to en-
sure the orderly functioning of global financial markets and that
the destructive volatility of international capital flows can be
avoided. Also, adequate attention should be directed at curb-
ing cross-border manipulative activities in financial markets,
apart from the need to institute appropriate global prudential
standards in financial institutions, especially on exposure of com-
mercial banks to highly leveraged financial institutions.

■Mechanism to be put in place to ensure that international rat-
ing agencies are made more accountable for their actions, since
their actions have ramifications on financial markets.

Limited Progress of Reforms
To-date, the progress achieved in reforming the international

financial architecture is fairly limited. Moreover, as BNM Deputy
Governor Dr. Zeti Akhtar Aziz noted last year, “there is no gen-
eral consensus of how this might be achieved.” 2 Nevertheless, a
positive development has been the setting up of the Financial Sta-
bility Forum on the initiative of the G-7 countries, which hope-

fully will implement changes speedily for the common good of
the global community. A repeat of the unprecedented Asian fi-
nancial crisis should be prevented at all costs.

Meanwhile, Dr. Peter Nunnenkamp pointed out that in reform-
ing the international financial architecture, there is a need to “over-
come the institutional void prevailing at the global level.” 3 Ac-
cording to him, the institutional void has several dimensions :

■ An international lender of last resort does not exist. The IMF
cannot and should not pursue this role. This means that fight-
ing systemic risk (i.e. a crisis threatening the global financial
system) is more difficult at the international level than it is at
the national level, where central banks play the role of the na-
tional lender of last resort.

■ Institutional mechanisms similar to national bankruptcy pro-
ceedings do not exist at the international level. None of the ex-
isting multilateral organisations has the legal power of a na-
tional bankruptcy court judge who can stop the run of credi-
tors on a firm’s assets by imposing a standstill until a reason-
able solution, including financial burden sharing, is worked out.

■ There are deficiencies in the financial market regulation. For
example, internationally active financial intermediaries such as
highly leveraged hedge funds escape regulation. Where regu-
lation exists, it is often flawed or even counter-productive.

For example, the capital adequacy regime codified in the Basle
Accord has led to regulator y distortions. An article in The Econo-
mist (“Basle Brush”, 1 May 1999) had remarked that the accord,
which was originally passed in 1988 to make banks safer, is “so
outdated that it may actually do the reverse.” The current scheme
of setting aside capital against dif ferent loan categories encour-
ages short-term lending to emerging markets and cross-border
interbank lending, i.e. exactly those loan categories that caused
considerable problems in Asia.

Undoubtedly, reform measures will involve some form of trade-
offs, which should be examined carefully before they are imple-
mented. Some of these trade-offs are of immediate concern in
defining the role of international financial institutions, notably the
IMF.

Dilemma in Defining IMF’s Future Role
A major dilemma confronting the IMF is the trade-off between

crisis resolution and crisis prevention. The former requires more
emergency funding to combat contagion effectively, while the lat-
ter calls for limited IMF lending to keep moral hazards low.

Needless to add, reformers will have a tough time striking a
balance between crisis prevention and crisis resolution. Indeed,
there are many trade-offs when it comes to finding a reasonable

2 Dr. Zeti Akhtar Aziz was then BNM’s Deputy Governor when she presented her
paper on “International Financial Architecture — The Challenge of Change” at
the Malaysian Capital Summit, 11 August 1999. She is now the Governor of BNM,
effective 1 May 2000.

3 Dr. Peter Nunnenkamp, Research Director of the Kiel Institute of World Eco-
nomics in Germany, presented the paper entitled, “Towards a New International
Financial Order :  Why Reform Progress is so Slow” at the Regional Conference
on Capital Mobility organised by the Malaysian Institute of Economic Research,
28 June 2000.
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Practices on Transparency in Monetary
and Financial Policies; and guidelines con-
cerning financial sector soundness.

■ IMF has prepared experimental reports
on observance of standards and codes
that assess countries’ relevant internation-
ally-accepted codes of sound economic
and financial practices. Other standard-
setting bodies are working on developing
and strengthening international standards
in the areas of accounting and auditing,
bankruptcy, corporate governance, secu-
rities market regulation and social policy.

FINANCIAL SECTOR STRENGTHENING

Need for banks and other financial insti-
tutions to improve internal practices, in-
cluding risk assessment and management,
while super vision and regulation of the fi-
nancial sector requires upgrading to keep
pace with the modern global economy.

■ The IMF and World Bank have intensified
and enhanced their assessment of countries’
financial systems through the joint Financial
Sector Assessment Programme Pilot, which
serves to identify potential vulnerabilities in
countries’ financial systems.

■ The Basle Committee on Banking Super-
vision is addressing gaps in regulatory
standards.

PRIVATE SECTOR INVOLVEMENT

Better private sector participation in crisis
prevention and resolution can limit moral
hazards, strengthen market discipline by fos-
tering better risk assessment, and improve
the prospects for both debtors and creditors.

■ Private sector involvement through, for

TRANSPARENCY

Goal — timely, reliable data, plus infor-
mation about economic and financial poli-
cies, practices and decision-making to be
made readily available to financial mar-
kets and the public.

■ IMF’s Special Data Dissemination
Standard (SDDS) encourages subscrib-
ing member countries to provide de-
tailed and reliable national economic
and financial data.

■ IMF encourages members to release
Public Information Notices (PINs),
which describe the IMF Executive
Board’s assessment of a countr y’s
economy and policies (pilot project for
voluntary release of staff reports that
underlie the surveillance process has
been set up).

■ IMF encourages members to release
the Letter of Intent, which details the
policies that the member will follow to
restore economic stability under its
IMF-supported programme (Note : Un-
like certain crisis-hit countries, Malay-
sia did not need to depend on IMF fi-
nancial resources to overcome the Asian
financial crisis of 1997-98.)

INTERNATIONALLY ACCEPTED

STANDARDS

Key prerequisites for a well-function-
ing international system :

■ IMF, in consultation with others, has
developed standards or codes of good
practices in its main areas of responsi-
bility : SDDS; Code of Good Practices
on Fiscal Transparency; Code of Good

P U L S E  O F  T H E  E C O N O M I E S
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middle course in defining the future role of international financial
institutions, including that of the IMF. But the search for one must
go on in the interests of the global community, especially the
weaker, more vulnerable developing nations.

Private Sector Involvement
It is said that multilateral agencies alone cannot overcome

the institutional void characterising the global financial mar-
kets. There is a need for private sector par ticipation in global
crisis management. This is another issue in the current reform
debate.

■ Crisis Resolution
There have been proposals to involve private lenders in crisis

resolution. Most of the recent ones attempt to design mechanisms
that may compensate, at least partly, for the lack of bankruptcy
procedures concerning sovereign bor rowers. The principal ob-
jective is to achieve a fair burden sharing, by “bailing in’’ the pri-
vate sector once a crisis is looming.

There are two ways of private sector involvement, namely, the
discretionary approach under which agencies such as the IMF
encourage lenders and borrowers to restructure debt on a case-
by-case basis. The US government and the international banking

example, co-operative debt restructur-
ing can help to achieve orderly adjust-
ment, instead of financial disruption,
economic dislocation and contagion.

■ Based on the experience of private sec-
tor involvement in crisis resolutions in
Brazil, Korea, Thailand and other coun-
tries with IMF-supported programmes,
workable measures such as introduc-
tion of collective action clauses in sov-
ereign bond issues are being recom-
mended by IMF. Efforts in this area are
continuing on a case-by-case basis.

SYSTEMIC IMPROVEMENTS :

CONTINGENT CREDIT LINES (CCL)

IMF has created a new instrument of
crisis prevention with the CCL, a precau-
tionary line of defence readily available
to member countries with strong eco-
nomic policies designed to prevent future
balance of payment problems that might
arise from international financial conta-
gion. The design of the CCL draws on the
other major components of the reform ef-
forts, creating fur ther incentives for :

■ Countries to adopt strong policies, be
transparent, adhere to internationally
accepted standards and have a sound
financial system; and

■ The private sector to be constructively in-
volved in crisis prevention and resolution.

Note :  The above is the edited version of the
major areas of co-operative global reform ini-
tiatives contained in IMF’s report on Progress
in Strengthening the Architecture of the In-
ternational Financial System, 30 March 2000.
For updates on progress, visit the following
website : http://www.imf.org.architecture
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community favour this approach. The
other, called rules-based approach, is pre-
ferred by most European governments.
However, both approaches have their own
weaknesses and strengths.

■Crisis Prevention
Private sector involvement may be less ob-

vious with respect to crisis prevention, as the
major responsibility rests with policymakers
in borrowing countries and international regu-
lators. The policymakers are equipped with
various instruments to reduce the risks of
currency runs and financial crises, while the
regulators have the job of enforcing transpar-
ency and accountability.

Nevertheless, private lenders can as-
sume a role in preventing crises spread-
ing from one emerging market to another.
For example, foreign banks may commit
themselves ex ante to provide new credits
to countries threatened by contagion.
Standby credit lines granted by banks to
Argentina, Mexico and Indonesia repre-
sent a prototype of this kind of insurance
against sudden reversals in capital flows.

Concluding Remarks
To be sure, the reform of the interna-

tional financial architecture is a demand-
ing task, as the issues involved are com-
plex. This will require continued extensive
consultation to integrate the views of every
member in the IMF. Beyond this, reform-
ing the IMF is also in order.

Although the international financial insti-
tutions assume a crucial role in crisis resolu-
tion and crisis prevention, they need the sup-
port of other institutions or bodies. For ex-
ample, national policymakers ought to learn
the lessons from recent economic crises,
while multilateral bodies should systemati-
cally review financial regulatory standards.

Meanwhile, greater private sector par-
ticipation is critical in crisis prevention and
crisis resolution. In par ticular, some basic
rules for private lenders would not only
prevent them from excessive lending in the
future, but it would also make them shoul-
der some of the financial burden in crisis
situations. Bailing in the private sector
would help alleviate the dilemma confront-
ing international financial institutions.

Note :  The views expressed in this article do
not necessarily reflect those of the Institute.
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THIRD WORLD’S PERSPECTIVE ON
REFORMING THE GLOBAL FINANCIAL SYSTEM

n Requirements for greater transparency of the international financial markets,

how it operates, who the major players are and what are their activities.

n International regulation to discipline at least the manipulative aspects of fi-

nancial speculation in currency and stock markets, and cross-border financial
trade.

n Greater transparency and regulation of the activities and operations of hedge
funds, other highly leveraged financial institutions, investment banks, pen-

sion funds and other investment funds and offshore financial centres.

n Better regulation in the source countries (i.e. countries providing funds) of

their financial institutions and the international operations.

n Consideration of other measures to reduce speculation such as currency trans-
actions tax.

n In the event of a financial crisis, a system of debt standstill and orderly debt
workout, whereby an outward stampede by creditors/investors is prevented,

and a fair sharing of costs is worked out between the debtor country and
creditors.

n A system of financing for a country facing difficulties to prevent a crisis and
for a country already in crisis.

n A review of the conditionalities attached to loans or debt rescheduling since
the existing set of conditions may be inappropriate and the working out of

what constitutes more appropriate sets of conditions to suit different situa-
tions.

n Greater stability in exchange rates (including among the major currencies)
and more openness in considering what are appropriate currency systems for

developing countries.

n An international framework which is more sympathetic towards capital con-
trols (inflows and outflows) instituted by countries as a normal part of their

financial policy options in light of volatile capital flows and in the absence of
adequate international regulations or reforms.

n A better system of international financial governance, including greater par-
ticipation of developing countries in decisions of the IMF and the World Bank.

n A more adequate system of financing for development.

Note :  The above are the proposals of Martin Khor (a leading exponent on issues af fecting
the Third World countries), which appeared in the article entitled, “Little Action on Financial
Reforms”, The Star, 24 July 2000, p. 28. In that ar ticle, he expressed concerns that the “new
international financial architecture”, first coined by the then US Treasury Secretary Robert
Rubin during the Asian financial crisis, has turned out such that developing countries have
been urged to improve their macroeconomic fundamentals, transparency, provide better fi-
nancial information and enhance their banking sur veillance system. On the other hand,
progress towards refor ming the global financial system to prevent instability and volatility,
restricting speculative activities and crafting a framework that are beneficial to debtor devel-
oping countries has been minimal.
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Any talk of yet another economic cri-
sis so soon after the strong recov-
ery may sound very weird. For all

indications are that the crisis-hit East Asian
economies are clearly on the mend, not-
withstanding the fact the financial crisis
had affected individual economies in vary-
ing degrees and regardless of the impor-
tant differences in terms of their policy
responses.

Indeed, the recovery has been nearly as
dramatic as the crisis itself. Even the hard-
est-hit Indonesian economy is registering
positive Gross Domestic Product (GDP)
growth. Elsewhere, the speed of recovery
has been quite stunningly rapid.

The Malaysian economy registered 5.6
per cent GDP growth in 1999, after having
suffered a 7.5 per cent contraction in 1998.
In the first quarter of this year, the
Malaysian economy posted an impressive
11.7 per cent growth year-on-year.

South Korea scored an even higher
growth rate of 12.8 per cent in the first
quarter of this year, after garnering a hefty
10.7 per cent growth for the whole of last
year. However, it is Hong Kong which tops
the list with a whopping 14.3 per cent
growth in the first quarter of this year.
Most analysts are in agreement that eco-
nomic growth this year in all these econo-
mies will surpass that of the previous year.

The high year-on-year growth in the first
quarter should be interpreted with some
caution, as the high percentage is due
partly to the low base a year ago. One must
not lose sight of the fact that, in the first
quarter of last year, these economies had
registered negative growth rates with
shrinking GDP figures.

On a quarterly basis, to be sure, the first
quarter results are considerably modest.
Thus, for example, Hong Kong’s GDP
growth in the first quarter of this year was
only 5.4 per cent from the fourth quar ter
of last year. In the case of Malaysia, the
first quar ter 2000
GDP was actually
smaller by 0.9 per
cent than that of the
four th quar ter
1999.

One need not
read too much into
the slightly smaller
GDP figure for Ma-
laysia in the first
quar ter, as it may
well be no more
than a seasonal thing. It is worth mention-
ing, at least in passing, that Malaysia’s
lower GDP figure in the first quarter tal-
lies remarkably well with the marginal de-
cline in MIER’s Business Conditions Index
(BCI) in the first quarter, which speaks vol-
umes for the macroeconomic sensitivity of
the MIER index.

It is almost certain that the year-on-year
growth rates in the subsequent quarters
during the rest of this year will be consid-
erably smaller, as the base gets bigger and
bigger in the corresponding quarters of the
preceding year. All these, to be sure, does
not amount to downplaying the strength
of the recover y process currently
under way. Clearly, the GDP growth, as
suggested earlier, will in all probability be
significantly higher for all these East Asian
economies this year.

While the creditable growth rates do

Restructure while the
Going is Good

reflect partly the inherent strength of these
economies, which the market had over-
looked when the panic button was pressed
in July 1997, it is feared that they might
conceal some major systemic weaknesses.
It does appear that the growth we now see

in the region is
mainly a techni-
cal rebound after
the market had
badly overshot.
Expansionary fis-
cal and monetary
policies put in
place to stimulate
the economies
have, no doubt,
facilitated the re-
covery process in

all these economies, strongly reinforced by
the buoyant external demand.

Most macroeconomic indicators are up-
beat. Substantial cur rent account sur-
pluses, rising reser ves, significant reduc-
tions in the ratio of short-term debts to to-
tal external debts and fairly stable domes-
tic prices are among the notable positive
developments. The near-term outlook of
these economies, however, is dependent
precariously on the happenings in the
United States and Japan, which represent
firstly important markets for East Asian
exports and secondly major sources of for-
eign investments.

Although the US economy is showing
some signs of fatigue with clear correc-
tions, it does appear that it is headed for a
soft landing rather than a hard one. Even
so, East Asia may have to brace itself be-
cause a downturn in the US economy

Another economic crisis lurking around the corner?

“Clearly, the GDP growth will

in all probability be

significantly higher for all the

East Asian economies this year

.... The near-term outlook of

these economies, however, is

dependent precariously on the

happenings in the United

States and Japan ....”

By Dr Mohamed Ariff
EXECUTIVE DIRECTOR, MALAYSIAN INSTITUTE OF ECONOMIC RESEARCH
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would affect particularly those economies
that are heavily dependent on the US mar-
ket.

Among the South-east Asian economies,
the Philippines is most dependent on the
US market in terms of export concentra-
tion. However, it is Malaysia that will be
affected most in the region, given the com-
position of its exports to the US. It will take
more than a sharp turnaround in the Japa-
nese economy to neutralise the adverse
impact of a US slowdown on East Asia. But
the chances are that Japan will remain se-
dated, despite positive growth in the first
quarter of this year.

East Asia’s problems, however, are by no
means just cyclical. East Asian economies
have much less to fear from external cycli-
cal fluctuations than from their own inter-
nal structural flaws. It is most unfortunate
that East Asian economies have not learnt
lessons from the recent crisis, judging by
the slow pace, if not total absence, of struc-
tural changes and economic reforms.

There is apparently no political will to
bring about serious economic restructur-
ing, and the rapid recover y has further
eroded the urge to do anything about it.
The lack of corporate sector restructuring
is a case in point. Corporate financial re-
structuring has rarely meant real changes
at the helm of corporate entities nearly eve-
rywhere. There is still too much state pro-
tection and patronage preventing major
changes in the corporate sector.

Ironically, state involvement in the
economy has increased all the way from
South Korea in the north to Indonesia in
the south in the aftermath of the recent
crisis. This is exactly the opposite of what
happened after the previous crisis in the
mid-1980s when governments scaled down
their role in their respective economies
primarily through privatisation.

Banks are still loathe to lend. Loan
growth is extremely lethargic in almost all
economies, due partly to weak demand for
investment funds, given low capacity utili-
sation in the manufacturing sector, and due
partly to the cautious stance taken by the
financial institutions on the supply side of
the equation. Demand in the bond market,
especially in South Korea, remains weak,
with a five per cent spread between bond
yield and interest rate.

 Manufacturing and
trade figures for the
month of April 2000 for
many East Asian econo-
mies, including Malay-
sia, are not flattering ei-
ther. Exports have de-
celerated considerably
with impor ts outpacing
expor ts. Industrial out-
put growth also has slowed down notice-
ably, with adverse implications for GDP
growth and balance of payments surplus.
Three-month moving averages of some key
macroeconomic indictors also suggest that
these economies have been under-per-
forming of late.

All these, however, need not be inter-
preted to mean that another downslide has
already begun. But it cautions that one
must not take the current recover y for
granted and underscore the fragility of the
recover y process that is cur rently
underway.

If East Asia refuses to learn lessons from
the last crisis and fails to set its own house
in order, the crisis will only repeat itself,
as this will mean that the seeds of the cri-
sis will remain intact, ticking like time-
bombs. It is a pity that good governance,
transparency and accountability have re-
mained empty slogans, receiving no more
than lip service.

The next economic crisis can be far more
painful for East Asia than the last one, as it
is likely to coincide with a major slowdown
in the US — a major market for East Asian
exports. A sharp correction in Wall Street
can af fect East Asian bourses badly with
negative wealth ef fects. As noted earlier,
Japan (another major market for East Asian
exports) cannot be of much help either, as
it is mired in dif ficulties of sorts.

The next crisis will be a hard nut to
crack, especially if it happens sooner rather
than later. For one thing, East Asia cannot
hope to export itself out of the recession
the next time around, given the expected
slowdown in the US economy and sluggish
economic growth in Japan. For another, fis-
cal and monetary policies can hardly be
used to stimulate the domestic economy.

East Asian economies can ill-afford an-
other round of pump-priming, as there are
serious limits to the burden of budget defi-

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○
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“It is a pity that good

governance, transparency

and accountability have

remained empty slogans

(in East Asian countries),

receiving no more than

lip service.”

cits that can be borne
safely. Expansionary
fiscal policies in re-
cent years have
pushed budget defi-
cits and government
debts to dangerously
high levels, while
easy monetary poli-
cies have pulled in-

terest rates down to extremely low levels.
Under these circumstances, there is
scarcely any room for further interest rate
cuts, given the growing concerns about
inflationary pressures.

If the Japanese experience is anything
to go by, monetary and fiscal measures are
no substitutes for structural change. Japan
has been trying, in vain, to put its economy
back on track since 1991 by driving inter-
est rates close to zero and incurring huge
budget deficits. Structural flaws cannot be
corrected by macroeconomic policies.

In other words, the traditional instru-
ments available for fire-fighting are not
going to work well should there be another
inferno. The best way to deal with the im-
pending next crisis is to pre-empt it by un-
dertaking serious reforms and restructur-
ing while the going is still good.

The cur rent recovery provides an invalu-
able opportunity to address the problems
in a forthright fashion. Reforms and re-
structuring can be very painful, if they are
forced by circumstances beyond one’s con-
trol, especially when the chips are down.
Much can be accomplished in an orderly
fashion and in a relatively painless manner,
if these are undertaken during the recov-
ery phase at one’s own pace and terms.

But, alas, the recovery seems to have
robbed the urge to bring about real
changes. Calls for reforms under the din
of economic recovery tend to fall only on
deaf ears. Talks of another crisis under the
present circumstances would amount to no
more than a voice in the wilderness. His-
tory repeats itself primarily because we do
not take lessons from it.

Note : This article, reprinted with permission,
first appeared in The MIER Monthly Monitor,
July 2000. The MIER, incorporated on 30 De-
cember 1985, is an independent, non-profit or-
ganisation devoted to economic, financial and
business research that would serve as a think-
tank for the government and the private sector.
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MALAYSIA :  MAIN ECONOMIC INDICATORS
1Q98 2Q98 3Q98 4Q98 1Q99 2Q99 3Q99 4Q99 1Q00

Real GDP growth (%) -1.6 -5.9 -10.1 -11.2 -1.5 4.8 8.5 10.8 11.7

Agriculture -1.8 -5.8 -0.4 -5.1 -4.1 9.4 2.9 4.5 2.9

Mining 0.9 0.7 1.8 0.1 -2.9 -4.6 -0.1 -4.8 0.8

Manufacturing -5.0 -9.6 -18.6 -19.3 -0.2 10.7 19.8 24.2 27.3

Construction -14.5 -19.8 -28.0 -29.0 -16.6 -7.9 0.9 2.7 1.2

Services 4.7 0.0 -3.1 -3.9 -0.1 1.5 4.2 6.6 6.3

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

Trade Balance (RM bil.)

Exports (f.o.b.) 26.3 28.2 27.1 28.1 28.5 27.9 33.9 25.5 27.2 31.9 29.0 30.7

(y-o-y, %) 11.9 18.0 11.2 12.2 11.6 13.4 30.9 17.0 24.0 24.6 11.8 19.8

Imports, (c.i.f.) 20.9 22.5 20.4 22.1 22.9 22.4 25.2 21.0 22.5 25.0 25.5 26.1

(y-o-y, %) 18.8 12.2 12.8 16.7 21.5 23.4 31.7 20.0 32.4 30.2 29.4 36.9

Trade balance 5.4 5.8 6.6 6.0 5.6 5.5 8.6 4.5 4.7 6.9 3.4 4.5

Industrial Production (year-on-year growth, %)

Overall 9.3 8.8 12.9 20.9 13.8 23.1 16.2 25.5 23.5 21.7 18.4

Mining -4.0 -8.5 -0.8 3.6 -4.0 -1.9 6.7 -3.7 -1.3 0.2 3.0

Manufacturing 14.0 13.2 17.4 27.6 19.9 32.6 23.6 26.6 31.1 29.2 23.4

Electricity 1.2 7.0 6.4 3.7 1.1 4.3 8.5 9.0 10.2 5.1 4.0

Consumer Price Index (year-on-year growth, %)

Overall 2.1 2.5 2.3 2.1 2.1 1.6 2.5 1.6 1.5 1.5 1.5 1.3

Food 3.2 4.2 4.0 3.8 3.5 2.8 5.1 2.9 2.2 2.5 2.0 1.9

Transpor t & communications 0.7 0.9 0.8 0.9 1.0 0.9 1.0 1.2 1.1 1.0 1.8 0.9

Gross rent, fuel & power 1.3 1.4 1.0 1.0 1.0 0.9 0.9 0.9 1.2 1.2 1.3 1.5

Producer Price Index (year-on-year growth, %)

Domestic -6.7 -6.7 -5.0 -1.0 -0.9 -0.2 1.9 1.5 3.9 6.3 4.7 5.0

Local -8.0 -8.0 -5.9 -1.2 -1.1 -0.2 2.3 1.7 4.6 7.5 5.5 5.8

Import -0.8 -0.9 -1.2 0.0 -0.2 0.0 0.3 0.8 0.9 1.5 1.2 1.2

Interest Rates (%)

3-mth interbank 3.27 3.25 3.16 3.14 3.14 3.13 3.15 3.18 n.a. 3.14 3.16 3.13 3.13

Avg. lending rate (comm banks) 8.45 8.34 8.00 7.89 7.91 7.86 7.75 7.81 7.79 7.74 7.77 7.77

BLR (comm banks) (mode) 7.24 7.24 6.79 6.79 6.79 6.79 6.79 6.79 6.79 6.79 6.78 6.75

Exchange Rates — RM per unit/100 units of foreign currency

EURO 3.946 3.935 4.037 3.990 4.073 3.945 3.849 3.857 3.742 3.655 3.612 3.440 3.605

£ 6.066 5.982 6.109 6.165 6.301 6.172 6.133 6.233 6.092 6.008 6.016 5.738 5.737

DM 100 201.78 201.12 206.41 203.99 208.27 201.92 196.82 197.22 191.32 187.54 184.67 175.90 184.27

¥ 100 3.145 3.175 3.344 3.544 3.583 3.621 3.702 3.620 3.469 3.561 3.605 3.509 3.578

S$ 2.220 2.250 2.264 2.241 2.267 2.276 2.271 2.270 2.235 2.216 2.223 2.199 2.199

US$ 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800 3.800

Money Supply (year-on-year growth, %)

M1 14.4 21.4 21.5 20.9 21.3 25.1 33.6 31.5 30.6 28.2 23.5 16.3

M2 10.7 12.4 11.3 11.4 10.6 10.2 11.6 10.9 9.2 9.0 7.9 5.4

M3 7.5 9.0 8.5 8.2 8.0 7.9 8.2 7.9 5.2 5.8 4.6 2.8

Loans by the Banking System (year-on-year growth, %)

Broad property sector -2.0 -1.8 -2.5 -1.3 -2.3 -3.1 -2.7 2.8 2.5 3.0 3.8 5.0*

Manufacturing -6.1 -7.3 -6.4 -5.3 -5.5 -6.2 -1.4 1.7 2.3 2.3 2.6 15.5

Financing, insurance & bus. serv. -3.2 -11.0 -17.0 -18.8 -20.2 -18.8 -12.3 -12.4 -11.4 -14.7 -15.3 -11.8

Consumption credit -6.5 -6.7 -4.8 -3.2 -1.2 0.4 1.5 0.4 1.5 2.8 4.0 5.7

Purchase of stocks & shares -27.4 -26.8 -30.5 -33.0 -32.3 -31.8 -22.3 -23.8 -21.9 -8.8

Total -5.0 -5.4 -6.3 -5.4 -6.0 -5.7 -4.8 -5.5 -4.7 -2.5 -1.4 1.3

*  Loans growth figure for May 2000 include loans sold to Cagamas and Danahar ta.
Source : Malaysian Institute of Economic Research (MIER).
Note :  MIER has forecast the Malaysian economy to expand by 7.8 per cent and 6.3 per cent in 2000 and 2001 respectively.
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Physicists love the word ‘entropy’. It refers to the tendency when ever y natu-
ral system has to move from a state of order to that of maximum chaos. Entropy
explains why astronomers believe the universe appears to be heading toward a
final ‘heat death’, countless billions of years from now. Entropy can also be used
to rationalise why your clients’ accounts sometimes refuse to balance; and why
your teenager’s bedroom may look like a concussion grenade just went of f in it.

Not surprisingly, entropy also functions in our financial lives. This new regu-
lar feature represents Akauntan Nasional’s (AN) serious bid to educate all
Malaysians of the need for wise adherence to sensible financial planning princi-
ples and strategies. Each accountant is a ‘centre of influence’ — in your office, to
your colleagues and clients; and in your home, to your family. Money Tree is thus
designed to help you learn and then teach — in steps — all that is important in
crafting a life of financial abundance, bounty and contentment.

strong, consistent growth in national pro-
ductivity. (This becomes obvious if you con-
sider the benefits of playing golf with an
unwarrantedly high handicap versus those
accruing to golfers willing to practise like
Tiger Woods).

Obviously, what is true for Malaysia, as
a countr y in the throes of reinventing a
better self, must be true for Malaysians.

Now, hold that thought, as I make some
general observations.

First, the good news :  Malaysians are
living longer and in better health. En-
hanced education on nutrition and greater
fitness awareness have helped.

The bad news is that funding a long
lifespan must be planned for — to take into
account a typical post-retirement life that
stretches two, perhaps even three, dec-
ades.

I recently completed a pre-retirement
seminar for the local arm of a global oil
company. In the midst of interacting with
the audience, I threw out a statistic I had
picked up elsewhere, which had a sober-
ing ef fect on my participants.

Appar ently, the average Malaysian
reaching our official retirement age of 55
sees his entire Employee’s Provident Fund
(EPF) savings depleted in just three years.

W elcome to this maiden offer-
ing of Money Tree; a financial
planning column designed
for you and those you influ-

ence most. The timing of this first column
— nestled here in the August 2000 issue
of AN — is appropriate. At the time of writ-
ing, I understand that the Financial Plan-
ning Association of Malaysia (FPAM) will
be launched on 14 August 2000.

The FPAM is a body whose time has
come. The escalating complexity of life in
the fast lane in the final five months of the
20th century has seen to that. (You can tell
I’m a calendar purist who refuses to acknowl-
edge the start of the 21st century until its
proper launch date of January 1st 2001!)

With the exception of the almighty God,
nobody knows precisely what the future
holds in store for us. But two trends are
obvious :

■Countries with an entrenched welfare
state mentality are pricing themselves
out of the global marketplace; and

■ Individuals who hope to prosper in the
21st centur y will have to take personal

responsibility for their present and fu-
ture financial well-being.

Those of you who have travelled inter-
nationally will have noticed the level of
state handouts experienced in Canada,
Australia and many nations in Western
Europe. It is easy to understand how such
a system comes into existence. While de-
mocracy is the best form of government
ever devised by man, it still comes replete
with some glaring drawbacks. Perhaps the
biggest one is the ability for the party
promising the most to get into power. Once
that happens, election promises manifest
themselves as legislatively entrenched
state handouts.

Unfortunately, that leads to the inescap-
able need to fund ballooning national budg-
ets. Translation :  higher domestic taxes
or higher trade tarif fs. The good news for
Malaysians is that if we are able to avoid
going down that road, we stand a better
than fair chance of improving our top 20 to
25 ranking as a global trading nation.

But for our country to prosper more, it
must become much more competitive. And
not merely through a currency that enjoys
a pleasantly undervalued peg-rate. True
competitiveness can only grow out of an
environment of high fiscal discipline and

By Rajen Devadason
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Please, Please Please   
For No One Else Will!
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ing from their urban tastes and realities)
is not four per cent, but 8-10 per cent.

Indeed, according to one lady — a stock
broking analyst turned online business
news analyst — her personal inflation rate
in the last few years has run at 15 per cent.
Her methodology of assessment is elegant.
As the mother of two young children, she
merely compared the cost of buying milk,
diapers and toys for her younger child
against what she paid for her firstborn.

For someone with her purchasing pro-
file, a total portfolio return of 20 per cent
might be just the ticket to eventually reach

financial freedom. As you can see from
Table 1, the initial RM10,000 grubstake, if
left alone for three and a half decades to
compound at an average of 20 per cent a
year would grow to almost RM6 million.

Unfortunately, given the almost inviolate
risk-reward relationship — which dictates
that the more reward you want, the higher
the risk you have to take to get it — gain-
ing a consistent 20 per cent return is im-
practical for most people.

So ask yourself what your personal in-
flation rate is. For the sake of argument, if
you think it is eight per cent, consider the
impact of that level of yearly price escala-
tion on two fairly basic commodities :  a
car and a book.

Assuming average annual price escala-
tion of eight per cent, then in 30 years —
when most of us will be retired — this is
what a RM100,000 new Proton Perdana and

If that is true, and I suspect it is, then
our average Frank or Faridah faces a rather
scary future after the age of 58. According
to the Malaysian Life Expectancy Table,
issued by the Insurance Regulations De-
partment of Bank Negara Malaysia, if
Frank were an average 58-year-old
Malaysian man, he could look forward to
living until 79. Faridah, as a 58-year old
Malaysian woman, would have even longer
to live; until the age of 83, on average.

And for as long as we can keep out the
growing AIDS epidemic that is devouring
whole countries in Africa and some pock-
ets of South Asia, Malaysian lifespans will
continue to creep upward. This means that
those who take financial planning seriously
today, will prosper beyond their wildest im-
aginations; long-term portfolio compound-
ing will see to that. For these people, their
future retirements have the potential to be-
come truly golden-hued and diamond-stud-
ded.

Their investment portfolios — if well-
constructed and appropriately diversified
— are long-term engines capable of pro-
ducing consistently high levels of com-
pounding wealth.

As you can see from Table 1, which
measures the growth of a RM10,000 initial
investment, the higher the rate earned by
an investment and the longer it is allowed
to grow, the larger the portfolio becomes.

If you stick your money in a savings or
investment vehicle that yields three per

cent a year, then at the end of the third year,
your RM10,000 would have grown to
RM11,593. But that’s in nominal terms. If
Malaysia’s inflation rate over those three
years averages less than three per cent a
year (on a compounded basis), you will end
up with slightly more than RM10,000 in
real buying power terms.

Unfortunately, my experience suggests
that those who love the safety of low-yield-
ing fixed deposits (FDs), to the exclusion
of all other investment instruments or ve-
hicles are in for a shock. And not purely
because Malaysia’s CPI generally seems
to hover at or below four per cent.

In seminars I’ve conducted, a common
finding is the conviction of Malaysian city
dwellers, be they from Kuala Lumpur,
Johor Bahr u, Penang, Ipoh or Kota
Kinabalu, that the actual yearly inflation
rate experienced in their own lives (aris-

Number of Annual Interest Rate

Years 3% 5% 10% 12% 20%

5 11,593 12,763 16,105 17,623 24,883

10 13,439 16,289 25,937 31,058 61,917

15 15,580 20,789 41,772 54,736 154,070

20 18,061 26,533 67,275 96,463 383,376

25 20,938 33,864 108,347 170,001 953,962

30 24,273 43,219 174,494 299,599 2,373,763

35 28,139 55,160 281,024 527,996 5,906,682

…  Pay Yourself First,
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■ Future — as each of us is entitled to
dream of a better tomorrow.

In this serious game of ordering your af-
fairs and beginning to grow your finances,
the earlier you star t the better. The power
of compound interest is what you need to
harness to work for, not against, you.

Those who tend to drift through life with-
out a firm financial plan are most likely to
allow unproductive consumer debt to build
up and rob them of potential future wealth.

Here’s a quick example :  Let’s consider
a normal Malaysian credit card account that
charges 1.5 per cent interest each month. If
you have a credit card balance of RM20,000,
and merely meet the minimum five per cent
monthly repayment, guess how long it will
take you to pay down the entire sum?

Even if you don’t charge anything more
on the credit card, it will take you almost
years to clear that balance. In that time you
would have paid RM8,170 in inter est
charges alone (taking into consideration the
minimum payment each month of RM50,
that will kick in to-
ward the end of the
repayment period).
That may not seem
like too much to pay
over nine long years.
But remember that
in that protracted pe-
riod, you also paid
back RM20,000 in
principal. In all those
years, this particular
credit card trap would have gobbled up
more than RM28,000 that you could have
saved or invested.

Now, RM28,000 split equally over nine
years works out to about RM260 per
month. That sum is too small to allow easy
direct stock investing.

If, however, it was invested in a monthly
fixed deposit account (while most banks
admittedly require a minimum FD balance
of RM1,000, Bank Simpanan Nasional al-
lows FDs to be opened for as little as RM250)
that yielded an average of six per cent a
year (about the long-term Malaysian FD
average, the current low yields notwith-
standing) then that RM28,000 would have
grown to about RM37,000.

Alternatively, if you had invested that
monthly RM260 in a middle-of-the-road eq-
uity unit trust fund that yielded an average
total return of 10 per cent a year, then even

after factoring the usual five or six per cent
upfront load, you would have RM42,000.

These are just basic comparison calcula-
tions that are second nature to any account-
ant worth his salt, so I’m not providing you
with any ear th-shattering revelation here.
Yet there is a slight — but significant — dif-
ference between being numerate and using
your high numeracy quotient to analyse the
world and trends around you.

You owe it to yourself, and those close
to you, to bridge that gap. If you take noth-
ing else away from this inaugural offering
of Money Tree, please retain this :  I be-
lieve that for the average Malaysian, 90 per
cent  of his or her lifetime medical bills will
be incurred in the last five years of life; long
after peak earning years are passed.

Due to that timing mismatch, it is vital
to begin adhering, as soon as possible to
the one financial planning principle that I
hope you know and will choose never to
forget :  Pay Yourself First.

Quite apar t from your forced savings into
EPF, the base level for adequate savings
and investing is 10 per cent of your after
tax income. Depending on personal cir-
cumstances, that suggested propor tion
might rise to as high as 50 per cent.

Ultimately, life is all about choices. Do
you choose to be an investor or a con-
sumer? A live-for-the-moment grasshopper,
or a wise and prudent ant?

If you don’t choose to set your own fi-
nancial agenda, then you will be living out
someone else’s agenda for your life :  An
agenda that certainly does not include your
financial well-being as its single highest
priority.

Note :  The writer, a financial planning con-
sultant and trainer, is co-author of the best
seller “Financial Freedom — Your Guide to
Lifetime Financial Planning” (KL Mutual). He
welcomes questions and comments on any as-
pect of personal finance in Malaysia. Feel free
to ‘snail mail’ c/o Akauntan Nasional or e-mail
rajendevadason@yahoo.co.uk.

a RM40 novel would cost :

Imagine having to shell out RM1 million
for a fairly basic 2,000-cc car, or RM400 for
the privilege of reading the latest 2030 best-
seller!

Now, these very simple numbers have
been crunched for only one purpose. Not
to scare you, but to help open your eyes
just a little bit wider.

A modicum of foresight today and the
intelligent application of financial planning
principles in the days ahead will help you
deal with the inflated price tags that seem
certain to litter the corridor of our future.

And that is where financial planning
comes in.

As the world grows more complex, the
need for take-charge-initiative on our part
will rise. Yet few realise this, not just here
in Malaysia, but even in the richest of all
countries.

A recent study in the US, ‘The 1999 Re-
tirement Confidence Survey’, showed that
70 per cent of the American work force was
confident it had enough savings for retire-
ment. But, when the actual situation of
each respondent was probed, it was discov-
ered that only 49 per cent had bothered to
calculate how much would be needed in
retirement. Worse still, just 39 per cent of
the entire sample size was deemed to be
doing either a ‘good’ or ‘very good’ job of
preparing for retirement. That means al-
most two-thirds of Americans aren’t.

As far as proactive management of our
own futures is concerned, I suspect the
situation in Malaysia is worse. But finan-
cial planning can help.

If distilled to its purest elements, this
discipline is about applying guiding prin-
ciples to deal with our past, present and
future finances. It covers our :

■Past — because some of us may be car-
r ying the baggage of yesterday’s ex-
cesses that are costing us our future;

■Present — since now is the best time to
act and change course toward a better
destination; and

 F I N A N C I A L  P L A N N I N G  F O R  YO U  A N D  Y O U R S

M O N E Y  T R E E

                          Nominal RM

                     PROTON        BEST-SELLING

                            PERDANA            NOVEL

Price Today        100,000         40

Price in 30 years   1,006,266           403

 Price Escalation of a Car and Book
(assuming an 8% ‘Personal Inflation’ Rate)
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When seen in the context of dec-
ades of technological advance-
ment, the computer and com-

munications technologies that are at the
heart of the Internet economy did not ap-
pear suddenly, but rather reached a point
of maturation at which their impact became
sweeping. The Internet itself is the best
metaphor for this. It took 20 years for the
network of networks to develop to the stage
where it really matters to the US economy
and society at large.

According to the Keenan Report, last
year e-commerce generated US$95 billion

Global
E-business
Development and Trends
By Derrik Khoo
CHAIRMAN OF GO2020.COM MSC SDN BHD

in the US alone. The figure is expected to
almost double to US$187 billion this year.

US E-commerce Growth
1996 US$2 billion

1997 US$13 billion

1998 US$40 billion

1999 US$95 billion

2000 US$187 billion

2001 US$299 billion

2002 US$446 billion

Source :  The Keenan Report, Morgan Stanley
Dean Witter

What about Asia?
The increasing use of the Internet has

been observed in Asia-Pacific too. Figures
released by Goldman Sachs Investment Re-
search show that there are 50.6 million us-
ers in Asia Pacific (including Australia and
New Zealand, but excluding Japan) this
year. By 2003, the number is estimated to
be 201.1 million. E-commerce revenue is
expected to increase in this region concur-
rently with the growth of Internet use. The
figures below show Asia-Pacific revenue
forecasts by two reputable research firms.

IDC

1999 US$10 billion
2003 US$123 billion

The Gartner Group

2000 US$30 billion
2004 US$1 trillion

Source :  The Internet Economy in Asia Pacific

(excluding Japan)

The Internet environment in Asia today
is a virtuous cycle of usage, investment and
growth. Hugely successful IPOs have led
to massive investments, increasing PC and
Internet penetration, which in turn leads
to more and more Inter net usage. As time
goes by, the demand for locally-sourced
and targeted online content rises, leading
to the development of more portals, news
sites and vertical portals (vortals). The IT
revolution has given birth to online busi-
ness transactions. As a result, we are see-
ing more and more small  and medium size
businesses (SMBs), and small office/
home offices (SOHO) facing the need to
go online.

Granted, in Asia-Pacific, business-to-con-
sumer (B2C) e-commerce is still in its in-
fancy. A few years back, companies pub-
lished information on their goods and serv-
ices on the Web. Today, many of them pro-
vide basic order-taking, confirmation and
status check online facilities. Some of them
have also ventured into online auctions,
selling to the highest bidders and buying
from the lowest bidders. In the next few
years, all companies are likely to incorpo-
rate e-commerce.

The so-called e-company will have a fully-
integrated supply chain, information re-
source and store administration/manage-
ment in real-time to minimise inventory, hu-
man involvement, to improve fulfilment and
to maximise the return-on-investment (ROI).
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According to the Harvard Business Re-
view (May-June 2000), most companies
have had to content themselves with sell-
ing goods in one way. They constantly
wrestle with this question :  what to sell
and how to sell it?

Choose one way and you forego other
possibilities. For example, mass merchan-
disers with fixed prices do not invite nego-
tiation. Auction houses do not sell through
mail order. As a result, companies have had
to sacrifice a lot of potential customers,
leaving a lot of money on the table.

However, with the Internet, that con-
straint disappears. Businesses are increas-
ingly unconstrained by the laws and limi-
tations of the physical world. Welcome to
the all-in-one markets :  a concept in which
markets offer side-by-side, alternative ways
for buyers and sellers to transact business.

It’s essentially a three-stage revolution.
In stage one, innovation in online transac-
tion mechanisms is seen. For example,
continuous replenishment in the online
health and beauty business enables auto-
matic reordering/fulfilment of fragrances
and cosmetics under preset terms.

In stage two, individuals gather into buy-
ing blocks, leveraging their combined pur-
chasing power to drive prices down. This
can be seen through Priceline.com’s ‘de-
mand collection system’ where buyers post
the price they are willing to pay and invite
sellers to either accept or decline the busi-
ness as well as Mercata’s electronic group
buying facility.

In stage three, many sellers aggregate
onto the sites that already feature more
than one selling mechanism. The early
leader is the US website Travelocity where
books, special fares from membership in
affinity programs and access to travel agen-
cies are available. For consumers, this can
be likened to one-stop shopping.

At the moment, elements in the new e-busi-
ness environment include business-to-con-
sumer (B2C), business-to-business (B2B),
business-to-employee (B2E) and business-to-
partner (B2P). In B2C and B2B e-commerce,
both the corporate and consumer sides of the
business must be developed with sufficient
support such as a call centre. B2E refers to
the training and hiring of employees while
B2P refers to the use of technology to coor-
dinate joint activities.

All these new electronic transactions will
give businesses a competitive advantage,
presenting them with new capabilities, op-

portunities and services as well as horizon-
tal, standard based solutions.

However, there must be sufficient e-com-
merce infrastructure to suppor t an e-com-
pany’s exponential growth.

Getting Started
How does a company begin its electronic

transactions? In general, outsourcing
website and software applications can sig-
nificantly reduce the set-up costs and main-
tain a presence on the Internet. For large
companies, the cost savings in the first year
can be as high as 80-90 per cent compared
with in-house options. In addition to saving
costs, outsourcing hosting applications also
assures security, scalability and reliability.

For companies that lack the resources
to set up e-commerce facilities, an applica-
tions services provider (ASP) may be the
solution. The concept underlying ASPs is
simple — they offer an alternative way of
delivering e-commerce software over the
Internet — via the browser — whether you
are using nar rowband or broadband.

Several factors have led to the interest
of renting applications, from the perspec-
tives of both companies and vendors. For
companies, competitive pressures are forc-
ing them to re-emphasise their core com-
petencies, which leads to outsourcing their
IT facilities.

Companies also have problems hiring
and retaining the right people to build and
maintain their systems internally. For ven-
dors, the Internet is certainly the most im-
portant enabler. As the Net becomes more
reliable and secure, more applications will
be delivered over the Net. In addition, ad-
vances in server-based computing and ac-
cess to increased bandwidth are also in-
creasing the use of ASPs.

End of the Beginning
The Dot-COM phenomenon started,

mainly in the US, when young, promising
Inter net companies, which were well-
funded by venture capitalists and headed
by fearless entrepreneurs, grew big very
fast and went global in a short span of time.
Online stock traders lavished these com-
panies with huge stock valuations.

However, losses quarter after quar ter
prompted them to focus on building brand
and market share. Alas, the share prices
of many profitless Inter net companies have
since collapsed. Consumer Net plays too
are running low on money.

It is common belief now that most Internet
companies will fail. It is said that 30 per cent
of Internet IPOs will be trading above issue
price while 70 per cent below issue price.
Most Internet firms are also over-valued —
a whopping 90 per cent of Internet stocks
are over-valued and 10 per cent under-valued.
The true value of an enterprise is the present
value of future cash flows. This has always
been the case, and always will be.

Despite the rather gloomy picture, the
future of e-commerce is ver y bright indeed.
In fact, traditional companies in the US are
beginning to embrace the Internet, extend-
ing their core businesses and reaching out
to new customers. With more focus on
business efficiency, improving productiv-
ity, cutting costs, better management of
inventory and ef ficient customer service,
these companies are meeting the demands
of the marketplace better than ever. This
is known as the Dot.BAM (bricks-and-mor-
tar) phenomenon.

Concluding Remarks
The current economic climate cer tainly

favours the growth of e-commerce.
Internet usage is increasing steadily in
Asia-Pacific and it won’t be long before
online shopping becomes a common daily
routine. So, the longer a business waits to
embrace e-commerce, the more likely it
will lose out. In the coming years, without
e-commerce facilities, a business will not
be able to retain its customers.

Undeniably, Internet players in Asia-Pa-
cific are relatively new to the game. How-
ever, they could have a head star t by avoid-
ing the pitfalls that brought down several
Internet adopters in the West.

But that’s not all. For an e-company to
succeed, it must understand the online
market. No less crucial is getting the right
e-commerce solution. A sound investment,
such as GO2020’s Alcamall, which is cost
ef fective, efficient, easy to use,
customisable and packed with exciting fea-
tures, is what businesses should be look-
ing for. With Alcamall, the price is low and
the business model is relevant. Best of all,
SMBs can get started right away.

Note :  Der rik Khoo is the chairman of
GO2020.com MSC Sdn Bhd. The company is
an Application Service Provider (ASP) which
provides an intergrated e-commerce application
service to SMBs. GO2020’s clients include host-
ing companies, Internet Ser vice Providers
(ISPs), portals, banks and telecommunications
companies.
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Electronic Authentication  
                E-mail Security and   

 E L E C T RO N I C  A U T H E N T I CAT I O N

T E C H N O L O G Y

Many of us communicate with our clients,
customers, colleagues and co-workers
on a daily basis using e-mail ... unse-

cured e-mail. Unfortunately, sending an e-mail
without any regard to security issues may prove
disastrous for many. Imagine the effects if mail —
especially the ones that are private, confidential,
and in some cases, privileged communications,
wind up in the wrong hands!

We talk about the cause and effect of the Internet
all the time, but an often-overlooked arena is the
growth of e-mail traffic. Worldwide, it is estimated
that we will send over five trillion messages this
year, and most of these will be sent without any
regard to security. All communications over the
Internet are inherently open and unsecured un-
less steps are taken to protect them.

We have all heard this before. Most CPAs in
firms and those who work for companies, the gov-
ernment and even in academia have Internet us-
age policies in place that deals with this issue. It
probably reads like this :  “Confidential informa-
tion is not to be transmitted over the Internet with-
out proper encr yption.” This is great in theory,
but seldom used in practice, because e-mail is so
easy to use that we don’t typically think about the
security aspects. And besides, who would want to
read your mail anyway? With the advances we have
experienced in e-mail technologies and related
groupware products, the increase in productivity
has allowed us to become very complacent with
regard to security.

E-mail Problems
There are four inherent problems when using

e-mail, authenticity of origin, data integrity, non-
repudiation and access control/confidentiality.

With authenticity of origin, we are concerned
with who sent the message. Just because the

‘From’ field in a message has a name that is recognisable does not necessarily
mean that it is from that person. ‘Spoofing’ is a technique that makes an impos-
tor’s message appear as if it came from the real sender.

Data integrity is concerned with the contents of the message as it travels from
the sender to the recipient. Messages can be intercepted en-route and changed.

Non-repudiation is related to the authenticity of the messages origin. The sender
may tr y to argue that the message was not the one he/she sent or that they never
sent the message at all.

With access control/confidentiality, we are concerned with who can see the
message. To help, a ‘sniffer’ captures and reads all of the mail that passes by it
over a network, and is a device (either software or hardware) that is placed on
the network that can be used to perform legitimate network analysis or to steal
information that travels over the network.

There are a number of ways to overcome these problems. Some solutions deal
with only one aspect, while others deal with all four. If you look at the issues, it

Working Through the Maze of Options and Opportunities

By George W. Wilson CPA
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becomes apparent that the only way to deal with all four is to have some kind of
writer-to-reader security.

Securing Your Mail
Today, there are many common methods of protection in use. The most com-

mon of these are instituted at levels 2–4 of the ISO 7-Layer Reference Model. These
levels are the data link, network and transport layers of the model, and include
such technologies as SSL (Secure Sockets Layer) and VPN (Virtual Private Net-
works). These methods are session-oriented; after the session is star ted, a secure
pipe is created between the parties. As long as the session is in progress, the
access control/confidentiality issue is dealt with due to the encr yption that oc-
curs. If a digital signature is used, authenticity and non-repudiation can be estab-
lished. There is no way that these methods can address the data integrity issue.

Another common method used is to encrypt the information with a file at-
tached to the e-mail message. The e-mail message is nothing more than a trans-

port mechanism for the attached file. Saving a file
in Word or Excel, or something like WinZip with a
password, will encrypt the file.

Still, there are a couple of problems with this
method. The first is that the recipient needs to know
the password to open the file. How does he or she
get it? (I have seen them sent in the body of the e-
mail!) And what about the password itself? Pass-
words are a notorious weak link. Another problem
is that there are commercially available programs
to recover these files when passwords are forgot-
ten. As you can see, this method can only deal with
access control/confidentiality, and is very suscepti-
ble to tampering.

The last method takes place at the Application
Layer (level 7) of the ISO 7-Layer Reference Model.
Some of these technologies include S/MIME, PGP,
PEM, X.400 and MOSS. In their application, these
protocols use public key cryptographic technology
to secure the entire message prior to being sent to
the recipient, so the message is protected from the
time it leaves the sender until the recipient opens
it. All four issues are dealt with using this method.

Of all of these methods to secure e-mail, it be-
comes quite obvious that public key cryptographic
technology is the preferred method because it pro-
vides for writer-to-reader security. So which tech-
nology should you choose? Much of this decision
already is made for you based on the e-mail appli-
cation software you are using. Some applications
may use one of the standards mentioned above, or
they may be using some proprietary technology.

The Technologies —
S/MIME is Preferred

PGP or Pretty Good Privacy is a popular stand-
ard for e-mail encryption on the Internet, and is
the simplest one. PGP is packaged and performs
both encryption and decryption, provides a digital
signature, performs the verification process and
does its own key management. It is an ef fective
tool when used in a small community of users.

Problems arise in how the keys are managed. It
uses a trust model, and you must go through the
authentication with someone who is trusted by you.
The problem surfaces when you inherit all of their
trusts, or when all of your own trusts are inherited
by them. If there is a bad apple somewhere in the
chain, your security has been breached! This is
why PGP is used primarily in small groups.

PEM (Privacy Enhanced Mail), X.400, and
MOSS (MIME Object Security Services) all have
interoperability problems and thus have not had
much vendor support.

S/MIME seems to be the standard many ven-

43

  Technologies :
 Digital Certificates



Akauntan Nasional August 2000

dors are adopting. Products from
Microsoft, Netscape, Lotus and Novell
have adopted its use. Developed in 1995
by a group of software vendors led by RSA
Data Security, Inc., this technology defines
how digital signatures and encryption are
used to secure e-mail, and ef fectively deals
with the four issues outlined above.

So what exactly is S/MIME? S/MIME
stands for Secure MIME, and MIME is
short for Multipurpose Internet Mail Exten-
sions—a set of specifications that deal with
formatting non-ASCII messages (graphics,
audio, video and others) so they can be de-
livered over the Internet. This technology
also provides support to interchange text
in languages that use different character
sets. S/MIME additionally applies two Pub-
lic-Key Cryptographic Standards (PKCS)
and makes use of X.509 certificates, a stand-
ard that defines digital certificates.

Digital Certificates
A Digital Certificate is the representation

of a Digital ID. In plain terms, it is the elec-
tronic equivalent of a driver’s license. Cer-
tificates reside in your Internet browser and
e-mail software, and are used to prove your
identity, gain access to information and
encrypt e-mail. This ID binds your identity
to a pair of electronic keys. A Digital ID is
issued by a Certification Authority (CA) and
is signed with the CA’s private key. Verisign,
Inc., a CA, is the leading provider of these
services (www.verisign.com), and another
well-known CA is Thawte Consulting
(www.thawte.com).

The Certificate will contain the owner’s
public key, the owner’s name, the expira-
tion date of the public key, the CA’s name,
the serial number of the Digital ID and the
digital signature of the CA. Digital IDs use
two related keys (key pair): a public key
and a private key. Through the CA, the
public key is made available to anyone
wanting to correspond with the owner, and
is used to verify the signer with their pri-
vate key. The owner can encrypt messages
that can only be decrypted using his or her
private key. When a Digital ID is installed
in an Internet browser, it can function as
your credentials when you enter a site.
Using the Digital ID in this fashion can
eliminate the need for entering passwords
to gain access to certain sites.

Digital IDs also provide a digital signa-
ture that cannot be altered or forged, but
the legal status of these signatures is still
not well defined. The Federal government
has indicated that it will suppor t the legal
authority of these signatures, and there are
efforts in various states to legislate the le-
gality of these signatures.

Getting a certificate is an easy process.
At the Verisign Website, www.verisign.com/
client/enrollment/index.html, for example,
you can buy a cer tificate valid for one year
for $9.95 or one on a 60-day trial cer tificate.
Users simply complete an application, and
an e-mail is sent to you with a PIN, instruct-
ing you to Verisign’s secure Digital ID Cen-
tre at digitalid.verisign.com/enrollment/
mspickup.htm to retrieve your Digital ID.
Once you enter the PIN and press submit
you will be instructed to install the Digital
ID by pressing the install button. After you
have completed this step, you are ready to
send and receive secure e-mail!

Sending and Receiving
Secure Mail

After the Digital ID has been installed, us-
ing it is very easy. In the following exam-
ple, Outlook Express v5.0 will be used.
Let’s first check the installation of the Dig-
ital ID. Open Outlook Express and go to
“Tools, Options, Security.” Click on the
button that says “Digital Ids;” your digital
ID should be listed in the box.

Now we will create a new message that
is digitally signed and send it to ourselves.
Once you have created the message, you
can click on the button on the toolbar that
says “Sign” or go to “Tools” and click on
the option that says “Digitally Sign.” Once
this is done, you will see a red ribbon at

the end of the “From” box. Press send. The
retrieved message looks like a normal
message with the red ribbon at the end of
the “From” box that you can now click on
and read the cer tificate information.

Now create another message. Click on
the button to digitally sign the message and
also click on the button to encrypt the mes-
sage or go to “Tools” and click on “Encrypt.”
Send the message. Once you have retrieved
the message and try to open it, a box will
appear that says, “Using your private ex-
change key to decrypt.” Press OK.

The next screen that appears tells you
that the message has been digitally signed
and encrypted (this can be tur ned off for
all future occurrences). You will notice in
the header there is a new line labelled “Se-
curity” that says the message has been dig-
itally signed, verified and encrypted. Press-
ing the “Continue” button at the bottom will
take you to the body of the message.

You do not need another person’s Dig-
ital ID to send a digitally signed message;
however, when you want to send encrypted
messages, you will need to have the recipi-
ent’s Digital ID. The easiest way to get this
is to have the recipient(s) send you a
signed message and add the information
to your address book. To do this, open the
message, choose “File, Properties” and
then select the Security tab. Choose “Add
Digital ID to Address Book.” In addition,
you can retrieve someone’s Digital ID from
a Directory Service such as Four11, import
it from a file or retrieve it from the CA’s
repository.

Final Thought
The information contained in this arti-

cle is somewhat complex and fraught with
acronyms. Trying to keep it simple to gain
a basic understanding by brushing over or
eliminating details is unavoidable unless
you want to read a book.

Hopefully you will read this article, go out
and get your Digital ID and be on your way
to “safe” e-mailing. Don’t be surprised when
someone responds to your mail “I can’t read
your message.” They are just a little behind
the times! Lastly, let me know that you have
signed up by sending me a digitally signed
message to gww@onesourcepsg.com
(maybe we can trash my server with the
volume of mail!).

 E L E C T RO N I C  A U T H E N T I CAT I O N

T E C H N O L O G Y

S/MIME can be used with any

transport protocol that transmits MIME

objects,   including HTML. S/MIME is

also being used for EDI transactions

over the Internet (www.verisign.com/

server/prod/edi/index.html). In order

for you to start securing your e-mail,

you must have a S/MIME certificate or

“Digital Certificate.”
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An ever-increasing number of busi
nesses and individuals are using
the Internet. Electronic com-

merce is becoming commonplace. As the
world rushes forward to embrace the
cyber world, there is an awakening about
the ethics associated with many of the prac-
tices and methods used.

Businesses currently operate in a frame-
work bounded by legal and regulatory laws
plus a code of business ethics that estab-
lishes “how we conduct our business af-
fairs, from the basest fraud to the highest
levels of excellence” (Grace and Cohen, 1).
The environment has evolved over many
years and has served business and the
general community well.

But business is changing. Business prac-
tices are changing. Businesses are being en-
couraged to adopt electronic commerce, de-
fined as “every type of business transaction
in which the participants prepare or trans-
act business or conduct their trade in goods
or services electronically.” (DCITA, 1999, 2)
One of the biggest changes in moving to an
electronic or cyber world is the lack of physi-
cal boundaries — no owners and limited
business rules govern this new medium.

So the question of ethics and electronic
commerce is one related to the moral is-

sues and r ules of conduct arising from do-
ing business, shopping and communicat-
ing through electronic means. It has its
foundations in the intersection of business
ethics and computer ethics and relates to
how we conduct our af fairs when using
computers or electronic means.

So what are the issues? Just how do we
establish and enforce the rules of conduct
in this new environment? Can we expect
ethical behaviour from the world at large?
Are there any morals where the Internet
and World Wide Web are concerned?

Rapid developments in technology over
recent years have enabled faster informa-
tion exchange, increased storage facilities,
improved access to information and en-
hanced networking capabilities. The
Inter net, World Wide Web, Corporate
Intranets and Extranets, CD ROMS,
databases and tools for analysing and track-
ing information are commonplace in the
business world and amongst the commu-
nity. Never before has there been so much
information at our fingertips. Never before
has so much information about us been
stored in so many databases. Never before
have our af fairs been monitored and
tracked so much.

While the uptake of these new technolo-

gies has far outpaced the adoption of pre-
vious innovations, such as the television or
facsimile machines, there has been little
attention in the mainstream press to ethi-
cal considerations associated with the new
power that these technologies deliver. This
revolution is ef fectively ignoring geo-
graphical boundaries and therefore chal-
lenging many of the jurisdictional aspects,
which have sought to protect businesses
and citizens.

While there are no universally accepted
answers to the ethical dilemmas, it is im-
portant that they be debated and discussed
by the broader community.

Neutrality
The Inter net has become a global phe-

nomenon. But just how global is it? While
newspapers, media and jour nals from
around the globe cite impressive statistics
about how many businesses and citizens
are using the Internet, when considered
across a worldwide population, they reflect
that approximately 2.5 per cent of the
world’s population use it. (Figures from
Computer Industry Almanac Inc) The ma-
jority of users are in Western countries
except China, Japan and Taiwan, and just
over half of the total number of users is in
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the US. Should we still call it global? So-
cial commentators speak of new classes
being developed — the information-rich
versus the information-poor. Can our soci-
ety support these new classes?

As with the printed world, there is no
limit to the type of information produced
and published in the online world. Sexu-
ally explicit and graphically violent mate-
rial is often only a click away from busi-
ness procedures, government policies, en-
tertainment and school sites. But is this in-
formation appropriate for all audiences?
Censorship is a real issue in an online
world. Issues of language and culture are
also important when we are publishing in-
formation for a world audience. Often sites
built in one country can meet all local ethi-
cal considerations but be offensive to an
audience in another country.

Privacy
As the number of Internet users world-

wide increases exponentially, the
databases of the corporate world are bur-
geoning. Information is captured and
stored about individuals, their spending
habits and preferences with each click
made. Automatic teller machines, websites
and other electronic devices can automati-
cally capture details while people attend to
their financial transactions, purchasing
from their favourite website or conduct
business electronically. Powerful data min-
ing tools enable this information to be ana-
lysed and tracked often without the indi-
vidual’s consent or knowledge.

Various countries are addressing this is-
sue at present with legislative solutions —
but how effective will these be? Do web
developers or businesses that are creating
websites have to become international law
experts in order to ensure that their site
meets the requirements of every country?
What risks do online shoppers and online
businesses take when dealing with global
businesses? Should companies be forced
to reveal their data collection habits and
indicate the use of the information that they
collect? Should individuals be given the
choice of whether their details are captured
and stored?

Trust
The Internet is full of information and

sites appealing to specific interests. But just
how much is accurate? How much can we
rely on? How do we know who is behind
the operation?

While we are familiar with popular brand
names and trust the local companies that
we know, many sites are developed by com-
panies that we do not know offering brands
and products that we have never heard of.
Are these companies genuine? Will you re-
ceive the ser vices or goods you pay for?
What happens if you need to exchange
them?

There are no guarantees on the Internet
and no rules governing how these issues
should be addressed. The accounting pro-
fession is taking a lead in this area with the
development of the WebTrust service (re-
fer http://www.webtr ust.com for further de-
tails) but how widely will this be accepted?

Security
Widely publicised as a result of ‘hacker’

stories, the issue of security of information
on the Internet or World Wide Web is of
paramount importance. Businesses need
to secure their data and need to establish
trust in electronic transactions. Individu-
als need to know that information sent elec-
tronically is secure and safe, particularly
where there is financial risk.

The risk of fraud in e-commerce is real
for businesses. In order to allay some of
the fears associated with privacy and fraud
and to help create a climate of tr ust, vari-
ous technologies have been developed.
Technologies aimed at validating, authen-
ticating and securing transactions have al-

ready been developed and being adopted
by businesses and governments.

Electronic Practices
Browsers and search engines utilise

technologies that enable them to prioritise
database listings according to various cri-
teria; companies utilise programmes called
cookies to track and monitor the practices
and online movements of visitors. But are
these legitimate marketing practices?
What is the information used for? How is
it stored? How much information is cap-
tured? Do the users know about what in-
formation is being captured and what it will
be used for? These are new practices only
made possible by emerging technologies
and so not previously considered by legis-
lation or codes of conduct.

New technologies also enable users to
cut, copy and paste information written and
developed by others. While questions of
intellectual property and copyright have
existed for many years, the ease with which
material made freely available in electronic
formats can be obtained and used by indi-
viduals requires urgent attention.

As the online world moves into a mobile
era with wireless technologies being
adopted and tested by businesses, issues
such as those mentioned above will become
even more impor tant. They need to be ad-
dressed now so that an ethical environment,
that is an accepted part of today’s world, can
apply to the online world as well. Ethics and
electronic commerce can exist but must be
recognised and understood by a wider au-
dience including all business operators, web
developers, website owners and consumers.

Note :  In 1999, the IT Chapter of the Institute of
Chartered Accountants in Australia (ICAA), in
conjunction with the Charles Sturt University,
undertook the publication of “Ethics and Elec-
tronic Commerce :  A Collection of Papers.” The
articles, contributed by a number of academics
from institutions around the world, represented
the latest in research on ethics and electronic
commerce. Inquiries regarding the publication
should be directed to IT_Chapter@icaa.org.au
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Combating the Sick
Building Syndrome
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If you often get tired or depressed, have head-
aches or unexplainable fatigue, experience
wheezing, sniffles, coughs, rasps in your

throat, or even breathing problems without reason,
the problem may be due to the poor indoor air qual-
ity that you are breathing.

The average person
spends about 90 per
cent of his time indoors
— whether at home,
the office, school, col-
lege, movie theatre,
shopping complex,
car, etc. We breathe in
approximately 18,000
to 24,000 quarts of air
each day. It does not take long for our lungs to col-
lect a potentially lethal quantity of thousands of dif-
ferent chemicals and solid pollutants. These pollut-
ants have been identified as the main cause of ‘Sick
Building Syndrome’, a common sickness whereby
the occupants experience symptoms that do not fit
the pattern of any particular illness and are difficult
to trace to any specific sources.

Health does depend on the air we breathe. There
has never been a time when so much well-deserved
attention has been focussed on the growing air pol-
lution problem as now. Our defence mechanisms are
being stretched to the utmost, with little reser ve left
to fight infections or allergens. The average person’s
respiratory system has to eliminate, everyday, over
two tablespoons of particulate matter (dust, pollen,
tar, acids, smoke, bacteria, rubber, carbon, metals,
and many other particles). Small wonder that a grow-
ing percentage of the population has chronic sinusi-
tis, allergies, asthma, inflamed eyes, and other symp-
toms caused and aggravated by air pollution.

L I G H T E R  N OT E
W E L L - B E I N G

Our homes should be free of pollutants

Mother Nature keeps the outdoor environment relatively clean
and healthy. But what about our homes, sealed up and year-
round energy efficient, the less they allow fresh air to infiltrate.
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Human Hair
Human Sneeze
Pet Dander
Pollen
Spores from plants
Mold
Smoke
Dust mite debris
Household dust
Skin flakes

POLLUTANTS                      MICRONS

POLLUTANTS

BENZENE

AMMONIA

CHLOROFORM

FORMALDEHYDE

BENZOPYRENE

HYDROCARBONS

TRICHLOROETYLENE

XYLENE

SYMPTOMS

Headaches, eye/skin
irritation, fatigue, cancer

Eye/skin irritation, head-
aches, nose-bleed, sinus
problems

Headaches, asthma attacks,
dizziness, eye/skin irritation

Headaches, eye/skin irritation,
drowsiness, fatigue, respira-
tory problems, memor y loss,
depression, gynaecological
problems, cancer

Asthma attacks, eye/skin
irritation, respirator y irritation

Headaches, fatigue, nausea,
dizziness, breathing difficulty

Headaches, eye/skin irritation,
respiratory irritation

Headaches, dizziness, fatigue

EXAMPLES OF CHEMICAL POLLUTANTS (NATURAL SOLUTIONS)
SOURCES

Paint, new carpets, new
drapes, upholstery

Tobacco smoke, cleaning
supplies

Paint, new drapes, upholstery,
new carpeting

Tobacco smoke, plywood,
fur niture, particle board, office
dividers, new carpets, new
drapes, wallpaper,  panelling

Tobacco smoke

Tobacco smoke, gas burners,
furnaces

Paints, glues, fur niture,
wallpaper

Paint, new drapes, new carpets
cleaning supplies
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However, ver y few people are aware of
the pollutants found indoors! A study con-
ducted by the US Environmental Protection
Agency (EPA) confirms that indoor air pol-
lution is directly related to 64,000 deaths per
year in the United States (US). Moreover,
the EPA calls Indoor Air Pollution, one of
America’s five-most-serious environmental
health risks. In early 1996, The American
Journal of Respiratory and Clinical Care
Medicine reported that in some cities, small
particle air pollution might shorten the av-
erage resident’s life span by a year or more.

Despite technical progress and industri-
alisation, Mother Nature keeps the outdoor
environment relatively clean and healthy, but
our sealed up, year-round energy efficient
homes and offices, keep nature out and pol-
lution in. The more our modern homes and
offices become energy efficient, the less they
allow fresh air to infiltrate. Air conditioners,
which are standard equipment in homes and
offices, only circulate the dust, gases and all
other contaminants over and over again. If
you have ever felt better being outdoors than
indoors, indoor air pollution is most likely the
reason!

Indoor Air Pollutants

What constitutes indoor air pollut-
ants? These are unwanted, some-

times harmful materials in the air. They
range from dusts to chemicals to radon.
Studies have shown that over 4,000 toxic
chemicals, which are found in homes, of-
fices, schools and hospitals, have a direct
effect on our body’s chemistry. Even tiny
changes in chemistry can have significant
impact on how the brain, thyroid gland, re-
productive system and other parts of the
body work. And, experts warn that fumes
from various cleaning products can cause
learning disabilities.

Basically, indoor air pollutants can be
divided into two groups :  particles and gas-
eous pollutants.

Particles are very small, solid or liquid
substances, that are light enough to float
suspended in the air (e.g., mists, dust, or
pollen). They are composed of diverse ma-
terials including inorganic and organic
compounds, and dormant and living organ-
isms. Of primary concern from a health
standpoint is :

1 Small, invisible, respirable-size parti-

cles, which have a higher probability
of penetrating deep into the lungs,
where they may stay a long time and
may cause acute or chronic effects, and

2 Larger particles, such as some moulds,
pollen, animal dander, and house dust al-
lergens, which do not penetrate as deeply,
but may cause an allergic response.

Respirable-size particles include, but are
not limited to those from cigarette smoke;
unvented combustion appliances such as gas
stoves and kerosene heaters; viruses, bacte-
ria, and some moulds; and fragments of ma-
terials which, when whole, would be consid-
ered larger than respirable-size particles.
Health ef fects from exposure to respirable-
size particles in the air depend on the types
and concentrations of par ticles present, the
frequency and duration of exposure, and in-
dividual sensitivity. Health effects can range
from irritation of the eyes and/or respiratory
tissues, to more serious effects, such as can-
cer and decreased lung function. Biological
particles, such as animal and insect allergens,
viruses, bacteria, and moulds, can cause al-
lergic reactions, infectious diseases, and/or
can produce toxic by-products that may be
released into the air.

W E L L - B E I N G
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Gaseous pollutants include combustion
gases and organic chemicals that are not
associated with particles. Hundreds of dif-
ferent gaseous pollutants have been de-
tected in indoor air.

Sources of combustion gases (such as
carbon monoxide and nitrogen dioxide) in-
clude combustion appliances, cigarette
smoking, and the infiltration of vehicle ex-
haust gases from attached garages or the
outdoors.

Gaseous organic compounds may enter

SOME COMMON POLLUTANTS
AND THEIR SIZE IN MICRONS

(NATURAL SOLUTIONS)
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the air from sources such as ciga-
rette smoking, building materi-
als and furnishings, and the use
of products such as paints, adhe-
sives, dyes, solvents, chalks,
cleaners, deodorisers, personal
hygiene products, waxes, hobby
and craft materials, and pesti-
cides. In addition, organic com-
pounds may originate outdoors
or through cooking of foods, and
human, plant and animal meta-
bolic processes.

Health effects from exposure
to gaseous pollutants in the air
may vary widely depending on
the types and concentrations of
the chemicals present, the fre-
quency and duration of expo-
sure, and individual sensitivity.
Adverse effects may include ir-
ritation of the eyes and/or respiratory tis-
sues; allergic reactions; ef fects on the res-
piratory, liver, immune, cardiovascular, re-
productive, and/or nervous system; and
cancer.

Strategies for Reducing
Pollutants in Indoor Air

The four strategies (in order of effec-
tiveness) for reducing pollutants in

indoor air are source control, isolation, ven-
tilation, and air cleaning.

Source control eliminates individual
sources of pollution or reduces their emis-
sions, and is generally the most effective
strategy. Some sources, like insulation con-
taining asbestos, can be sealed or enclosed;
others, like gas stoves, can be adjusted to
decrease emissions. Unfor tunately, not all
pollutant sources can be identified and
practically eliminated or reduced.

Isolate the source of contaminants. For ex-
ample, have a designated room for smoking.

Ventilation brings outside air indoors. It
can be achieved by opening windows and
doors, by turning on local bathroom or
kitchen exhaust fans, or, in some situa-
tions, by the use of mechanical ventilation
systems. However, there are practical lim-
its to the extent ventilation can be used to
reduce airborne pollutants. Costs for heat-
ing or cooling incoming air can be signifi-
cant, and outdoor air itself may contain

undesirable levels of contaminants.
Air cleaning may serve as an adjunct to

source control, isolation and ventilation.
However, the use of air cleaning devices
alone cannot assure adequate air quality,
par ticularly where significant sources are
present and ventilation is inadequate.

Conclusion

Indoor Air Quality has become the pol-
lution-related health issue of the 90’s.

As the public becomes more aware of the
effects of poor indoor air quality, the de-
mand for higher quality air cleaners will
increase. Because of the great amount of
publicity and public concern over air pol-
lution and the growth of advertising de-
voted to selling air pollution devices to
homeowners, it is hoped that an article of
this nature would be helpful in providing
needed information to the consumer.

The primary incentive to provide good
quality indoor air is a strong and healthy
body, leading to reduced medical ex-
penses. Another benefit for providing clean
indoor air is that the building interior and
furnishings will be cleaner requiring less
housekeeping and maintenance. In addi-
tion, a clean HVAC system operates more
efficiently, reducing operation costs.

Note :  This ar ticle, edited and reprinted with
permission, was published in the February 2000
issue of Jurutera, the bulletin of the Institution
of Engineers Malaysia.
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set that their daddy spent less and less time
with them. Even holidays provided no es-
cape. With her husband’s leave still not
used up from two years before, Kathy
planned a vacation for them all, hoping it
would bring the family closer together. But
her plans were fraught with problems from
the beginning.

Michael was always putting off the depar-
ture date, and when they finally did leave,
he spent most of the holiday working in the
hotel room with his laptop computer or talk-

ing into his Dictaphone on the beach.
To top it all, after only a week of the two-

week vacation, he decided the office could
not function properly without him and took
the family back home again! It was then
that Kathy decided they needed counsel-
ling for the sake of their marriage.

The answer, she found, was not to try
and drastically change Michael or even to
try and fight his workaholic tendencies, but
to compromise and incorporate family time
into her husband’s busy day.

W E L L - B E I N G

Workaholism
CAN YOU
HANDLE IT?

Is someone you know a workaholic?
Could it be your boss, your spouse or
yourself? If so, do you know how to
handle the situation?

Work is important in our society. At a
party often the first question someone asks
is “And what do you do?” (Notice, too, how
the answer you give makes an impression
on the person asking the question.)

Work, for most of us, is something that
pays the bills and gives us the means to
enjoy the fun things in life like holidays and
evenings out. But when a person’s work
starts becoming the be all and end all of
their existence, it’s a sign they’re turning
into a workaholic.

Tiara, who is single, r ecently moved
from a small town in Perak to work in a
large corporation in Kuala Lumpur. When
her boss asked her to work late in the eve-
nings on an urgent project, Tiara was
pleased, seeing it as an opportunity to
prove herself and show how reliable and
diligent she was.

She secretly hoped her efforts would
land her a much sought-after promotion.
Her occasional overtime, however, soon
became a habit and she found herself work-
ing long hours even after the project had
been completed and her promotion ob-
tained. She found herself making all kinds
of excuses to stay late, while deep down
the real reason was that she hated going
home to an empty flat at night.

A study conducted by Dr. Joseph Novello,
a psychiatrist with a private practice in
Washington D.C. says, “A great number of
single people tend to be workaholics as a
defence against loneliness. They convince
themselves that their work needs them be-
cause nobody at home does. When they’re
engrossed in work they don’t need to face
up to a lonely reality.”

But workaholism can af fect the married
person too. Kathy suspected her husband
Michael was becoming a workaholic when
he started bringing work home from the
office at night. She hardly ever saw him
and their two children were becoming up-

“A great number of single people tend to be
workaholics as a defence against loneliness.”

By David Brown
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She scheduled a quiet leisurely dinner
hour for the two of them in the evening and
another hour after dinner for Michael to
play with the children before they went to
bed. After that, he had the rest of the
evening free to work if he wanted to.

Family Time
Sunday afternoons were kept as quality

time with the family. Holidays were still
taken but Michael could take work down
to the beach with him if he wished (he
would only get anxious otherwise).

In the meantime Kathy would sunbathe
or swim with the children. Michael did
have to promise, however, that he wouldn’t
take the family home early!

Learning to accommodate her husband’s
workaholism in this way was not easy for
Kathy, but at least the children were able to
see their father and future vacations were
much less stressful than before. In addition,
a part time job of her own gave Kathy an-
other interest outside the home and family.

But what is it that turns a person into a
workaholic? Often the problem stems back
to childhood. While a healthy attitude to-
wards work and getting ahead is good, when
it starts to interfere with other areas of your
life, it’s time to take stock of the situation.

Parents can sow the seeds of
workaholism in their children while they
are still very young. Dr. Novello explains,
“Often, without realising it, parents give off
signals that they love their children not for
who they are but for what they achieve.

“They encourage their children to strive
for excellence. When the child does some-
thing right, he or she is praised and, in that
child’s eyes, loved.

“Because the child gets the message that
it is loved as long as it is achieving, it goes
on trying to achieve. Ironically, once the
child has achieved something, a sense of
emptiness sets in and he or she searches
for something new to fill the emptiness, but
is all the time clutching at straws.”

This phenomenon shows up primarily in
eldest or only children. Since they are con-
sidered the standards bearers for the fam-
ily, much is expected of them and they tend
to grow up behind ‘achievers’. It’s not sur-
prising, therefore, that 20 out of the first
22 astronauts were eldest children; they
also tend to be pilots, and doctors. But they
also tend to be tense and neurotic and have

the highest rate of alcoholism.
Says Dr. Novello, “When the eldest or

only child becomes a leader, he or she is
often respected or fear ed, but seldom
loved. Middle children, on the other hand,
tend to be better loved and have more suc-
cessful interpersonal relationships.”

Another factor that may result in
workaholism is a lack of self-esteem. The
message workaholics give to themselves
is “nobody will feel I’m good enough if I
don’t achieve.” This can make them vulner-
able in later life, especially when it comes
to retirement.

Having put all their eggs in one basket
by concentrating on work and having little
social activity, they often feel they have
nothing left and this can lead to severe
depression.

A marriage that has worked until then
may also find itself in trouble.

When Caroline’s husband took early re-
tirement from work, problems star ted at
home. While Liam has always been a bit of
a workaholic at the office, this didn’t bother
Caroline who was happy to run the house-
hold. Once he retired though, Liam started
trying to take over Caroline’s ‘domain’.

Sharing Tasks
She soon realised that by putting him in

charge of certain tasks, and making him
feel useful, things improved.

When a salesman called selling double-
glazing or a new economy heating system,
Caroline left Liam to deal with him. He was
happy checking out details and finding out
the best solutions for their needs, all of

which kept him busy.
When it came to holidays, she let him

research the options available and plan the
itinerary. It made Liam feel he was still
making important decisions while letting
Caroline get on with her usual tasks.

The psychologist Freud’s definition of a
mentally healthy person is “someone who
is able to love and able to work.”

But what can you do if you work for a
workaholic? Brenda recognised the symp-
toms of workaholism in her boss Margaret.
Margaret was unable to delegate work and
when she did, she constantly checked what
Brenda was doing and criticised even the
smallest detail.

Dr. Novello says this later tendency is a
classic symptom of workaholism. “The
workaholic has an imperfection in herself
that she cannot accept. She then projects
it onto a subordinate and criticises them
instead.”

Margaret also expected Brenda to work
long hours and couldn’t understand that
she might have a social life outside. While
she thought she was being a good leader
acting this way, Margaret’s actions were
in fact counterproductive, leaving Brenda
feeling miserable and unreliable.

“A good leader sets overall goals, creates
enthusiasm, hires and retains good people,
and then has the good sense to delegate
and go home,” as the chairman of a large
company said recently.

But if you can’t beat a workaholic boss,
you can still ply him at his own game. The
important thing to remember is to keep
your sense of humour.

W E L L - B E I N G
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Sunday afternoons were kept as quality time with the family
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Light Treatment
Try joking with your boss about the ef-

fect her workaholism is having on you or,
even better, have a rational talk with him
or her. At all costs avoid a heated confron-
tation; it won’t work (a workaholic is not
likely to admit she’s wrong).

Then try to insist on goals. Keep it fac-
tual. Insist on knowing what has priority
and make a list (it’s what they like to do!).
You can use the list to show what you’ve
achieved :  “I researched the details you
needed on Project X. I did it by three
o’clock then I star ted on the client list you
wanted for Project X.”

Don’t be intimidated and do learn to say
no when you need to. Do keep in mind,
though, that all obsessive behaviour isn’t
bad. After all, if you were about to take off
in an aeroplane you’d appreciate a pilot who
was obsessive about going over all 100 items
on his security checklist and not just 99!

But what if the workaholic is you? There
are several ways you can ease the pressure.

Could you be
a workaholic?

Try this quiz devised by psychiatrist

Joseph R. Novello, M.D., to see how

high you score.

Answer True or False to each ques-

tion.

1 I would probably still work if

I were rich

2 I may be a bad spouse/girl-

friend but I’m a good worker

3 My work is so much part of

my life that the line between

work and play is blurred

4 My colleagues at work are my

friends socially

5 Work is the most fulfilling

aspect of my life

6 I usually take work on holiday

7 It’s difficult for me to take

time off work. When I do I feel

guilty

8 My work has caused problems

in my relationships

9 I consider weekends a good

time to catch up on unfinished

work

10 Social events are a good time

to make job-related contacts

If you answered True to less than

four you are in no danger of be-

coming a workaholic, four and you

are borderline, five or six and you

show strong tendencies towards

workaholism, seven or more and

you are a definite workaholic.

First of all, identify and accept the prob-
lem as your own and make a point of sched-
uling relaxation time.

Take a long lunch hour once in a while,
and learn to call overtime by its real name.
Keep Saturdays free for yourself and make
Sunday a family day. All this won’t happen
overnight, of course, but recognising the
problem is a good start.

One 85-year-old woman, a workaholic
most of her life, was once asked what she
would change if she could have her life to
live over again. She said, “I would make
more mistakes and learn to relax. I would
be silly more often, take more chances and
eat more ice-cream! I wouldn’t live ahead
of each day. I wouldn’t carry around so
much emotional baggage. I would travel
much lighter.”

Workaholism is a state of mind that can
be changed. Learning to make time for
yourself and the people that are important
to you is the secret to enjoying the jour-
ney to success.
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“Workaholism is a
state of mind that
can be changed.

Learning to make
time for yourself

and the people that
are important to

you is the secret to
enjoying the

journey to success.”
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 M E E T I N G S

A   ccording to a Wall Street Jour-
   nal survey, meetings account
  for the greatest amount of
    unproductive time — topping

telephone calls, e-mails, paperwork, travel
and office gossip.

Despite the advent of advanced telecom-
munications technology, there is still no
escape from meetings. Meetings are essen-
tial for the conduct of any business. The
problem is how to make meetings more
efficient, productive and effective.

There are many kinds of meetings —
briefings, presentations, problem-solving
and idea generation. This article will only
provide tips for meetings devoted to prob-
lem-solving and idea generation. They are
based on successful practices of innovative
companies.

Humour
Humour is probably the best method for

relieving stress, improving health and open-
ing up the mind. The beneficial effects of
humour have been proven by scientific stud-
ies. It can even heal incurable diseases as
revealed by Norman Cousins in his book,
“The Anatomy of a Disease”. He literally
laughed his way back to health by check-
ing into a hotel and spent all his time watch-
ing TV comedy shows like the American
Funniest Home Videos and Candid Camera.

Humour is an excellent way to open up
the minds of attendees prior to a meeting.
Studies have confirmed that a few laughs
preceding a meeting will render it more
productive in generating ideas. The 10 to
15 minutes spent on warming up and open-
ing up the mind is really worthwhile.

Among the many ways to introduce hu-
mour in a meeting are :

● Jokes session where attendees have to
take turns in telling hilarious jokes.

● Watching comedy shows on TV such as
Mr. Bean and the others mentioned above.

Meeting Necessity
Tips for conducting creative Meetings

“ … meetings account  for the greatest amount of
unproductive time — topping telephone calls, e-mails,

paperwork, travel and office gossip.”

● Games that create laughs

● Telling funny stories

Props
If the purpose of your meeting is to come

out with ideas for new designs or products,
then props are great for stimulating creativ-
ity. Place props relevant to the meeting
around the meeting room. Give time for the
attendees to hold them, feel them and to play
with them. There is nothing like a sensual

experience to get the creative juices flowing!
For example, if the meeting is to design

a new toy, then place different toys in the
meeting room. Let the attendees play with
them before and during the meeting.

If the objective of your meeting is to plan
a sales campaign, then place the sales cam-
paign materials of your previous cam-
paigns and those from other companies in
the same or adjoining room. It could be in
the form of newspaper cuttings, advertise-
ments, posters, video-tapes and the actual

By Dr. Yew Kam Keong
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them how these companies did it through
innovative strategies. Such information will
serve to give confidence to the attendees
that they too can do it. It will not be easy
as changing mindsets
take time. Providing
them training in crea-
tive thinking is one
way to prepare
them to think dif-
ferently.

Outsiders
F r e q u e n t l y

meetings are con-
fined to those who
are directly involved
with the specific agenda of the meeting. For
instance, if the meeting is about production,
most likely, only the production people are
called to attend the meeting. The result is
‘tunnel vision’ or thinking inside the box.

An effective way to counter this is to in-
vite people from other departments to at-
tend the meeting. They could include sales,
marketing, administration and frontline
workers. You may even invite your custom-
ers to the meeting.

The principle is simple. If you are part of
the forest, you will see only other trees
within the forest and not the forest itself. It
needs an outsider to give a better perspec-
tive of your operation. That’s why even gi-
ant global corporations with all its in-house
expertise still need external consultants.
When such companies are in trouble, they
usually source for a new CEO who is in a
dif ferent line of business so that he or she
will have a new perspective to the problem.

Outsiders may not have the knowledge
and experience. But they can ask so-called
‘naïve’ questions that will trigger off think-
ing in a new direction.

Different Venues
The venue for meetings is very impor-

tant. If meetings are always held at the
same place, there is a tendency to say the
same thing and think the same way. One
way to get out of this situation is to hold
meetings at different venues.

There are many possibilities :

● Changing meeting rooms within the
company itself. It will also provide an op-
portunity for the people from various de-
partments to get to know each other’s

“The venue for meetings is
very important. If meetings
are always held at the same

place, there is a tendency
to say the same thing and

think the same way.”
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products themselves. The meeting will
take on a whole new dimension.

Outrageous Targets
Management guru Gar y Hamel talks

about setting outrageous performance tar-
gets for meetings as an effective method
to break mental paradigms. If the normal

work better

● Meeting in the supplier’s or customer’s
premises and inviting them to join in the
meeting.

● Holding meetings in an outlying holiday
resort where the attendees are casually
dressed

● Having outdoor meetings to tie in with
some games

The possibilities are endless. It is up to
you to create the right environment. You
may even occasionally surprise them, such
as holding a meeting in the jungle, by the
beach or on a cruise ship. You need not
spend a lot of money. All you need is some
creativity in selecting the venue.

The above are just a sampling of the ways
in which innovative companies conduct
their meetings to generate new ideas to
fuel their phenomenal growth. Is your com-
pany ready to conduct its meetings differ-
ently? I hope this article will provide you
with some food for thought.

Overall, meetings should be fun and en-
joyable. Those attending the meeting should
be imbued with infectious enthusiasm. Your
company will then become known as a fun
company and creative people will flock to
work for you. These are the ‘gold-collar’
workers who will propel your company to a
path of sustainable prosperity.

Note :  The author Dr. Yew Kam Keong is an
international speaker, trainer and consultant on
creativity. His clients include multinational cor-
porations in Malaysia and other countries in the
region. He is the best-selling author of the book
: “You”Recreative — Let Your Creativity Bloom.
Website :  www.mindbloom.com, e-mail :
ykk@mindbloom.com
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growth rate is 10 per cent, then set the next
year’s growth rate as 30 per cent. Such so-
called outrageous targets will initially be
branded by the attendees as unrealistic and
impossible. It is of course true if your com-
pany persists in doing the same thing as it
has always done. The realisation that the
goal is serious will jar them from their state
of complacency and to explore new ways
of doing business.

You will have to explain in the meeting
that the only way to achieve the target is
to explore new ideas of doing things dif-
ferently. A good way to star t the meeting
is to provide statistics of companies that
have enjoyed phenomenal growth. Tell
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T R AV E L  A N D  L E I S U R E
B ATA N G  A I

Ecotourism” is one of the
buzzwords travel agents use
to lure tourists to natural ar-
eas. To some operators it is

yet another tool to use to attract new tourists
to old destinations. For other operators, it is
a chance to showcase a natural area to peo-
ple who may not otherwise have visited it.

Batang Ai in Sarawak is a man-made lake
which covers what was once a virgin rain-
forest. While no one denies there are en-
vironmental problems associated with
such development, people need electric-
ity, and the hydropower and current
dam now presents tourism opportuni-
ties that were not there before.

In the past, mystical Borneo enticed ad-
venturers who wrote the most wonderful
tales of intrigue and discovery. The stories
they wrote continue to amaze new audi-
ences of young travellers who want to ven-
ture into the Sarawakian interior to see it
for themselves. The headhunters have long
gone but the walls of the longhouses still
tell many tales.

It is true that real adventurers can head
of f on a jungle trek lasting several days
from one longhouse to another in the most
remote areas of Sarawak. However, many

travellers appreciate the comforts
of home while

still participating in adventurous activities.
The Hilton Batang Ai Longhouse Resor t

on the foreshores of the Batang Ai Dam in
Sarawak provides deluxe accommodation
on the edge of some of the world’s oldest
rainforests. It is true the resor t made some
impact upon this fragile ecosystem but
there are obvious signs that attempts have
been made to minimise these affects while
still providing facilities and services to sat-
isfy even the most demanding traveller.

Experienced travellers often exclaim that
the journey is as exciting as the destination.

Batang Ai —
Food for the Soul

By David George

Batang Ai Lake
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However, I must admit I was not looking
forward to the four-hour mini bus ride from
Kuching to Batang Ai. Buses are not my
preferred mode of transportation so I
hoped it would pass quickly. The bus or-
ganised by the resort made a stop at a pep-
per farm, which was remotely interesting.

The last kilometre of the journey was
spent on a boat, crossing Batang Ai. When
I finally arrived, I knew I was well and truly
in the interior. It felt good, and not only be-
cause I was out of the confines of the mini-
bus. The air was clean, the sky blue and
the forest looked impressive as it rolled off
into the distance.

The resort’s longhouses line the banks
of the lake in the tradi-
tional Iban style. In an
Iban community, much
of the village living is
done along a communal
verandah that opens
onto everyone’s living
space. In the resort,
however, there is no
communal living as
guests stay within the
confines of their room.
This means the veran-
dahs are empty and oc-
cupy a large amount of
the internal space of the
resort’s ‘longhouses’.

The Iban architecture, interiors and tex-
tiles used throughout the resort are im-
pressive and the dark timbers have a warm
homely feel. The rooms are big, by most
hotel standards, with large shuttered win-
dows to keep out the heat that can get quite
oppressive.

Maintaining other Iban traditions was
important in the planning and now opera-
tion of the resort. Local people were in-
volved from its inception and now many of
them still work there.

The resort is the gateway to a 15 million-
year old adventure. This is the land of head-
hunters where Iban warriors were once
known for their courage and tribal customs.

While the facilities at the resort are ver y
good considering its location, most visitors
to the Hilton Batang Ai come to experience
the great outdoors. Unlike many hotels,
this resort openly encourages its guests to
leave the place. To help you, they offer

B ATA N G  A I

T R A V E L

naturalist-guided walks starting at dawn,
rainforest walks, cruises on the lake, trips
to actual Iban longhouses, camping and
fishing expeditions.

Visitors to the Hilton Batang Ai are for -
tunate in that the resort’s resident natural-
ist, knows most of the things that there are
to know about the lake and forest environ-
ment. He conducts easy short walks for
armchair travellers who visit the resort.

To make the most of the day, a visit to a
longhouse means an early morning start.
This does not present too many problems
for most guests, as nightlife at the resort
is virtually non-existent. I woke up to a cho-
rus of birds greeting the new day and low-

lying mist in the valleys. The view looked
so peaceful and apar t from the birds, the
only noise was the occasional booming gib-
bon in the distance.

I selected a tour package to explore the
beauty of this place. The operator’s
longboat arrived just after dawn for the
jour ney across the lake to Stamang
Longhouse. The narrow boat glided across
the clear dam waters and soon we entered
a narrow stream for a trip up a small stream
par tially covered by overhanging emer-
gent trees.

Stamang, built high above the stream, is
a community of over 200 people housed
under a rusty tin roof with 36 doors. The
number of doors in Iban society equates to
the number of families in the community.

There was no reception committee apart
from a few kids playing in the stream with
their pets. It was not until I climbed a long
wooden post and entered the verandah of

the longhouse, did I see a thriving com-
munity lining the dusky corridor.

In the heat of the day, all strenuous ac-
tivities had ceased and everyone had taken
shelter in the confines of the cooler inte-
rior. Later in the day, the villagers would
return to tend to their crops.

The people on the verandah were mostly
elderly. They were relaxing, weaving or re-
pairing tools and agricultural equipment.
The children had succumbed to the out-
side world and were content in watching a
video generated by batteries.

Along the verandah, several women
were weaving the intricate local pua kumba
cotton cloth that they also offer for sale.

Others were making
kandi baskets, mats
and other utilitarian
items necessar y for
them to grow rice. The
walls were lined with
various instruments,
baskets, mats and
even the occasional
blowpipe.

Iban hospitality is
experienced best at
mealtime when fami-
lies gather in their in-
dividual areas next to
the kitchen. Meals are
eaten on a mat on the

floor and include delicious local dishes
such as pansoh manok (bamboo chicken)
and asi pansoh (rice in bamboo). Tea and
tuak or rice wine accompanied the meal al-
though I was a little careful of the power-
ful qualities of the tuak.

Our tour operator of fered a selection of
extended visits to Stamang Longhouse but
sadly, my short day visit came to an end.
The accommodation that was available
looked comfortable and compatible with
the lifestyle of the local people.

It was pleasing to see that one of the prin-
ciples of ecotourism, that is, that the local
people should participate and benefit from
tourists, is practised at Stamang.

Batang Ai in the remote interior of
Sarawak offers an enjoyable escape into the
lowland rainforests in the country. While the
wildlife is a little camera shy, the scenery
and cultural contact with the traditional Iban
caretakers of the forest, makes up for it.
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A woman weaving
the intricate local pua

kumba (cotton cloth)
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Besides that, issues of common interest
were also discussed, especially on ways
and means of fur ther strengthening the re-

Welcome to the Family

MIA and Perak ...
Together in support of development and a stronger relationship

The Malaysian Institute of Accountants
(MIA) Sarawak and Sabah Branch offices,

recently organised a certificate presentation
ceremony to welcome new MIA members,
and Associate and Fellow Members of the
Malaysian Institute of Taxation (MIT).

The auspicious ceremony brought to-
gether family members and spouses of the

(seated L - R) Sabah Committee Members :  Zainie Aucasa,
Michael Tong (Branch Chairman), Alexandra Thien and
Chua Soon Lan

(seated L - R) The Sarawak Committee :  Kalsom Jamil,
Richard Kiew,  Si Kiang Seng, Simon Tan and Lucy Read
(Branch Manager)

I N S T I T U T E  N E W S
P E R A K ,  S A B A H  &  S A R AWA K

Malaysian Institute
of Accountants

(MIA) President, Dato’
Syed Amin Aljeffri and
Perak’s MIA Branch
Chairman, Lee Yat Kong
together with its Com-
mittee Members in May,
made a courtesy visit to
the Perak Menteri
Besar’s office.

During the meeting,
the Menteri Besar, Dato’
Seri Mohd Tajol Rosli
Mohd Ghazali, encour-
aged MIA to foster
closer ties with the state
government. He said
that the cooperation between both parties
would boost economic and business activi-
ties in the state.

Towards a Stronger Relationship
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lations between MIA
and the state.

Given the situation to-
day, whereby the state is
experiencing industriali-
sation and active eco-
nomic growth, MIA del-
egates find it vital, with
its knowledge and capa-
bilities, to cooperate
fully to assist the state to
prosper further. This is
MIA’s approach towards
its commitment in na-
tion-building.

One area is education.
MIA is aware that tre-
mendous oppor tunities

exist for cooperation in this field. And with
its strength, MIA is committed to foster stra-
tegic cooperation with the state government.

newly recr uited members to witness the
ceremony and support their loved ones.
The event also gave an opportunity for
ever yone to meet the Branch Committee
on an informal basis.

During the event, a former committee
member of the Sabah Branch, Anita
Dhawan, received her Fellow MIT Cer-

tificate presented by the Sabah Branch
Chairman, Michael Tong. Dhawan, a
well-known personality amongst Sabah
members, praised the Sabah branch of-
fice for their ef forts in improving its of-
fice facilities. She strongly believed that
the investment will benefit the members
in the state.
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Cheong Li Wei

C onsistency and perseverance have

earned three Malaysian Institute of

Accountants’ (MIA) undergraduate

scholars a fruitful achievement in their stud-

ies. The trio, Chan Chui Hwa, Noor Azura

Abdul Shukor and Cheong Li Wei recently

completed their Bachelor’s Degree pro-

gramme in Accounting with Honours. Chui

Hwa and Li Wei obtained their degree from

Universiti Malaya whilst Noor Azura

obtained hers from Universiti

Kebangsaan Malaysia.

Having obtained degrees from

these local universities and distin-

guishing themselves in their cho-

sen fields, the trio are testimony to

the Institute’s commitment to excel-

lence and recognition of the profes-

sion in regards to nation-building

Being an accountancy regulating

body, MIA provides annual scholar-

ships to a selected number of stu-

dents pursuing accountancy degree pro-

grammes. These students were selected

upon meeting the Institute’s criteria, which

included academic qualifications, extra cur-

ricular activities and financial commit-

ments. Each student received RM5,000 per

annum throughout their course of study.

When Akauntan Nasional (AN)  inter-

viewed the scholars recently, we had the

opportunity to find out the ‘ins’ and ‘outs’

of these girls during their ‘uni-days’. The

monies received by them were used to pay

for accommodation, fees and purchase of

reference books.

The girls found university life interest-

ing. They say it wasn’t just studying day-in

day-out. Time management played an ac-

The Secret of Success …
Lies in you and you’re the one who holds the responsibility to bring it about

tive role in their daily life. Juggling lec-

tures, tutorials, loads of unbelievable as-

signments and extra-curricular activities

were enough to keep one busy. When

asked, “What is your secret to success?”,

all three attested, “Study smar t and pray

hard”. Does this rule apply, in the working

arena as well?

Chui Hwa and Noor Azura are currently

Research Officers in the Technical Depart-

ment at MIA. Chui Hwa’s job scope is do-

ing research, based on relevant technical

areas af fecting the Institute and the ac-

countancy profession. Noor Azura is the

secretary to the committee members and

is involved in research and investigation

on accounting, auditing, and taxation stand-

ards and guidelines. Li Wei on the other

hand is a Tax Consultant at Ernst & Young,

Kuala Lumpur. Her area of specialisation

revolves around corporate tax compliance

and other tasks that comply with the In-

come Tax Act requirements.

Although there is a vast difference be-

tween university and working life, the la-

dies settled-in well. The stress they faced

Chan Chui Hwa Noor Azura Abdul Shukor

whilst studying was reserved for examina-

tions and meeting assignment deadlines.

In the working world, learning the job and

keeping work up-to-date was most impor-

tant they said. The ladies have planned to

sit for professional examinations to further

improve themselves.

Their advice to anyone wanting to pur-

sue the profession is to remember that ac-

countancy is more than just numbers. One

needs to study very hard, as the area of

study is so wide, both in theory and in prac-

tice. And once you are a qualified account-

ant, there are long hours awaiting you and

one must be able to work under pressure.

“Now, if you can handle the journey, we

welcome you to the world of accountancy!”,

the girls ended off with broad smiles

pegged on their faces.

COMPILED AND WRITTEN BY BERNICE RAJ

CORRECTION

In the article “Members Dialogue at Ma-
lacca/Negeri Sembilan” which appeared in
Akauntan Nasional June 2000 issue, we re-
gret the error on A.Viknesvaran’s designa-
tion. V iknesvaran is currently MIA’s
Branch chairman for Malacca/Negeri
Sembilan. He is not a Council Member of
MIA as repor ted.

— Editor
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T
he International Federation of Ac-
countants (IFACs) Council unani-
mously approved recently the re-

lease of an exposure draft (ED) proposing
revised independence rules for the world’s
accountants. The Exposure Draft on  Inde-
pendence — Proposed Changes to the Code
of Ethics for Professional Accountants fea-
tures a new conceptual framework ap-
proach to independence.

The proposed rules set out a framework
describing the factors that could threaten
a reporting accountant’s independence and
the safeguards that could be put in place
to preser ve that independence. In addition,
the ED includes a series of specific cases
and suggests how the risk to independence
can be minimised.

“Professional accountants are introduc-
ing new services and business practices at
an ever-increasing rate. While some of
these changes can create new risks to in-
dependence, others may actually reduce
them. The proposed new independence
rules apply to these new circumstances,”
said Marilyn Pendergast, CPA, chairperson
of IFAC’s Ethics Committee.

Key changes to IFAC’s current Ethics

Code are as follows :

■ The redefinition of the reporting ac-
countant. The new definition takes into
account those ultimately responsible for
the outcome of the assurance engage-
ment, those who supervise or have di-
rect management responsibility for the
assurance engagement or provide tech-
nical consultation, quality control, or
other oversight of partners and staf f in
the assurance engagement.

■ The redefinition of immediate fam-
ily and close relative. For example, in
certain cases, family members are pro-
hibited from involvement with the assur-
ance client in order to preser ve the pro-
fessional accountant’s independence.

■ Clarification of the role of national
laws. The ED also makes clear that na-
tional laws on independence are not su-
perseded by IFAC rules and that the re-
porting accountant should comply with
both national regulation and IFAC guid-
ance.

The ED was developed by IFAC’s Eth-
ics Committee with the input from IFAC

member bodies, and various organisations
such as the Fédération des Exper ts
Comptables Européens (FEE), the Euro-
pean Union Audit Committee, and the US
Independence Standards Board.

The Ethics Committee invites comments
on the ED, particularly with respect to the
following :

■Whether the change from a prescriptive
approach to an approach that sets out a
framework of risk and safeguards is ac-
ceptable;

■Whether the risks identified in this ex-
posure draft are considered serious and
whether the safeguards identified are
adequate; and

■Whether the definition of reporting ac-
counting, immediate and close family
members are appropriate.

Comments should be submitted in
time to be received by 15 September
2000. They may be sent via e-mail to
EDComments@ifac.org or mailed to
the Technical Director’s attention at
the Secretariat.

T
he International Federation of Ac-
countants (IFAC) recently launched
its new Website (http://www.ifac.org)

making all of its international guidance
available for the first time through the
Internet. In addition, the site features
online Accountant Forums, offering ac-
countants around the world the opportu-
nity to exchange views on a wide range of
international accounting issues.

“The site is designed to provide the 2.1
million accountants represented by IFAC
member bodies with a resource for inter-
national standards and guidance in the ar-
eas of auditing, education, ethics, financial
and management accounting, information
technology, and public sector accounting,”

said IFAC’s CEO Peter Johnston.
 “In addition, through online forums,

feedback forms and other interactive areas,
the site provides a means for our technical
committees to gain input from these ac-
countants on the issues they are grappling
with in their own countries and their needs
for new guidance.”

Visitors to the site can also sign up to

receive e-mail updates in specific techni-
cal areas. The updates will alert them to
the activities of IFAC’s technical commit-
tees and the guidance under development.

The IFAC site also features links to its
member bodies with Web sites and will link
to the new site of the International Forum
on Accountancy Development (http://
www.ifad.net), currently under development.

IFAC Seeks Comment on
New Independence Rules for World’s Accountants

New IFAC Website Provides Accountants with
International Guidance and Worldwide Forums
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T
he International Accounting Stand-
ards Committee (IASC) has wel-
comed the publication of a Commu-

nication from the European Commission,
EU Financial Reporting Strategy :  The Way

Forward, which announced that the Com-
mission will come forward with proposals
before the end of 2000 which would require
all EU companies listed on a regulated
market (including banks and insurance
companies) to prepare consolidated finan-
cial statements in accordance with Inter-
national Accounting Standards.

 The Communication stated that the re-
quirement would enter into force at the lat-
est from 2005 onwards. Member States
would be allowed to extend this require-
ment to unlisted companies and for prepar-
ing individual accounts.

The Communication added that, in ex-
ercising oversight of accounting standards,
the Commission will seek “not to reformu-
late or replace IAS, but to oversee the adop-
tion of new standards and interpretations,
intervening only when these contain ma-
terial deficiencies or have failed to cater for

features specific to the EU environment.”
 In addition, the Commission states its

intention to “establish a constructive, dedi-
cated and continuous dialogue with the
IASC, in particular with the SIC, when im-
plementation guidance is required.”

Stig Enevoldsen, IASC Chairman, said,
“I am delighted with this Communication.
This is an important step forward in the
process of developing a global accounting
language. It is also a very significant step
forward for European accounting and for
IASC. I believe that the European Commis-
sion’s strategy will lead to the improvement
of financial repor ting in Europe. This is
something which many Europeans have
hoped for a long time.”

Sir Bryan Carsberg, IASC Secretar y-
General, welcomed the Communication.
“This is a tremendous step forward in the
search for convergence and improvement
in financial reporting in Europe. It will help
to create a strong European capital mar-
ket, which is so important for European
prosperity and global balance. We have
benefited over the past several years from

the participation of staff of the European
Commission in IASC’s standard-setting
process. We have learned much about each
other’s concerns and positions. The Euro-
pean Union has long been a most impor-
tant constituent of IASC. I look forward to
continuing our good working relationship
with the European Commission and to ex-
tending it to such new institutions as are
formed to contribute to the development
of high-quality global accounting stand-
ards.”

Sir Bryan also welcomed the announce-
ment that the Commission plans to estab-
lish a stronger regulatory infrastructure,
including strengthening quality assurance
for auditing and securities regulation.
“High quality accounting standards are
not enough — you need an effective en-
forcement mechanism. A high quality au-
dit is an important part of enforcement,
but so is an active, effective and vigilant
securities regulator. That the Commission
is looking at all three aspects at once
sends a strong message to the capital
markets.”

IASC Welcomes European Commission
Communication on Moves Towards Global

Financial Reporting Standards Based on IASC Standards

1  IASC Executive Committee

The Board approved changes to the com-
position of the IASC Executive Committee

where Jochen Pape (Germany), T.S.
Vishwanath (India) and Tatsume Yamada

(Japan) were appointed to replace Michael
Crooch, Stig Enevoldsen and Thomas E.

Jones (IASC Chairman ef fective 1 July
2000).

2  Accessing Business Reporting

Information Electronically
A presentation on “Extensible Business

Reporting Language” (XBRL) was given by
three speakers from the organisations in-

volved in the development of XBRL namely
Zachar y P. Coffin of KPMG, Br uno

Tesniere of PWC and Elmer H. Huh of
Morgan Stanley Dean Witter.

XBRL is a data sub-set for business re-
por ting, including financial statements.

XBRL was developed by Microsoft, IBM,
Reuters, SAP, Morgan Stanley Dean

Witter, the Big Five Accountancy firms,
ICAEW and IASC lead by the American

Institute of Cer tified Public Accountants

(AICPA).
XBRL is a extensible mark-up language

(XML) based framework that provides the
financial community with a standards-

based method to prepare, publish in a va-
riety of formats, reliably extract and auto-

matically exchange financial statements of
publicly held companies and information

they contain.
XML is viewed as the key to the prob-

lems faced currently in extracting infor-
mation from the worldwide web. Adapt-

ing XML to corporate reporting would

IASC Board Meeting, Copenhagen, 19-23 June 2000
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create a global business language that
would allow the worldwide financial com-

munity to automatically exchange and re-
liably summarise financial information

prepared in any language and under any
GAAP. The first version of XBRL is the US

version and it will be officially launched
in July 2000.

The developers of the language are cur-
rently reaching out to local accounting

bodies and regulators, in an attempt to
educate the relevant parties on the lan-

guage to facilitate its implementation
within a jurisdiction. The Institute has ar-

ranged a presentation on XBRL earlier
this month.

3  Financial Instruments —

Recognition and Measurement
The Board unanimously approved an

Exposure Draft, E66, on limited revisions
to IAS 39, Financial Instrument :  Recogni-

tion and Measurement, and related stand-
ards. The purpose of the revisions is to

address technical application issues that
have been identified following approval of

IAS 39 in December 1998.
The five proposed revisions are as fol-

lows :

i. Trade date vs. Settlement date :

IAS 39.30 and IAS 39.167(c)

That trade date accounting and settle-
ment date accounting be permitted for

sales of financial assets consistent with
the accounting for purchases of financial

assets.

ii. Accounting for collateral : IAS

39.44 -46 and IAS 39.170

Paragraph 44-46 on accounting for collat-
eral has been deleted as the conditions that

the creditor is permitted to sell or repledge
the collateral without constraints is not

operational in practice.
However, it is proposed that disclosure

requirements be expanded requiring that
both creditors and debtors disclose finan-

cial assets that have been given or received
as collateral.

iii. Impairment and uncollectibility :

IAS 39.112

To replace the words “may be” previously
used with “are” as “may” could be inter-

preted as permitting an enterprise not to
measure and recognise impairment indi-

vidually for individually significant finan-
cial assets.

iv. Treatment of temporary invest-

ments in subsidiaries, associates

and joint ventures :  IAS 28.8, IAS

28.10 and IAS 31.35

To ensure consistency in measurement of

temporary investment in subsidiaries, as-
sociates and joint ventures, it was proposed

that the wording in IAS 27 now be used of
IAS 28 and IAS 31.

v. Disclosure of hedges

As the disclosure requirements for hedges
in IAS 39 effectively supersedes those in

IAS 32, it is proposed that the IAS 32 dis-
closure be deleted.

4  Pension Plan Assets

The Board members approved an Expo-
sure Draft, E67, to be issued.

E67, Pension Plan Assets, proposes to
extend the definition of plan assets in IAS

19, Employee Benefits, to cover cer tain
types of plans whose assets do not satisfy

the cur rent definition. E67 defines plan
assets as assets (other than non-transfer-

able financial instruments issued by the
reporting enterprise) that :

■ Are held by an entity (a fund) that is le-
gally separate from the reporting enter-

prise and was established solely to pay
or fund employee benefits; and

■ Are available to be used only to pay or

fund employee benefits, are not avail-
able to the enterprise’s own creditors

(even in bankruptcy), and cannot be re-
turned to the reporting enterprise, un-

less either :

• The remaining assets of the fund are
suf ficient to meet all the related em-

ployee benefit obligations of the plan

or the repor ting enterprise; or

• The assets are returned to the report-
ing enterprise to reimburse it for pay-

ing employee benefits.

E67 also proposes recognition and meas-
urement requirements for certain reim-

bursements of employee benefits, for ex-
ample, reimbursements under insurance

policies that an enterprise holds directly
(rather than through a fund) in order to

fund employee benefits. E67 proposes that
an enterprise should recognise its rights

under the policies gross as a separate as-
set, rather than net as a deduction from the

related obligations. In all other respects,
E67 proposes that an enterprise should

treat such reimbursements in the same
way as plan assets.

5  Income Tax Consequences of

Dividends
The majority of the Board members

voted in favour of an Exposure Draft, E68,
to be issued on the Income Tax Conse-

quences of Dividends, subject to the re-
drafting of Paragraph 82A.

This Exposure Draft addresses such in-
come tax consequences of dividends, a

subject that is currently excluded from the
scope of IAS 12.

E68 proposes that an enterprise should :

■Measure current and defer red tax assets

and liabilities using the tax rate applica-
ble to undistributed profits;

■Recognise the income tax consequences

of dividends when the dividends are rec-
ognised as a liability. In most cases, those

consequences are included in net profit
or loss for the period; and

■Disclose infor mation about the potential

income tax consequences of dividends.

6  Agriculture
The Board considered a draft of a final

standard on Agriculture and the results of
the field test on the reliability of fair value

measurements of biological assets and ag-

I A S C
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ricultural produce.
The Board decided that :

i. The measurement section of the

standard be r edrafted to provide for
a reliability exception, i.e. where fair

value cannot be measured reliably, for
biological asset — consumable and

agricultural produce, be measured at
net realisable value, whereas for bio-

logical asset — bearer, fair value be
used.

ii. To obtain further feedback from par-
ties who participated in the field test

to obtain a better understanding of the
practical issues that prevents them

from using fair value for measuring
biological assets and agricultural pro-

duce.

iii. The IASC will monitor the Australian
experience in implementing their

standard and any lessons that may be
learned from their experience.

iv. The possibility of extending the imple-

mentation date of the standards be
evaluated. It was also proposed that the

feasibility of establishing an Implemen-
tation Guidance Task Force, to develop

guidance, once the standard is issued,
be examined.

v The Steering Committee drafted some
guidance on “cost”.

7   Standing Interpretations

Committee
The Board approved five Interpretations :

i. SIC-20 :  Equity Accounting Method —
Recognition of Losses.

ii. SIC-21 :  Income Taxes — Recovery of
Revalued Non-Depreciable Assets.

iii. SIC-22 :  Business Combinations —

Subsequent Adjustment of Fair Values
and Goodwill Initially Reported.

iv. SIC-23 :  Property, Plant and Equip-
ment — Major Inspection or Overhaul

Costs.

v. SIC-25 :  Income Taxes — Changes in
the Tax Status of an Enterprise or its

Shareholders.

8  Emerging Markets
The Board deliberated at length on the

proposal forwarded by the Preparatory
Committee.

Amongst the issues discussed and con-
sidered, are as follows :

■ The development of a guidance on the

minimum content for the general ledger
— to sub contract this project and for

IASC to issue it for better credibility.

■ The importance of providing training on

application of IASC standards.

■ The functions of IFAD and ISAR’s and
to ensure that there is no duplication

with the preparatory committee’s pro-
posal.

■ Barter Trading . The Preparatory Com-

mittee was requested to come up with
ideas on the issue of funding of the

project and etc., to be considered by the
new Board. With regard to Barter trad-

ing, the Board agreed that a limited sur-
vey be conducted to determine the ex-

tent of barter transactions that exist cur-
rently and the need for an IASC stand-

ard in this area.

9   Accounting for Financial
Instruments

The Financial Instruments Joint Work-
ing Group (JWG) prepared a first draft

standard and a draft application guidance
on Accounting for Financial Instruments,

for the Board views.
The board members discussed the fol-

lowing areas :

i. Scope and related matters

ii. General recognition and derecognition

principles

iii. Measurement

iv. Income presentation

v. Disclosure requirements; and

vi. Other issues

However, the JWG is still currently work-
ing on the following sections:

■A balance sheet presentation section

■The disclosure section

■Application guidance on disclosures, in-
cluding disclosure of hedges

■Basis for conclusions.

10 Business Reporting on the

Internet
The Board was presented with a revised

project proposal by the staf f of IASC, as
follows :

■Guidance on business reporting on the
Internet based on the code of conduct

of the November 1999 staf f study, Busi-

ness Reporting on the Internet, will be is-

sued by the staf f

■The Technical Director of IFAC will
work on the project jointly

■ Invitations will be provided to the follow-

ing bodies to participate in the advisor y
group : AICPA, SEC, ICAEW, CICA, To-

ronto Stock Exchange, COB, Australian
Auditing & Assurance Standards Board,

AIMR and etc.

11  Future IASC Board Meetings
— 2nd half of 2000

The Board decided that the priority
projects for the current board would be :

i. Reporting Financial Performance.

ii. Business Reporting on the Internet.

iii. Agriculture.

In view of the current work programme,
an additional meeting was approved by the

Board. As such, the last two meetings of
the present IASC Board is as follows :

■Next Meeting :  Tokyo, Japan from 16-
20 October 2000.

■Additional Meeting :  London, UK from

11-13 December 2000
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Incorporation
and Aim

The Malaysian Asso-
ciation of Accounting
Administrators (MAAA)
was incorporated in
1990 with limited liabil-
ity under Section 16(4)

of the Companies Act, 1965 in recognition of the
two-tiered nature of the accountancy profession.
MAAA (previously known as Malaysian Associa-
tion of Accounting Technicians) is a company
sponsored by the Malaysian Institute of Account-
ants (MIA).

Main Objectives
• To provide a qualification to be known as Ac-

counting Technicians/Administrators for per-
sons employed on duties customarily under-
taken by assistants to accountants registered
with the MIA.

• To provide an organisation and membership
for such persons who are desirous of acquir-
ing such qualification and persons who are

granted such qualification.
• To promote in the public interest the techni-

cal competence of such persons engaged in
positions and per forming the functions of
accounting technicians/administrators.

Council Members (2000/2001 Term)
Elected Members
Izhar Abd Kahar (President)
Koo Yew Fook, Allan (Vice President)
Chin Wah Yin
Hanapi Rasol
Kasim Darus
Lim Ah Leck
Low Han Men, Aric
Mahadevan s/o Gengadaram
Mok Kam Seng
Panneer Selvam
YM Raja Noorhana bt Raja Harun
Yong Yoon Kee

MIA Nominated Members
Lam Kee Soon
Yue Sau Him

Secretariat Office
Malaysian Association of Accounting Administrators
Dewan Akauntan, 2 Jalan Tun Sambanthan 3,
Brickfields, 50470 Kuala Lumpur.
Tel : 03-2274 5055 or Fax : 03-2274 1783
e-mail : maaa@mia.org.my

MALAYSIAN ASSOCIATION
OF ACCOUNTING ADMINISTRATORS

Editor for MAAA News : Low Han Men,  Aric
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I
magine if for the first time you are given the responsibility to write a welcome
speech for a national conference or organise an of ficial function where VIPs
or dignitaries will attend. The first thing that would come to mind is the mat-

ter of ‘protocol’. Who would you go to for advice on this?
Well, the Head of Research and Protocol Advisory Unit in the Prime Minister’s

Department, Hashim Hassan will be able to assist you.
He is much sought after by organisers handling state and federal functions as

well as other corporate or private events involving VIPs and VVIPs (who are per-
sons of the stature of Deputy Prime Minister and above). Recently, during the
Malaysian Association of Accounting Administrators (MAAA’s) monthly evening
talk session, Hashim was invited to give a special talk on “Protocol Practices in
Malaysia”

What is protocol? Is it impor tant? How can we practise proper protocol?
Protocol, can be described as “the system of rules and acceptable behaviour

practised on official ceremonies and occasions. Protocol in Malaysia is a cour-
tesy system that prescribes good manners and the do’s and don’ts in formal occa-
sions in situations which involve individuals of high positions,” explained Hashim.

Protocol, therefore, ensures that the due respect and honour accorded to dig-
nitaries are appropriate to their official status in the community. The rules for
such official functions generally cover five key aspects: the protocol list, seating
arrangement, flag arrangement, the national anthem and forms of address.
These are established to promote and maintain cordial and peaceful relations
between individuals, organisations, states and nations. Failure to practise proper
protocol can be perceived as a sign of disrespect and cause feelings of discom-
fort or misunderstanding, which in turn can result in unpleasant incidents or
problems that put a strain on relations.

For example, when addressing the Prime Minister or the Deputy Prime Minis-
ter, or the Menteri Besar, Yang Amat Berhormat (Y.A.B.) is used while Yang
Berhormat is used for Ministers and Wakil Rakyats. Yang Amat Berbahagia
(Y.A.Bhg.) is used when addressing Tun, Tan Sri, Datuk while their spouses are
addressed as Yang Berbahagia (Y. Bhg.) Toh Puan, Puan Sri, Datin.

A useful reference to keep is the official protocol list, “Federal Order of Prec-

edence”, in which 50 dignitaries are named in descending order. Heading the list
are the 7 named VVIPs, beginning with the Yang di-Pertuan Agong at the top,
followed by the Raja Permaisuri Agong, Rulers and Acting Rulers, Yang di-Pertua
Negeri-Negeri, former Raja Permaisuri Agong, the Prime Minister and the Deputy
Prime Minister.

In allocating seating and standing arrangements, protocol dictates that the most
important person is always given the centre position while the person placed on
his right is considered more important than the person placed on his left.

Having said all that, it is good to remember that the practice of protocol is not
a rigid set of do’s and don’ts. It is as much an art as it is a science, Hashim added.
Indeed, the proper practice of protocol should not only depict the specific and
systematic (organised) characteristics appropriate to the occasion but also allow
a personal touch of finesse or creativity – all in good taste of course – and reflect
locally accepted traditions, values and culture.

Editor’s note :  Hashim Hassan can be contacted at telephone no: 03-88887230 or at fax no:
03-88883903/40.

PROTOCOL PRACTICES IN MALAYSIA

BY ARIC LOW & SHYLAJA GOVIND & THANE MAYYAPPAN
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DATES TO
REMEMBER FOR 2000

EXAMINATION

1 September

Closing date for registration as a

student to sit for the examination of

that year.

15 October

Closing date for submission of ex-

amination entry for the examination

of that year.

December

Examination.

of the Malaysian Institute of Taxation

One of the main objectives of the

Malaysian Institute of Taxation

(MIT) is to train and build up a

pool of qualified tax personnel as well as

foster and maintain the highest standard

of professional ethics and competency

among its members.

One avenue of producing qualified tax

personnel is through professional exami-

nations. As such, MIT conducted its first

professional examination in December

1995. To-date, MlT has successfully con-

ducted five examinations. The professional

examinations also seek to overcome the

present shor tage of qualified tax practition-

ers in the country.

Examination Structure

The professional examination is cur-

rently held annually and is comprised of

three levels.

Foundation Level

m Taxation I

m Economics & Business Statistics

m Financial Accounting I

Intermediate Level

m Taxation II

m Taxation III

m Company & Business Law

Final Level

m Taxation IV

m Taxation V

m Business & Financial Management

m Financial Accounting II

How to Register

You can contact the Institute’s Secre-

tariat for a copy of the Students’ Guide. The

Guide contains general information on the

examinations and a set of registration

forms, which must be submitted with the

necessar y documents to the Secretariat.

Entrance Requirements

(a) Minimum Entr y Requirements :

• At least 17 years old.

• At least two principal level passes in the

HSC/STPM examination (excluding

Kertas Am/Pengajian Am) or equivalent.

• Credits in English Language and Math-

ematics and an ordinary pass in Bahasa

Malaysia at MCE/SPM.

(b) Degrees, diplomas and professional

qualifications (local/overseas) recog-

nised by MIT to supersede minimum

requirements in (a).

(c) Full Members of local and overseas

accounting bodies.

Exemption

Exemption from specific papers in the

professional examinations is available, and

the extent of exemption granted will depend

on qualifications attained and course con-

tents as determined by the MIT Council.

Exemption Fees

Foundation RM50.00 per subject

Intermediate RM60.00 per subject

Final RM70.00 per subject

Examination Fees

Foundation RM50.00 per subject

Intermediate RM60.00 per subject

Final RM70.00 per subject

For further enquiries, please contact the Secretariat at Dewan Akauntan, 2 Jalan Tun Sambanthan 3, Brickfields,
50470 Kuala Lumpur. (Tel : 03-2274 5055; Fax : 03-2274 1783)

PROFESSIONAL EXAMINATIONS
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As highlighted in the previous issue, the Companies
(Amendment) Act, 2000 was implemented pursuant to
the major amendments made under the Securities Com-

mission (Amendment) Act, 2000, which came into force on 1 July
2000. As explained, the scope of the amendments to the Securities
Commission Act (SCA) is mainly to establish the Securities Com-
mission (SC) as the approving and registering body for prospectuses
of companies except for those unlisted recreational clubs. Neverthe-
less, as regards to the lodgement of the prospectuses, the same will
still be required to be lodged with the Registrar of Companies (ROC).
It was reported that 1 the new amendments to the SCA seeks to :

■Enhance disclosure of information for informed investment
decisions.

■Strike a balance between investor protection and commercial
practicalities.

■Create a degree of certainty of what is required to be disclosed
in prospectuses.

The amendments in the said Securities Commission (Amend-
ment) Act, 2000 are as follows :

Sections Amendments
Division
Schedule

Section 2 The Amendment Act has incorporated defini-
tions of certain words, the salient provisions are
as follows :

■ ‘Debenture’ will exclude the application of
instruments such as a contract for the sale or
supply of goods, property or ser vices in the
ordinary course of business, cheques, banker’s
drafts, bills of exchange and banknotes which
are legitimate transactions and not intended to
be bonds. It also provides that debenture may
be in the form of a scripless security.

■ ‘Prescribed investment’ has been defined
as an ‘interest’ as defined under Subsection
84(1) of the Companies Act, 1965 (CA). This is
to deal with instruments or products, which
may qualify to be regarded as both ‘interests’
under Section 84 of the CA, as well as securi-
ties under the SCA. While, ‘Prescribed invest-
ment scheme’ has been defined as an under-
taking, scheme, enterprise, contract or arrange-
ment in relation to a prescribed investment.

Sections 2B, Further to the above, the new sections 2B, 2C,
2C, 2D and 2E 2D and 2E were inserted. Wherein, under Sec-

tion 2B the Minister may, on the recommenda-
tion of the Commission prescribe any instru-

ment to be either a security for the purposes of
the Securities Commission Act (SCA) or the Se-
curities Industry Act or a futures contract for
the purposes of the Futures Industry Act. While
Sections 2C, 2D and 2E have been incorporated
so as to provide that certain documents such
as prospectuses and deeds of unit trust
schemes and prescribed investment schemes
will now be lodged with the SC.

Section 32A This Section is amended by renumbering the
Schedule referred to in the said Section in view
of the introduction of several new Schedules in
the SCA. Also a new Subsection (4) has be in-
serted to this Section so as to provide the Min-
ister with the power to vary, delete, add to, sub-
stitute for or amend Schedule 1.

Section 32B(4), These Sections have been amended to replace
33B(4), 33E(3) the words ‘liable to’ with ‘punished with’.

Division Insertion of new Divisions. Whereby Division
3,4 and 5 3, from Sections 35-65 provides for Prospectus,

Division 4, from Sections 66-95 provides for De-
bentures and Division 5, from Sections 96-124,
provides for Unit Trust Schemes.

Division 3 On Prospectus

Section 35 Provides for definitions which are applicable
to Division 3.

Sections Introduced the categories of ‘excluded offers
38 and 39 and invitations’ and ‘excluded issues’ as speci-

fied in the new Schedule 2 and 3. The amend-
ment is to provide an exemption from the pro-
spectus requirement for the categories of offers,
invitations and issues.

Section 41 Provides for the requirement to register pro-
spectuses in relation to securities with the SC.

Section 42 Provides for circumstances in which the SC
may refuse to register a prospectus.

Section 43 Provides a requirement for the issuer to lodge
a copy of the prospectus register by the SC with
the ROC. However, prospectus in respect of unit
trust scheme or prescribed investment scheme,
the prospectus must be lodged with the SC.

Section 44 Provides for the minimum requirement in re-
spect of the contents of prospectus.

SECURITIES COMMISSION (AMENDMENT) ACT, 2000

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

Sections Amendments
Division
Schedule

1 Star, 1 July 2000
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Section 45 Provides for the general duty of disclosure
wherein issuers are required to include such
information as investors and their professional
advisors would reasonably expect to find in the
prospectus for the purpose of making an in-
formed investment decision.

Section 46 Provides for registration requirement in re-
spect of abridged prospectuses in the event the
issuer undertakes a renounceable rights issue
in favour of persons who are not existing mem-
bers or debenture holders of the company.

Section 47 Provides for supplementary prospectus require-
ment, in the event the issuer becomes aware of
a matter or any significant new matter which
should have been disclosed in the prospectus as
required under Sections 44 and 45 of the Act or
any guidelines issued by the SC or any listing
requirement of the stock exchange. A supple-
mentar y prospectus is also required to be regis-
tered where the prospectus contains a material
statement or information that is false or mislead-
ing or where there is a statement or information
from which there is material omission.

Section 48 Sets out the consequences of registering a sup-
plementar y prospectus. Whereby the issuer,
upon delivering a supplementary prospectus to
the SC is required to bring this fact to the no-
tice of the applicant in writing giving the appli-
cant 14 days to decide whether to withdraw or
proceed with the application.

Section 49 Stipulates provisions pertaining to regulations
for shelf prospectuses, supplementar y shelf
prospectuses, short form prospectuses and pro-
file statements.

Section 50 Restricts advertisement of issues, offers or invi-
tations to subscribe for or purchase securities.
However, there are circumstances in which ad-
vertisement is allowed under this provision for
example, in issuing of preliminary prospectuses.

Section 51 Provides that in the event an issuer made an
of fer of securities for purchase, it shall be
deemed to be a prospectus.

Section 52 Provides that an allotment shall be void if in
the prospectus, it states that an application has
or will be made for permission for the securi-
ties to be listed on the stock exchange and such
permission has not been applied for or granted.

Section 53 Provides that the issuer shall not issue a prospec-

tus, which contains a statement made by a person
without the written consent to the issue of such
prospectus from the maker of such statement.

Section 54 Provides that the SC shall have the power to
stop issuance of securities in the following cir-
cumstances :

i. Where the prospectus does not comply or is
not prepared in accordance with any provi-
sion of the Act;

ii. A prospectus contains a statement or infor-
mation that is false or misleading;

iii. A prospectus contains a statement or informa-
tion from which there is a material omission; or

iv. An issuer has contravened any provision of the
securities laws or the Companies Act, 1965.

Section 55 Imposes criminal liability for misstatements in
prospectuses.

Section 57 Allows persons who suffer loss or damage as a
result of any statement or information contained
in a prospectus that is false or misleading or
which there is material omission to recover the
amount of such loss from the persons listed
under this provision.

Section 58 Provides for civil liability upon persons who
committed misleading or deceptive acts in re-
spect of any prospectus issued, any allotment
of, issue of, of fer for subscription or purchase
of or invitation to subscribe.

Sections 59, 60 Provide defences against Sections 55 and 57 if
61, 62 and 63 a person proves that :

i. He had done due diligence and had reason-
able grounds to believe until the making of
the statement that such statement or infor-
mation was true and not misleading;

ii He relied on statements and infor mation
made by persons referred to in section 53(1)
who provide statements which are included
in the prospectus or on which statements in
prospectuses are based;

iii He relied on statements made by persons re-
fer red to in section 53(1) in respect of the
offence of misleading acts;

iv. He relied on official statements pertaining
to the offence set out in Section 55 and for
liability under Section 57; and

Sections Amendments
Division
Schedule

Sections Amendments
Division
Schedule
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v. He has withdrawn his consent in relation to
the of fence set out in Section 55 and for li-
ability under Section 57.

Section 64 Restricts the making of unsolicited invitations, of-
fers or recommendations of securities. However,
it provides several exceptions to the general rule.

Division 4 On Debentures
Subdivision 1 On Trust Deeds, duties of Trustees, Borrowers,

etc.

Section 66 Provides that Subdivision 1 which is in respect
of Trust Deeds, Duties of Trustees, Borrowers
etc. and Section 92 of Subdivision 2 of Division
4 of Part IV shall not apply to any issue of, offer
for subscription or purchase of, or invitation to
subscribe for or purchase debentures referred
to in Schedule 4.

Section 67 Requires ever y person who is issuing, offering
for subscription or purchase, or making an in-
vitation to subscribe for or purchase any deben-
ture to enter into a trust deed, or appoint a trus-
tee must comply with the provisions of Division
4 of Part IV.

Section 68 Provides for the form and contents of trust
deeds as may be specified by the SC.

Section 69(1) ■ Provides for persons who qualify to be ap-
pointed as trustee.

 69(2) ■ Requires trustees to be free of conflicts of
interest.

69(5) ■ Empowers the SC to impose terms and con-
ditions on an application for approval.

69(8) ■ Provides that trustees who contravene subsec-
tion (1), (2) or (5) shall be guilty of an offence.

Section 70 Provides that an existing trustee shall continue
to act as trustee until a new trustee is appointed
and has taken office as trustee.

Section 71 Allows a borrower, a debenture holder or the SC
to apply to the Court in respect of an appointment
of a trustee or termination of an existing trustee.

Section 72 Provides for the various duties of the borrower.

Section 73 Stipulates the borrower’s duty to take all reason-
able steps to replace a trustee in the event of the
circumstances as mentioned under this Section.

Section 74 Imposes upon borrowers the duty to inform the
trustee about any charge that it creates.

Section 75 Imposes upon the borrowers the duty to pro-
vide the trustee and SC with quar terly repor ts,

which provides information as required under
this Section.

Section 76 Imposes upon the borrower the duty to inform
the trustee and the SC of the occurrence of any
material events or circumstances as set out un-
der subsection (1)(a) or (1)(b) of this Section.

Section 77 Stipulates the course of action the borrower
must take in the event the borrower intends to
change the purpose or project for which mon-
eys are to be applied after the debenture has
been issued to debenture holders.

Section 78 Imposes obligations upon directors of every
borrower to deliver financial statements to the
trustee and the SC and thereafter lodge the
same with the Registrar.

Section 79 Provides for the time frame where debenture
must be given to the borrower.

Section 80 Imposes upon the guarantor a cer tain number
of duties.

Section 81 Requires the directors of ever y guarantor to
deliver financial statements to the trustee and
the SC and thereafter lodge the same with the
Registrar.

Section 82 Provides for the duties of trustees. It also clari-
fies under subsection (3) that a trustee in con-
travention of his duties under subsection (1)
shall not be guilty of an offence.

Section 83 Provides that any term which exempt or indem-
nifies a trustee against liability for contraven-
tion of the Act shall be deemed void.

Section 84 Provides that a trustee shall not be liable for any-
thing done pursuant to the direction by the de-
benture holders and that he may be indemnified.

Section 85 Requires an auditor of the borrower to send a
copy of the balance sheet, profit and loss account,
report, certificate or other document to every
trustee of the debenture holder of the borrower.

Section 86 Stipulates the borrower’s duty to call for a meet-
ing of debenture holders.

Section 87 Empowers the trustee to call a meeting of de-
benture holders.

Section 88 Provides that the Cour t may order a meeting
of debenture holders to be held to give direc-
tion to the trustee.

Section 89 Empowers the SC to issue a written direction

Sections Amendments
Division
Schedule

Sections Amendments
Division
Schedule
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to a borrower so as to impose restrictions on
the activities of the borrower to protect the in-
terest of debenture holders.

Section 90 Provides general power of the Court to give di-
rection in respect of the performance of the trus-
tee’s functions to determine any question as re-
gards to the interests of the debenture holders.

Section 91 Sets out the orders that the Cour t may make upon
the application of a borrower, a trustee or the SC.

Section 92 Provides for borrower’s duty to keep a regis-
ter of debenture holders

Section 93 Allows for a contract with a borrower to take
up and pay for any debenture of the borrower
may be enforced by specific performance.

Section 94 Allows for the existence of debentures that are
irredeemable, redeemable only on the happen-
ing of a contingency however remote or re-
deemable on the expiration of period.

Section 95 Provides for reissuance of redeemed debentures.

Division 5 On Unit Trust Schemes And Prescribed
Investment Schemes.

Section 96 Provides a definition of ‘deed’ and that it in-
cludes a supplementar y deed.

Section 97 Requires every person who is issuing, offering
for subscription or purchase, or issuing an in-
vitation to subscribe or purchase unit trust to
enter into a trust deed, appoint a trustee and
comply with the provisions of Div. 5, Part IV.

Section 98 Prohibits any person from being appointed as
trustee in relation to a unit trust scheme or pre-
scribed investment scheme, unless such per-
son has obtained prior approval of the SC.

Section 99 Sets out persons who are eligible to act as trus-
tee.

Section 100 Provides that an existing trustee shall continue
to act as trustee until a new trustee is appointed.

Section 101 Empowers the SC to appoint a trustee or ter-
minate the appointment of an existing tr ustee
and appoint the successor.

Section 102 Requires ever y deed pursuant to Section 97 to
be registered by the SC and such deed shall
not have ef fect unless so registered.

Section 103 Sets out the contents of the deed and particu-
lars as may be specified by the SC by way of
guidelines.

Section 104 Provides that any modification to a deed must
be done by way of a supplementary deed and
the same shall not have effect unless it has been
registered by the SC.

Section 105 Requires that within seven days after the deed
has been registered under Sections 102 or 104
the management company shall lodge the same
with the SC.

Section 106, Provides for the various duties of a manage-
107 and 108 ment company.

Section 109 Stipulates the duties of a trustee.

Section 110 Provides for the trustee’s duties in respect of
the winding up of a unit trust scheme or pre-
scribed investment scheme.

Section 111 Provides the duties of management company
and trustee under general law.

Section 112 Provides that any exemptions or indemnification
of trustee from liability for breach of Div 5 or
Part IV for breach of trust or for failure to show
a degree of care and diligence pursuant to a deed
with unit holders shall be deemed as void.

Section 113 Provides that a trustee shall not be liable for
anything done or omitted to be done in accord-
ance with a direction given by the unit holder
at any meeting.

Section 114 Requires the management company’s duty to
call for a meeting of unit holders.

Section 115 Empowers trustee to call for a meeting of unit
holder.

Section 116 Provides for the Court’s power to order for a
meeting of unit holders to be held to give direc-
tion to the trustee.

Section 117 Requires the management company to keep a
register of unit holders.

Section 118 Requires that the register of unit holders to be
kept at the registered of fice of the management
company.

Section 119 Provides for the right of unit holders to inspect
the register of unit holders, the closure of the reg-
ister of unit holders and their right to be furnished
with an extract from the register of unit holder.

Section 120 Empowers the Court to make an order for the
rectification of the register of unit holders.

Section 121 Allows a management company to keep a branch
register of unit holders of a unit trust scheme or

Sections Amendments
Division
Schedule

Sections Amendments
Division
Schedule
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prescribed investment scheme which shall be
deemed to be part of the register of unit holders.

Section 122 Provides for rights of trustee, executor or ad-
ministrator in relation to a deceased unit holder.

Section 123 Provides the general power of the Court to
make order.

Section 124 Provides that Division 5 of Part IV shall not ap-
ply to an issue, offer or invitation made to a per-
son or a class of persons or made in respect of
a unit trust scheme or prescribed investment
scheme or class of unit trust schemes pre-
scribed by the Minister on the recommenda-
tion of the Commission.

Sections 35, Are renumbered as Sections 125-127
35A and 35B respectively.

Section 36 Is renumbered as Section 128. It enhances the
powers of the Investigating Officer (IO) of the
SC. It allows the IO to search any person whom
he has reason to believe has in his possession
any object, article etc. Which is necessar y for
the purpose of the investigation that is being
carried out.

Sections 36A, Are renumbered as Sections 129-131
36B and 36C respectively

Section 36D Is renumbered as Section 132. It provides that
the IO may, with the approval of the Commis-
sion prevent any person who is the subject of
an investigation from leaving Malaysia.

Section 37 Is renumbered as Section 133

Section 38 Is renumbered as Section 134, it provides that
the IO of the SC may give directions about who
may be present during an investigation.

Section 39, 39A Are renumbered as Sections 136-137
respectively.

Section 39B Is renumbered as Section 138 and provides for
offences by bodies corporate.

Sections 39C-G Are renumbered as Sections 139-143
respectively

Section 40 Is renumbered as Section 144, it deems an IO
of the SC a ‘public officer’ for the purposes of
the Criminal Procedure Code and the Evidence
Act, 1950 and ‘public servant’ for the purposes
of the Penal Code.

Sections 41, Are renumbered as Sections 145-147
42 and 42A respectively.

Sections 43, Are renumbered as Sections 148-151
43A-43C respectively.

Section 152 Insertion of new Section, which allows the SC
to require any person to disclose to the SC such
information as the SC may specify.

Section 153 Insertion of new Section, which allows any per-
son who suffers loss or damage by reasons of
the conduct of another person who was en-
gaged in contravention of Part IV or any regu-
lations made under the Act may recover such
amount of loss or damage.

Section 154 Insertion of new Section, which provides that
any officers of the SC may represent the SC in
civil proceedings.

Section 155 Insertion of new Section, which allows the SC,
if it considers that it is in the public interest to
do so, recover on behalf of a person who suf-
fers loss or damage by reason of the conduct of
another person that was engaged in contraven-
tion of Part IV or any regulations made under
the Act.

Section 156 Insertion of new Section, where it provides for
reference to conduct.

Section 157 Insertion of new Section, which provides that
it shall be an offence for those who attempt to
commit or abet or engage in a criminal con-
spiracy to commit of fences under the principle
Act.

Section 158 Insertion of new Section, which provides that
the SC may issue written notices, circulars or
guidelines as the SC considers desirable, and
may require the persons to whom the provision
of Part IV of the principle Act apply to give ef-
fect to all such written notices, circulars or
guidelines issued.

Sections 44, 44A Are renumbered as Sections 159 and 160
respectively.

Sections 45-48 Are renumbered as Sections 161-164 respectively.

Sections Insertions of new Sections, which provides for
165, 166 transitional and savings provisions and that the

Minister may make orders to modify the provi-
sions as may appear to him to be necessary for
the prevention of anomalies.

Schedules Insertion of new Schedules.
2,3,4 and 5

Sections Amendments
Division
Schedule

Sections Amendments
Division
Schedule
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T he Malaysian Accounting Stand-
  ards Board (MASB) has issued a
  further three MASB Standards as

approved accounting standards. The three
Standards issued, which will become opera-
tive for financial statements covering peri-
ods beginning on or after 1 July 2000, are :

MASB Standard 14, Depreciation
Accounting.

MASB Standard 15, Proper ty,
Plant and Equipment.

MASB Standard 16, Financial
Reporting of Interests in Joint
Ventures.

The MASB has also issued two State-
ments of Principles, as follows :

MASB SOP 1, Exempt Enterprises

MASB SOP 2, Interim Financial
Reporting

MASB 14
DEPRECIATION ACCOUNTING

This Standard deals with the deprecia-
tion of assets not covered by MASB 15,
Property, Plant and Equipment.

The objective of this Standard is to pro-
vide guidance in the determination of the
depreciable amount of a depreciable asset,
the depreciation method and the useful life
of the asset. This Standard applies to all
depreciable assets except property, plant
and equipment (dealt with in MASB 5);
forests and similar regenerative natural
resources; expenditure on the exploration
for and extraction of minerals, oil, natural
gas and similar non-regenerative re-
sources; expenditure on research and de-
velopment (dealt with in MASB 4) and
goodwill (to be dealt with in accordance
with an MASB standards on goodwill).

The main features of MASB 14 are: the
depreciable amount of a depreciable asset
should be allocated in a systematic basis to
each accounting period during the useful
life of the asset; in estimating the useful life
of the asset, the expected physical wear and
tear, obsolescence and legal or other limits
on the use of the asset should be consid-
ered. Useful life should be reviewed peri-
odically and any significant change should
be reflected in the current and future peri-
ods and the depreciation method selected

should be consistently applied. If the depre-
ciation method is changed, the ef fect should
be quantified and disclosed and the reason
for the change should be stated.

MASB 15
PROPERTY, PLANT AND EQUIPMENT

This Standard supersedes MASB Ap-
proved Accounting Standard IAS 16, Prop-
erty, Plant and Equipment adopted previ-
ously by the MASB in 1998.

An owner-occupied property from which
an enterprise carries on business, such as
an owner-managed hotel, is not an invest-
ment property, and as such will be ac-
counted for in accordance to this standard.
However, in certain circumstances, such
property may be treated as investment
property where the proper ty is used by the
owners to provide ancillary ser vices that
are a minor component of the transactions
as a whole or where the investor through
a contractual arrangement remains pas-
sive. This treatment is consistent with the
recently expressed views of the Interna-
tional Accounting Standards Committee
(IASC). The IASC, in March 2000 issued a
standard on Investment Property, IAS 40.

MASB 15 further prescribes that an item
of property, plant and equipment should be
recognised as an asset when it is probable
that future benefits will flow to the enter-
prise and the cost of the asset can be meas-
ured reliably. Subsequent to the initial rec-
ognition as an asset, an item of proper ty,
plant and equipment should be carried at
cost less accumulated depreciation and any
accumulated impairment losses (bench-
mark treatment), or revalued amount, be-
ing its fair value at the date of the revalua-
tion less any subsequent accumulated de-
preciation and subsequent accumulated
impairment losses (allowed alternative
treatment). Revaluation should be made
with sufficient regularity such that the car-
r ying amount does not differ materially
from that which would be determined us-
ing fair value at the balance sheet date.

A new section introduced in this Stand-
ard requires an enterprise to assess at each
balance sheet date, whether there is any
indication that its property, plant and equip-
ment may be impaired. If there is such an
indication, the enterprise should estimate
the recoverable amount of these assets and

compare it with the carr ying amount. If the
recoverable amount is less than the carr y-
ing amount, the carr ying amount should
be reduced to the recoverable amount and
the resulting dif ference, i.e. the impair-
ment losses, should be recognised accord-
ingly in the financial statements.

MASB 16
FINANCIAL REPORTING OF
INTERESTS IN JOINT VENTURES

MASB 16 supersedes MASB Approved
Accounting Standard IAS 31 (revised 1998),
Financial Reporting of Interests in Joint
Ventures adopted previously by MASB. This
Standard adopts, with some exceptions, the
requirements of IAS 31 (revised 1998).

An impor tant difference of MASB 16 is
that, unlike IAS 31 which permits a ven-
turer to report its interests in a jointly con-
trolled entity using either the proportion-
ate consolidation method (benchmark
treatment) or equity method (allowed al-
ternative treatment), MASB 16 removes,
the choice of method and only allows the
use of equity method.

MASB 16 should be applied in account-
ing for interests in joint ventures in the fi-
nancial statements of venturers and inves-
tors, regardless of the structures or forms
under which the joint venture activities take
place. A joint venture is defined as a con-
tractual arrangement whereby two or more
par ties undertake an economic activity,
which is subject to joint control, i.e. where
no parties is in a position to unilaterally con-
trol the economic activity and where two or
more parties together have the capacity to
dominate the making of major decisions.
Joint ventures may take the forms and struc-
tures of jointly controlled operations, jointly
controlled assets of jointly controlled enti-
ties. MASB 16 provides guidance on the
proper accounting treatment for transac-
tions between a venturer and a joint venture
and the fees paid by a joint venture to one
or more venturers who may act as the op-
erator or manager.

MASB SOP I
EXEMPT ENTERPRISES

Statement of Principles 1 (SOP 1), Exempt
Enterprises is intended to be applied as a
guide in determining “exempt enterprises”
and thereupon, the extent of exemption to
be granted to these qualifying enterprises
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from fully complying with MASB Standards.
The MASB took cognisance of the oner-

ous requirements the approved accounting
standards may impose on some enterprises
in the preparation of financial statements.
In several major jurisdictions, differential
repor ting is practised whereby a separate
standard is adopted for application by these
qualifying enterprises, for example, the
Financial Reporting Standard for Smaller
Entities (FRSSE) in the United Kingdom.
The MASB concluded that it is more ap-
propriate at present, to extant exemption
on a standard by standard basis.

SOP I adopts a concept of a reporting en-
terprise, which, amongst its considerations,
is tied to the information needs of users and
the nature of general-purpose financial state-
ments. The definition of an exempt enterprise
is developed on the assumption that certain
enterprises in different circumstances may
be exempted from accounting practices and
financial reporting discloses set out in MASB
Standards for various reasons including the
absence of dependent users. An enterprise
qualifies for the status of an exempt enter-
prise when: the enterprise does not have
public accountability; all of the enterprise’s
owners are members of the enterprise’s gov-
erning body; and is not large. This Statement
provides detailed explanation to each of the
three criteria mentioned. The statement, for
example, states that an enterprise is large if
it exceeds any two of the following : (a) an
annual gross revenue of RM 10 million (b)
gross assets of RM 5 million at the end of
the financial year; and (c) an average of 50

employees for the financial year.

MASB SOP 2
INTERIM FINANCIAL REPORTING

Statement of Principles, (SOP 2), Interim
Financial Repor ting, is intended to provide
guidance on the application of accounting
principles and financial reporting practices
to public listed enterprises in the preparation
of interim financial statements. The recent
amendments to the Listing Requirements,
pursuant to section 9 of the Securities Indus-
try Act 1983, required all public listed com-
panies (PLCs) to file with the Kuala Lumpur
Stock Exchange for public release, a quar-
terly report within two months from the end
of the financial quar ters, with effect from fi-
nancial quarters ending on or after 31 July
1999. The application of the recognition and
measurement principles presented in this
Statement will facilitate compliance with the
Listing Requirements on Quarterly Report-
ing of Financial Statements.

SOP 2 prescribes that the interim finan-
cial statements should be prepared using
the discrete method. The discrete method
views the interim period as an accounting
period distinct from the annual cycle and,
therefore, incomplete transactions are
treated according to the same principles
as are applied at the year-end. However, ex-
ceptions are made for certain items that
occur on an annual basic for example, taxa-
tion, where it is more appropriate to use
the integral method in determining the ef-
fective rate of taxation for application to
taxable profit of the discrete period.

M A S B / B O O K  R E V I E W

Applying International Accounting Standards
By David Cairns, 2nd. ed., London : Butterwor ths, 1999.

Call No. :  657.0218 CAI

A pplying International Account-
       ing Standards is a practical, inter-
pretative guide to the application of In-
ternational Accounting Standards. As
well as clearly and methodically ex-
plaining what the standards require,
the author incorporates many worked
examples and extracts from the finan-
cial statements of over 120 companies.

The detailed analysis offered by this
book makes it a valuable source for ana-
lysts, academics, students of account-

ancy, and practitioners in both private practice and industry.

BOOK REVIEW
2000 Malaysian Master Tax Guide
By CCH Tax Editors, consultant editors :  Veerinderjeet Singh, Teoh
Boon Kee, 17th. ed., Singapore :  CCC Asia PTE Limited, 2000.

Call No. :  343. 595 052 MAL

The 2000 Malaysian Master Tax
      Guide is a practical, accurate and reli-
able presentation of the tax structure, fea-
tures and ambit of Malaysian income tax
law. The guide explains how the law is
relevant to individuals, partnerships, cor-
porations and other taxable entities. It also
provides useful information in the areas
of real property gains tax and double taxa-
tion.

All tax amendments are included
since the publication of the 1999 Malaysian Master Tax Guide,

Disciplinary Case
The Institute has taken the following dis-
ciplinary action against a member for ‘un-
professional conduct’ and breaching the
Institute’s By-laws on Professional Con-
duct and Ethics.

CASE
A member, Jenny Foo Hoo Chow
(Memno. 7844), had sometime in 1998
and in particular on or about 7 August
1998 had contravened By-law 7-1(1) of
the Institute’s By-laws (On Professional
Conduct and Ethics) dealing with Adver-
tising, Publicity and Solicitation in Re-
spect of Professional Services of Public
Practices which states :
“No member in public practice shall seek
professional work by means of advertis-
ing or by and other form of solicitation in
particular by means of ‘cold calls’ or ‘di-
rect mailing’”.

The Disciplinary Committee ordered
that she be reprimanded by writing un-
der the hand of the Chairman of the
Disciplinary Committee; and that she
also pays to the Institute a penalty of
Ringgit Malaysia Five Hundred
(RM500) and a sum of Ringgit Malay-
sia One Thousand (RM1,000) in respect
of costs and expenses of and incidental
to the inquiry held by the Disciplinary
Committee and the investigation held
by the Investigation Committee.
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BOOK REVIEW cont’d List of New CD-ROM’s Available in
the MIA Resource Centre

Technology Accounting Education Practice, AAA, AICPA, 2000.
Code No. :  cdACC.EDU1

The Electronic Accountant’s Manual , Moore Stephens HF, Australia,
Centre for Professional Development, update 57-2000.

Code No. :  cd MAC2

FMM Directory 2000 :   Malaysian Industries, 31st ed., FMM, 31/2000.
Code No. :  cd BUS6

CRONER@CCH, Vol. 2, No. 2/00,                Code No. :  cdLAW11

The Hands-on Guide — HR Manager Malaysia, No. 2, 4/2000, Singa-
pore :  CCH, 2000.              Code no. :  cdEMP4

GAAP Compliance Adviser, Warren, Gorham & Lamont, PGAPA, June
2000.               Code No. :  cd GAC21

GAAP Practice Guide, Warren, Gorham & Lamont, PGAPA, June 2000.

Code No. :  cdGAA9

GAAP Extra, Deliotte & Touche, ABG Professional Information, Re-
lease 3, 2000. Code no. :  cdGAX3

KLSE on Disc, Vol. 1, No. 3, Kuala Lumpur, KLSE, 2000.
Code no. :  cdKLSE3

Singapore Master Tax Guide Manual, No. 49, 4/00, Singapore, CCH, 2000.
Code No. :  cdTAX5

including changes effected by the 2000 budget and the Finance
Bill 2000, which have been incorporated into this edition.

Malaysian International Trade and Industry,
Report 1999, Ministry of International Trade and Industry
Malaysia, Kuala Lumpur :  MITI, 2000.

Call No. :  339.5 MIN

This repor t provides various infor-
       mation from world trade and  eco-
nomics to Malaysian’s trade and in-
vestment performance. Explanations
are given for each sector from manu-
facturing to infrastructure and cov-
ers their production, employment,
sales and also the industry’s devel-
opment.

Small and medium industries
which contribute 18.9 per cent to the country’s manufacturing
output also get a detailed analysis. This report also provides pro-
ductivity indicators and statistics to each sector so that the reader
can make a comparison year by year. For anyone who wishes to
analyse the Malaysian international trade and industry, they will
get the overall views from this repor t.
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