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CONTRIBUTION OF ARTICLES

The Akauntan Nasional welcomes original and previously unpublished contributions which are of inte-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

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

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

We want to hear from you on just about anything that appears in
each issue of Akauntan Nasional. Why not drop us a line now?
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Real Progress Means Being
Recognised and Respected

The further weakening of an already pessimistic global economic outlook after

the terrorist attacks in the US and the subsequent bombing of Afghanistan will

no doubt have an adverse effect on many nations not excluding our beloved

country Malaysia. We should, therefore, prepare ourselves to contain the impact.

However, we can seek comfort in the fact that this is not the first time Malaysia has

had to deal with unexpected external shocks which threaten our economic well-be-

ing. As was the case in the past, the Government has adopted measures to overcome

problems that may arise and maintain our competitive edge.

Malaysia’s economic growth rate has now been revised downwards and the people

in the accounting profession must learn new skills and adapt quickly to new technolo-

gies to remain competitive. Good business policies have been formulated by the Gov-

ernment for us to follow but we must also be motivated and have a thirst for knowl-

edge in order to continuously improve upon our skills. In facing these challenges, we

will have to accept and cope with the realities of operating in the new economic envi-

ronment. We have to be efficient and productive to compete with our competitors. In

a situation like this, there is no substitute for hard work.

The Institute is well aware of this situation and the respective committees under

the leadership of its dynamic Council are doing the best with their respective teams

to develop and enhance strong practice fundamentals. Through discussions, meet-

ings and dialogue sessions with other regulatory bodies, trade associations, and pro-

fessional bodies, the Institute is working towards positioning the image of the ac-

countancy profession. In addition, at the expense of time spent with their families,

MIA President Abdul Samad Haji Alias together with other council members have

been clocking up ‘frequent flyer miles’ attending international meetings and confer-

ences abroad to keep abreast of global developments in the profession and to convey

Malaysia’s stand on accounting issues. The positive developments from these discus-

sions may not be apparent immediately but the long-term benefits are in the coming.

MIA is seeking the co-operation of member firms and practitioners to provide con-

tinuous feedback to the Institute on enhancing professionalism. We definitely need

input from members to improve further and ‘tighten loose joints’ within the profes-

sion. Through mutual co-operation, we can work towards taking the accountancy pro-

fession one step closer to excellence. The accounting profession must put its best

foot forward in facing the challenging times ahead.

Editor

Maintaining Our Edge
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VISION AND
MISSION

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

Its mission is :

•To promote and monitor
professional standards and
integrity.

•To provide education and
training to meet the
challenge of the ever-
changing global economy.

•To conduct and promote
research and development
for the enhancement of the
profession.

MIA BRANCHES

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

State : Melaka
Location : Melaka
Chairman : Lee Hin Kan

State : N. Sembilan

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

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

State : Perak
Location : Ipoh
Chairman : Soo Yuit Weng

State : Sabah
Location : Kota Kinabalu
Chairman : Alexandra Thien

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

MIA CENTRES

State : Kedah & Perlis
Location : Alor Setar
Vice Chairman : Por Lee Tee

State : Kelantan
Location : Kota Bahru
Chairman : Billy Kang

State : Terengganu
Location : Kuala Terengganu
Chairman : Su Lim

MIA President Awarded Honorary Doctorate
of Philosophy in Accountancy
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It has been said by certain quarters that the
Big-five firms, representing five per cent of
practitioners’ worldwide, have conquered 95

per cent of global confidence. Although the truth
of this statement cannot be verified, it cannot be
denied, having established global presence for
decades, the Big-five are ready and able, and in
fact eagerly anticipate new market openings.

But, what about the small and medium prac-
titioners? An accountancy firm that comprises
of five or less partners would fall into this cat-
egory. With over 95 per cent of practitioners
worldwide falling into this group, is enough
being done to prepare them for the opportuni-
ties and challenges that work in tandem with
the globalisation process?

The small or medium practitioner provides tax,
audit and accounting services to the average ‘Joe’
who needs someone to file his tax returns, audit
his company’s annual report and help him bal-
ance his books. The small or medium practitioner
has a comfortable office and lives on a decent
income. He is able to meet all his financial com-
mitments and is still able to tuck away a tidy sum
every month into his retirement fund. Would he
still be able to do this when we open up our mar-
ket? Is he ready to be challenged and in return
offer challenges across the border?

The small practitioner’s appeal lies in his abil-
ity to provide personalised services to clients. His
is a niché market. His ability to cater to specific
needs is his strength and it is this strength that
needs to be enhanced. It is important to note the
impact of the changing economic scenario and
the advancements in technology on clients and
their businesses. It is imperative for practition-
ers to understand fully the changes and develop-
ments that impact these clients in order to un-
dertake the necessary changes to ensure the
services provided meet the needs of clients. As
Dato’ Seri Rafidah Aziz, Minister of International
Trade and Industry in her keynote address at
the National Accountants Conference 2001 said,
“… professionals should not merely view the
process of globalisation from the perspective of
their own market access consideration, but
equally important from their clients’ perspective
as well. After all, professionals such as account-
ants do not serve themselves or create services
for themselves, but rather provide services for
their clients in the other economic sectors.”

As a client’s company prospers, his needs
change. Unless service providers grow with the
client by providing the required services, the cli-
ent in all likelihood will seek greener pastures. In
commenting about the survival of Malaysian small
and medium practitioners in the face of global com-
petition, MIA President, Abdul Samad Alias, opined
that the demand for these practitioners will always
be there, as people want personalised services. “All
that they need to do is to improve themselves in
terms of timeliness of service delivery, quality of
service and grow with the client,” said Samad.

Wherein Lies the Fate of
Small and Medium Practitioners?

At present there is a high level of regulation in
the global accounting services sector, particularly
at the sub-regional level. Within the World Trade
Organisation (WTO), the accountancy sector is the
only other sector apart from telecommunications
where the Council for Trade in Services has
adopted disciplines on domestic regulation. These
disciplines will be included in the current phase of
negotiations in the General Agreement on Trade
in Services (GATS) which provides the multi-
lateral framework of principles and rules for the
expansion of trade in services under conditions of
transparency and progressive liberalisation.

Current negotiations will be mainly on a ‘re-
quest and offer approach’ with concessions made
on a reciprocal basis. As such Malaysian serv-
ice providers cannot expect to find market ac-
cess elsewhere if they resist the entry of foreign
competition into the Malaysian domestic mar-
ket. It is understandable that practitioners are
fearful of competition. However, as Rafidah
pointed out, “Malaysian companies cannot con-
tinue to operate in an artificially insulated mar-
ket that serves as a comfortable ‘cocoon’ in a
rapidly globalising environment that can provide
vast opportunities for larger markets offshore.”

In playing its part to help members develop
resilience to face foreign competition and to op-
erate in a more open environment, the Institute,
through its public practice and tax committee,
has set up a strategic framework that outlines
possible strategic initiatives to promote the over-
all professional standing of members in practice.
This includes seminars on liberalisation, provid-
ing guidance in forming strategic alliances/
mergers and exporting services. As for provid-
ing guidance on practice management, quality
control and practice issues, the MIA website on
public practice provides a section on frequently
asked questions and answers in addition to pro-
viding practice guide covering current develop-
ment, marketing, staffing, ethics and quality con-
trol. To help members have a better understand-
ing of market needs and the range of new serv-
ices available globally, the Committee through
its concerted effort with the Institute’s continu-
ous professional development unit offers rel-
evant training on reporting, financial planning,
mergers and acquisition, in addition to informa-
tion on overseas development in public practice.

As the saying goes, you can only bring the horse
to the water, you cannot force it to drink. Likewise,
the Institute can only be a source of reference and
a channel for information dissemination. The will
to upgrade lies squarely in the hearts of members.
It is important for practitioners to understand the
severity of the impending changes brought forth
by globalisation and the corresponding need to
enhance their capacity to innovate and provide a
varied range of services. For the small and medium
practitioner, the continuity of his comfortable of-
fice, decent income and the retirement fund de-
pend very much on his willingness to adapt. AN



Akauntan Nasional October 2001

C O V E R
E C O N O M I C  T U R B U L E N C E

4

If anyone in this country thought
the atrocities of September 11
were distant events — tragic but
far-removed, with no real impact
on their daily lives — they have

surely changed their minds by now.
Already the economic downdraft from the

US tragedies is fanning a chill wind across
the Asia-Pacific region and Malaysia’s
economy has not been spared either. As trade
evaporates and investment flows dry up,
Malaysia as well as the rest of the countries
in the region are beginning to experience the
flip side of globalisation. Now, through no
fault of our own, Malaysia as well as other
countries in the region are facing a slump
likely to last six months longer, and with a
trough far deeper, than anyone had expected.

Like the rest of the countries in the region,
Malaysia is trying its best to weather the eco-
nomic turbulence. The government has
launched new efforts to inject life into the
domestic economy. A few days after the at-
tack, Bank Negara cut its intervention rate by
half a per cent (50 basis points) to 5.0 per cent,
joining other central banks in Asia which have
cut interest rates following the US Federal
Reserve’s rate cut a few days after the attack.

This lowers the ceiling-base lending
rates of commercial banks and finance
companies to 6.42 per cent (from 6.83 per
cent previously) and 7.46 per cent (from
7.98 per cent) respectively. Deposit rates
are expected to see minimal adjustments.

Immediately after the steps taken by Bank
Negara, the Cabinet approved a RM500
million fiscal stimulus package, reportedly
targeted for micro-projects like small roads
and mosques which can be implemented
quickly without the bureaucratic hurdles
that have held up spending of the RM3 bil-
lion package announced earlier this year.

Bank Negara according to its statement
stated that the rate cut is aimed at enhanc-
ing domestic business and consumer senti-
ment to support domestic economic activity,
something the additional off-budget package
is expected to do too. This is the first time in
over two years that the central bank is chang-

Down but
Not Out
Even before the horrific events of September 11, Asia was
preparing for a global economic slowdown. But now, the region’s
economies, including Malaysia will have to navigate a longer and
more painful path to recovery.

By MIA Communications Team
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ing its intervention rate. The last cut was in
August 1999, when Bank Negara also low-
ered the intervention rate by 50 basis points.

Why Now, With Budget 2002
Recovery Stimulant?

The scenario for an early recovery in the
external sector was basically shot after the
events of September 11, and the central
bank admits as much. The attack appeared
to weigh against an already weak world
economic growth while further dampening
global confidence.

Economists are worried that the already
jittery US consumer will be even more re-
luctant to spend, pushing the world’s larg-
est economy into a recession. With the
manufacturing sector already contracting,
and corporate earnings dwindling, it has
been consumer spending, which accounts
for two-thirds of the US GDP, that has been
propping up the US economy, and provid-
ing a market for Asia’s exports.

The US buys one-fifth of Malaysia’s to-
tal exports. And since manufactured goods
make up over 80 per cent of our exports,
the slowdown in the US economy this year
has already pushed Malaysia’s manufactur-
ing sector into a contraction.

The latest manufacturing sales and re-
trenchment figures show how badly manu-
facturers in Malaysia were already hit be-
fore the terrorist attacks. Manufacturing
sales fell 11.2 per cent in July from a year
ago, and 1.6 per cent from June, reflecting
the continued contraction in external de-
mand for electronic goods.

As orders dropped, factories had to slash
production and retrench workers. Re-
trenchment numbers in August were al-
most 2.5 times higher than the same month
last year, and by mid-September, total re-
trenchments so far reported to the Minis-
tr y of Human Resource had reached
27,433, three-quarters of which came from
the manufacturing sector.

The worry is that as more Malaysians lose
their jobs, consumer spending will take a big
hit, further crimping business activity. Already,
domestic manufacturing sales, which have
been holding up better than export sales, have
started to weaken in July, note economists.

So will the rate cut and further fiscal
stimulus help? Yes, say some economists
who have been calling for such moves.

“For Malaysia, now is the time to seri-

UNCERTAINTY
REIGNS

The grief following the terrorist attacks
on the US last month as thousands of lives
were lost is unimaginable. Still, econo-
mists and market strategists have a job
to do — to figure out what’s going to hap-
pen to the global economy and financial
markets.

One thing is for sure. There will be an
immediate cutback in consumer spend-
ing in the US. That’s bad news because it
is consumer spending which is keeping
the world’s biggest economy — and the
engine of global growth — from falling
into recession.

An analyst from a local stockbroking
firm, said the developments have dealt
the US economy (and as a result, the glo-
bal economy) with a substantial setback.
It will have a medium-term (three to six
months) effect but expected retaliatory
actions will further impact the markets
and economies.”

Still, much consolation is derived from
the fact that the US is likely to take all
necessary measures to stop the economy
from slipping. The Federal Reserve has
indicated it is ready to inject more money
into the system as have other major cen-
tral banks.

The US$40 billion special budget that
Washington has obtained, half of which
is to rebuild New York, should provide
added stimulus.

Still, what should and will investors do?
As in most trying times, investors will

likely be struck by an aversion to risk as
they stampede into lower-risk assets. Most
will switch their funds from high-risk eq-
uities to traditionally safe instruments
such as commodities (particularly gold or
bonds) and other fixed-income instru-
ments. Focus will also turn to government
debt papers that offer guaranteed regular
returns. Of course, ultimately, cash is king
especially in uncertain times like now. AN

ously push through the expansionary poli-
cies,” said CIMB Securities in a report on
12 September. It also suggested that lower-
ing lending rates would be helpful. “With a
large domestic-oriented economy, a serious
stabilisation policy is helpful in sustaining
some growth momentum,” said the report.

Theoretically, lower rates help boost
lending activity, and reduce the debt bur-
den of businesses. But others point out that
cheaper rates alone is not likely to spur
lending growth amid the uncertainty dog-
ging the global economy.

Interest rates are already at historical lows
and further rate cuts are unlikely to have
material impact on economic activities, points
out one local economist. “We are in a ‘liquid-
ity trap’ situation where the ample excess li-
quidity in the system is under-utilised be-
cause of low confidence,” he points out.

What is more important is that the gov-
ernment continues to boost domestic de-
mand through spending, and this is where
quick implementation of fiscal stimulus
measures comes in, adds the economist.

The government appears to be ready to
do both, as Bank Negara governor Datuk
Dr Zeti Akhtar Aziz told the press recently
that the government will undertake “com-
prehensive measures”, with interest rates
being one such measure.

Some economists anticipate further reduc-
tions in the lending rates, given Malaysia’s
low inflation and ample liquidity situation.
Malaysia’s inflation remains low, with July’s
Consumer Price Index rising a mere 1.3 per
cent in August from a year ago. Meanwhile,
Bank Negara’s international reserves contin-
ued to rise in the first two weeks of Septem-
ber, gaining another US$300 million to bring
the central bank’s total foreign exchange
holdings to US$28 billion.

“A prolonged low interest rates regime
is expected to be maintained,” says an ana-
lyst from a local stock broking company.
He points out that the gap between the in-
tervention rate and the interbank rates re-
mains large. “There is scope for further
reduction in Bank Negara’s intervention
rate by 50 basis points to 4.5 per cent in
the first half of 2002,” he added

“The accommodative monetary policy,
together with the continued expansionary
fiscal stance, will help to stimulate domes-
tic economic activities and raise private
domestic demand,” he said. AN
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In these tough times when the talk
all about town concerns the slug-
gish economy and a possible reces-
sion, the real fear in the minds of

most employees is the real prospect of fac-
ing unemployment. It is not uncommon
today to hear of large corporations resort-
ing to large-scale retrenchment exercises
as a means of resolving their financial dif-
ficulties — in view of the economic diffi-
culties they and the country are facing. So
if keeping your job is one of your top pri-
orities, here are some measures you can
take to hold on to your job.

Make yourself indispensable to
the organisation

Take on responsibilities that others are
afraid of or just plain lazy to tackle. Pay par-
ticular attention to certain jobs you know
your immediate boss doesn’t take delight
in handling. It could be compiling monthly
sales data and to which you have excess,
volunteer to do it for him. Watch out for
tasks that he always seems to procrastinate
about and take it on upon yourself to do
them. By developing for yourself niche re-
sponsibilities, you will be one of the last
persons your boss will consider for removal.

Try to meet with your boss’s
expectations

Many people are fired simply because
they go against the grain of their boss’s
thinking. Some of them try to go it alone
and take great risks at the expense of be-
ing a team-player and meeting with the
goals as set out by the boss. Others show
reluctance when given an assignment –
bosses want to have employees that are en-
thusiastic when an assignment is tossed to
them. Be busy, don’t try to cut corners with
your work hours or you may seriously af-
fect your image as a productive worker.

Don’t try to manipulate or take
advantage of your boss

Always try to demonstrate a healthy and
eager attitude to your work. Do not let your

boss form negative opinions
about you : Cannot be relied
on in cases of emergency;
has to be constantly re-
minded about his responsi-
bilities; never follows up; al-
ways flouting company pro-
cedures. Also do not make
unfair requests of your boss,
for instance by asking for
time-off when all the others
are being pressured to com-
plete an urgent project.
Dorothy Yong has this to
say, “If I say yes, it will put me in a difficult
spot with the other workers because his
workload will now have to be shared by all
who stay behind. It would be a bad prec-
edent and show favouritism which is bad
for company morale — all around.

Ask for an employment contract
When you join a new company and espe-

cially if you have special skills, you have —
nowadays, the option of requesting for an
employment contract, which clearly stipu-
lates a period of time for your employment.
This can be extremely useful in hard times
and your employer is bound by law to ob-
serve the terms of the agreement and must
pay you due compensation if they cannot.

Keep abreast of the industry
Make an effort to read up all you can about

what is happening in your industry, read
magazines, trade journals and solicit for con-
fidential information about your competitors.
The more information you have the better
your ability to recognise various opportuni-
ties that are available in the marketplace.

Make it a point to keep your
performance review up to date
Although many employees would rather

not go through with this an up-dated and
positive performance review has been known
to fire-proof and favour employees when
cases of unlawful termination have been
brought to court and bosses are very famil-

iar how a current review can be used against
them. Also, you can use such reviews to re-
mind your boss of the contributions you have
been making to the organisation, so that you
will be the last one on his axe-list.

Learn new skills, plan for the future
In any job, acquiring new skills or knowl-

edge about your job will help you keep a
competitive edge from the others. Try to
learn all about the responsibilities about
jobs ahead of you, identify areas of your
industry that are likely to expand and try
to locate yourself with that sector.

Beyond keeping up with the tricks of
your trade, there are valuable transferable
qualities that can win you an excellent job
with other employers. Go after the six most
“transferable” jobs :  training other employ-
ees; budget evaluation; effective interview-
ing; public speaking and clear writing. With
these skills, it won’t be that hard for you to
locate a job in any industry — from educa-
tion, finance and health care to advertis-
ing, sales and service. “The world,” to use
a well used cliché “is at your feet.”

So, take some time to consider that there
are alternatives and possibilities for em-
ployees to protect them from the vagaries
of the global economy and the fickle-
mindedness of an unsteady and unpredict-
able job market and, get down to prepar-
ing yourself for the worst.
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HOLDING ON TO

Your job
by Bill George

AN

C O V E R
R E T R E N C H M E N T
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C O V E R
B A N K R U P T C Y

Being declared a bankrupt was at
one time possibly the greatest
humiliation that one could ex-

ecute on another human being to make
him realise that he has been a failure and
a disappointment to his family and society
in general. It was an event that every rea-
sonable human-being dreaded and to
which every effort was made to avoid one-
self of such fate. The shame and humilia-
tion that was brought about by the public
announcement of this fact was enough to
make families decide to migrate to new ter-
ritories. In fact, during the tenure of the
British colonial times the plaintif f was
made to wear a black hood over his head
when sentenced was pronounced, a prac-
tice which is no longer employed today.
Such was the dilemma of bankrupts and
such was the social stigma attached to
them that they were shunned by family,
friends and society for having the misfor-
tune of not being able to settle their finan-
cial commitments.

Today, with the sheer number of people
coming under this classification, the situa-
tion has almost been reversed completely.
Today society does not lay such a heavy
emphasis on achieving the status of a bank-
rupt as was before. In fact, you may equate
it to the status of being retrenched. “He’s

a bankrupt, so what!” Take a look at the
classified columns of any newspaper and
you will realise it has become a way of life
and people have no qualms about declar-
ing themselves bankrupt as it is one of the
better ways to survive the stormy battles
in this race of the rats.

Who is a Bankrupt and
what is the process

involved?
A bankrupt is a person who is legally de-

clared as an insolvent person. The bank-
ruptcy process is also classified as the proc-
ess of recovering loans and monies owed
to creditors amounting to more than
RM10,000.00.

The act of declaring a person bankrupt
is in itself a long and tedious process.
Creditors have to first initiate legal pro-
ceedings before hand and prove they have
a valid case in the courts, win the case and
then obtain a judgment before bankruptcy
proceedings can be initiated.

The latter process includes serving the
bankruptcy notice personally and the fil-
ing of the creditor’s petition (CP). This
could be problematic as in many cases the
location of the debtor can prove to be im-
possible. But the law stipulates that after
three failed attempts, creditors can apply

to the court for a substituted service —
which is usually making a public notice in
the newspapers. Once the notice is served,
the debtor has seven days to settle the
debt, failing which he is legally deemed to
be unable to pay his debts, justifying the
filing of the CP.

With the filing of the CP, the court will
then fix a hearing date and should the
debtor choose not to contest, a bankruptcy
order will be made against him.

When a person is declared a bankrupt,
his personal and financial affairs will now
come under the jurisdiction of the Official
Assignee (OA) who has two functions to
perform :

� Making a record and collecting all the
assets of the bankrupt, which are later
used to pay off the creditors.

� Enforcement of the laws of bankruptcy.
Under existing laws a person is bankrupt
forever until he is able to settle all of his
debts.

The bankrupt, in actual fact, does not have
to pay off his debts in full. It depends on the
agreement reached with all his creditors at
a meeting with the OA. The OA will know if
there are enough assets to repay all the le-
gitimate creditors. If there are not enough
assets the OA will give an estimate of how
much he can get from the disposal of such
assets and he will make a proposal to the
creditors as to how much can be afforded
to each creditor. He may offer, for instance,
40 sen to the dollar, and it is then left to the
creditor to accept or reject the offer. If the
majority agree to the amount, then it will
be adopted and executed. When this proc-
ess has been completed the creditors will
discharge him of his debts and the remain-
der of his debts are written off.

Proposal to Review the
Bankruptcy Act

Currently, the hot topic in legal and busi-
ness circles is the recent proposal to re-
view the Bankruptcy Act of 1967. The main
content of the review will seek to permit
people who have been declared bankrupt
for over a period of five years to file for a
discharge. The critical part of the proposal,
not acceptable to many quarters, is that the
decision will rest solely with the OA.

To help him reach a decision the OA will
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Wall Street firms probably lost
US$1 billion in revenue
since the terrorist attacks

that brought US financial markets to a
four-day standstill. For the top seven firms
like Goldman Sachs, Citigroup and
Morgan Stanley Dean Witter, lost trading
revenue and commissions could amount
to US$250 million per day.
The drain in revenue will continue after
the market reopens (scheduled for 17 Sep-
tember) as firms rebuild. If stocks go
lower, firms will also see the value of their
holdings decline.

� The world’s airlines would likely have
lost sales and incurred expenses total-
ling US$10 billion because of the disrup-
tion to air travel. The estimates given by
the International Air Transport Associa-
tion (IATA) combine lost revenue with
the amount carriers have to spend to
maintain grounded planes and pay work-
ers.

� General Motors, Ford Motor, Honda
Motor and Toyota Motor halted produc-
tion at some North American plants be-
cause heightened security at the US-
Canada border delayed parts deliveries.

� Taiwan Semiconductor Manufacturing
couldn’t ship computer chips, Philippine
Long Distance Telephone Co. delayed a
key bond sale and China’s Konka Group
says exports of television will start drop-
ping immediately. Companies across Asia
are counting the financial damage of the
worst terrorist attacks in US history.

� Stock markets plunged across Asia the
day after the attack, wiping around
US$200 billion off the value of bench-
mark stocks in Japan, Hong Kong, Ko-
rea and Australia.

� US retailers, which have been struggling
all year to lift sales in a slowing economy,
could be hit by slower consumer spend-
ing and confidence. “There will be a re-
duction in consumer spending,” says Kurt
Barnard of Barnard’s Retail Trend Report.
“Part of it is people watching the human
tragedy unfolding on TV. That will make
them feel guilty about buying anything.”

� Major US television networks would
have lost hundreds of millions of dollars
in advertising revenue as they provided
non-stop coverage of the attack and res-
cue work. These broadcasters dropped
most commercials to cover the unfold-
ing events.

� LVMH, the biggest maker of luxury
products, cut its profit forecast for the
year from 10 per cent growth to five per
cent, blaming it on the tragedy.

� Removal of the debris left after the collapse
of the 110-storey twin towers of the World
Trade Centre could take months and cost
billions of dollars, government officials and
waste company executives say.

� Insurance claims from the terrorist at-
tacks could top US$20 billion. American
International Group said its losses may
reach US$500 million. AXA SA says
claims could cost it between US$300
million to US$400 million.

� Swiss Reinsurance, Munich Re, Scor SA
and Zurich Financial Services claims could
total US$2.2 billion between them.

COUNTING
THE COSTS
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be required to follow the following criteria :

� The person applying for a discharge was
acting as a guarantor.

� He is a person who fell victim to reces-
sion or a financial crisis not of his own
doing but as a result of external forces
beyond his control.

Limitations imposed on a
Bankrupt

� A bankrupt cannot hold office — as a di-
rector or partner in a company, Member
of Parliament or State Assemblyman.

� They are subject to certain restrictions
and have to declare their assets to the
OA.

� They have to surrender their interna-
tional passports and are restricted from
overseas travel, unless permission is
granted by the OA.

The proposed new law, although a com-
passionate one, can create new problems.
Debtors may no longer see the need to re-
pay what they owe with this short-term
bankruptcy status. And because power is
vested in the hands of the OA, the system
might open itself to abuse and corruption.
There is no doubt that steps must be taken
to safeguard this from happening. Power
should not be vested with one authority
alone — to prevent abuse and the authori-
ties should try harder to protect the inter-
est of the creditors.
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Business cycles, correlated pe-
riodic fluctuations in macro-
economic variables such as
GDP, industrial output, con-

sumption, employment, etc. around a
trend, have “come to be taken as a fact of
life” (Weber, 1997). They
are known to have oc-
curred over all ages and in
all parts of the world. All
business cycles are gener-
ally characterised by four
phases of peak, subse-
quent recession, trough,
and finally recovery (see
figure 1), which repeat ad
infinitum. No two cycles
are exactly identical in
terms of duration or ampli-
tude. In recent times, for
example, the lengths of
the recover y and peak
phases tend to be greater
while recession and
troughs have shortened. A
faster pace of technologi-
cal progress, the expan-
sion of the service sector
and increasing globalisation have both
shortened and reduced the amplitude of
recent cycles. Particular country-specific
factors also contribute to the differences
between individual cycles.

Periods of recession have obvious nega-
tive consequences for the economies ex-
periencing them. Potent examples include
the Great Depression in the 1930s and,
more recently, the 1998 Asian financial cri-

sis. However, both periods of boom and
bust are generally viewed as detrimental
to a country’s economic welfare. The rea-
son is that the associated risks and uncer-
tainty makes economic decisions and co-
ordination more difficult. The inability of

households and businesses to accurately
predict future levels of prices, wages and
interest rates hampers their ability to make
optimal decisions today. Over-confidence
during the boom period and over-pessi-
mism during bust periods result in
misallocation of resources. For instance,
business over-confidence can cause excess
hiring of workers, which becomes a liabil-
ity during a downturn.

There has been considerable debate sur-
rounding the causes of business cycles.
Broadly, three categories of causal factors
can be distinguished. First, supply-side
sources of the business cycle include
changes in technology, the effects of ran-

dom natural (earthquakes,
climatic changes) and man-
made events (wars, envi-
ronmental accidents) as
well as changes in factor
prices (such as crude oil).
Second, on the demand
side, changes in the expec-
tations and subsequent de-
cisions of individual eco-
nomic agents (such as
households and busi-
nesses) can have an impor-
tant effect on the nature of
the business cycle. In par-
ticular, individual invest-
ment and spending deci-
sions are influenced
strongly by the decision-
maker’s expectation of the
future state of the economy.
Finally, policy shocks in-

duced by changes in governmental stance
(i.e. fiscal, monetary and supply side poli-
cies) can have cyclical impacts on all sec-
tors of an economy. The policies are sub-
ject to change not least to the extent that
successive governments follow different
economic objectives.

While the occurrence of wars, cata-
strophic accidents and the impact of pub-
lic policy may be influenced on a national

The business cyclE
Fact of Life or
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or global basis, these are likely to be out-
side the immediate control of individual
economic decision-makers such as busi-
nesses and households. However, the con-
tribution individual consumption and in-
vestment decisions on aggregate make to
the business cycle should not be underes-
timated. Consider these two sectors of the
economy collectively. Basic economic
theory suggests that a country’s national
wealth be made up of consumer spending
(C), firm investment (I), government ex-
penditures (G) as well as net exports (NX).
In the context of the Malaysian economy,
C and I contributed 45.4 per cent and 15.1
per cent respectively in 2000. Accounting
for nearly two thirds of economic wealth,
the behaviour of these two economic sec-
tors clearly influences the business cycle.
Theoretically, other things being equal, a
10 per cent drop in C + I will cause a six
per cent decline in national wealth. This is
exactly what happened during
the early years of the Asian Fi-
nancial Crisis. The fear of im-
pending recession led to a drop
of 10.2 per cent and 55.2 per
cent in C and I respectively be-
tween 1997 and 1998, which in
turn caused national wealth to
decline by 7.4 per cent. It is clear
that cautious behaviour among
individual households and busi-
nesses, while seen as ‘rational’
under such circumstances, can
result in adverse outcomes for
the economy as a whole. Had
these economic agents viewed
economic condition from a
longer-term perspective, i.e. the
6.6 per cent long-term growth
trend (see below), the crisis, as
we know it could have been par-
tially averted.

The fact that the behaviour of
individual businesses does mat-
ter can be further illustrated

using Table 1. The table shows the total
sales figures of six randomly selected cor-
porations in Malaysia in the last four years.
The last column gives an indication of the
size of these businesses when compared
with the total production of Malaysia
(measured by the GDP). Their sheer size
indicates that any changes in their invest-
ment or hiring policies can cause swings
in the business cycles.

The Keynesian theory of the business
cycle explains how individual decisions can
collectively have dramatic implications for
overall economic activity. This framework
rests on the expectations (“animal spirits”)
both consumers and firms have of future
economic conditions. As a result, economic
activity can be characterised by both vir-
tuous and vicious circles. For example,
poor business confidence in economic con-
ditions can result in corporate austerity
measures, such as conservative invest-

ment and employment decisions. The re-
sulting adverse effects on suppliers and
workers can contribute to the very condi-
tions anticipated by businesses in the first
place. Conversely, confident businesses
make hiring and investment decisions
likely to add to improving economic con-
ditions. The latter phenomenon is referred
to as the multiplier ef fect. In essence, there
is a tendency for economic expectations to
become self-fulfilling.

The problem with individual decisions is
that often, consumers and investors are
unskilled in the proper use of complex in-
formation, such as economic data. When
people are faced with risky and compli-
cated decisions, they are often unable to
determine the ‘optimal’ course of action.
Frequently, the information needed is too
costly to collect or unavailable altogether.
In other cases, people do not have the
mental capability to correctly process the

information they are given. In
these types of situations, people
use choice heuristics or
shortcuts such as decision rou-
tines, procedures or rules-of-
thumb to systematically simplify
the choice at hand. Although
these heuristics are known to be
effective and produce fairly good
choices in complex situations
cheaply, they also generate sys-
tematically biased and inconsist-
ent decisions under particular
circumstances. Applying these
concepts to choices made by
consumers and investors may
provide us with a partial account
of the causes of a business cy-
cle.

There is a tendency among
economic agents to make unwar-
ranted inferences from unrepre-
sentative samples of information.
For instance, businesses and
households tend to form pic-

TNB TELEKOM MISC SIME DARBY YTL UEM % of GDP

1996 7925301 5252801 2474992 7066699 1470201 1782871 10.24%

1997 9786000 6416301 2411615 8252500 1690473 3337339 11.32%

1999 11843199 7980102 4613258 9460102 1660162 3100106 12.87%

2000 13452602 7833000 5250359 10971500 2109698 3184289 12.56%

T A B L E  1

Linear Model

�t = �0 = �1�t + et Estimated �0 Estimated �1

R2 = 0.8833 – 4,424,656.27* 2,254.27*

Exponential Model

Estimated �0  Estimated �1

R2 = 0.9963 –120.5417* 0.0661*

* Reject null hypothesis of the parameter is equal to zero at 1% signifi-
cance level
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tures of the overall economic
climate based on snapshots
in time rather than referring
to the underlying long-term
economic trends or ‘base
rate’. Refer to Figure 1. Con-
sidering economic condi-
tions at point A on the busi-
ness cycle may generate a
gloomy business outlook. In
contrast, a longer view over
the entire figure reveals a
continuous upward trend.
For example, in the
Malaysian case both the cur-
rent and 1998 downturn need
to be seen in the context of a general ris-
ing trend of GNP. Figure 2 and Table 2
show that an exponential growth pattern
of 6.61 per cent annually significantly ex-
plains the time path of GNP in Malaysia
between 1960 and 1999. This means that
the current deviation from the 6.61 per cent
long run annual growth must be regarded
as temporary. This point illustrates that
making decisions optimal in the short run
can have adverse consequences in the long
run when conditions change. In particular,
future growth figures would statistically be
expected to revert back to the exponential
trend. In other words, a particular period
of bust is likely to be followed by improved
conditions, just as boom times are ex-
pected to eventually lead to deterioration.

Another source of poor sampling arises
when agents focus on individual economic
indicators, rather than considering a range
of important variables. Stock market indi-
ces are increasingly used as well as publi-
cised regularly over the media as a gen-
eral measure of economic conditions.
Other equally important factors such as in-
dustrial output and productivity are becom-
ing more neglected. In Malaysia, the KLSE
Composite Index and share prices scroll-
ing across TV screens tuned to Bloomberg,
TV3 and NTV7, have become an indicator
of personal wealth for the man-on-the-
street. When the CI dips, a gloomy future
is forecasted, resulting in a delay in con-
sumption and investment patterns. When
a sizeable segment of the population react
in the same way, a recession will naturally
follow. Rather than merely basing eco-
nomic confidence on the CI, the investing

and spending public need to consider other
indicators like sales of durable goods, ex-
port and import growth, production index,
etc. The dilemma is that people’s coordi-
nation on this single indicator becomes
self-fulfilling: a general belief in the accu-
racy of a measure can generate behaviour
supporting it.

The so-called “confirmation bias” de-
scribes our tendency to disregard informa-
tion which disconfirms prior expectations.
For instance, when a business gets a feel-
ing that things are going to get worse,
more attention is paid to negative signals
that emanates from the business environ-
ment, thereby strengthening their prior
beliefs.

There is also a tendency to relate the
business cycles in Malaysia to perform-
ance of other industrialised countries. This
is a fact. However, in the late 1990s, net
exports contributed less than 25 per cent
of GDP. Fluctuations in net exports, which
could cause swings in the business cycle,
can be countered by the domestic economy
which consists of the remaining proportion
of the GDP. Unit root tests (see Table 3)
on Malaysian exports to the US, for exam-
ple, show that any “shocks” to it only
causes temporary effects. In the long run,
the export relationship between Malaysia
and the US returns to the normal trend.
This further illustrates that the expected
recession in the US will cause an adverse
effect on Malaysia’s exports to the US, but
this would be only short term in nature.
The results of these unit root tests for Ma-
laysia’s exports to the US for the period 1st

Quarter 1987 to 2nd Quarter 2001 are

B U S I N E S S  C Y C L E

Augmented Dickey-Fuller Test  –3.6116**

Phillips-Perron Test –3.4256***

Note : * 1% significance level
** 5% significance level
*** 10% significance level

Two widely used unit root tests, the Augmented Dickey-Fuller test
and the Phillips-Perron test with intercept and trend are used. These
two tests reject the null of a unit root at the five per cent and 10 per
cent significance levels, respectively. We have specified the number
of lagged first difference terms in the Augmented Dickey-Fuller test
as zero, using the Akaike information criterion (AIC), the Schwarz
criterion (SC) and the LM test for serial correlation. The number of
truncation lags in the Phillips-Perron test is selected based on the
Newey-West automatic truncation lag selection.

T A B L E  3
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shown in Table 3.
Leading economists at a re-

cent business cycle conference
concluded that “the business
cycle is not dead but is likely
here to say” (Fuhrer and
Schuh, 1998). Random shocks
to the economy such as the re-
cent apparent terrorist attacks
on the hub of international
business activity in New York
cannot be controlled. However,
it is equally clear that the way
in which these shocks are
translated into real economic
effects can be mitigated by the

way individuals react. In this context, cir-
cumspection is a clear economic virtue. In
particular, the lessons from cognitive psy-
chology as summarised in Box 1 can help
the individual decision-maker as well as the
economy overall.

Box 1

� Take the long-term view. Isolated

deviations from the trend are short

term in nature and should not be

taken out of context.

� Look for the big picture. Different

economic variables can give contra-

dictory signals and so a range of in-

dicators should be consulted.

� Scrutinise your paradigm. Investi-

gate if the alternative viewpoint

might be equally supported by avail-

able evidence.

� Examine your data sources. Any-

thing beyond first hand information

is likely to have been adulterated, to

some extent, in terms of newswor-

thiness, anecdote or entertainment.
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Fair Value in
Accounting
Measurement
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The main purpose of financial
accounting and reporting is to
provide useful (relevant, reli-
able and comparable) informa-

tion to the users to enable them to make
wise economic decisions. This presupposes
that the financial statements should be pre-
pared in a realistic manner so as to be able
to meet the current needs of the users. Use
of financial statements for decision-making
has become as important as stewardship ac-
counting — reporting past performance and
financial position to the ‘absentee owners’.
“Investors, with the aid of a computer can
access information on virtually any subject,
in any market. They can also move capital
around the markets of the world in the time
it takes to send an e-mail message … rapid
advances in computing technology in recent
years have increased the pace of financial
market globalisation … financial products
and risk management techniques have be-
come increasingly sophisticated.”1

Developments in financial markets dur-
ing the past two decades have intensified
the need for standardisation in accounting
and reporting of financial instruments in
global markets. Financial statements need
to better reflect the economic effects of an
entity’s investment and risk management
decisions. This article, after tracing in brief,
the developments leading to the issuance
of IAS 39, highlights the need for adopting
fair value and application of present value
(PV) techniques in accounting measure-
ment to make financial statements as ef-
fective instruments of decision-making.
Historic cost-based financial statements no
longer reflect economic reality.

Fair Value is the “amount for which
an asset could be exchanged, or a li-
ability settled between knowledgeable,
willing parties in an arm’s length trans-
action.” It is a price that would be
agreed to in an open and unrestricted
market, between parties who are fully
informed and are not under any com-
pulsion to transact, i.e., there is no
forced liquidation.

Measurement is the “assignment of
numerical values to represent specific
attributes of selected objects/events.”

Attribute “refers to the traits or as-
pects of an element to be quantified
or measured, such as historic cost,
current cost, etc.”

Developed countries are of the view that

all financial assets and liabilities should be
reported at fair value in the balance sheet.
Taking note of the developments of the
past 20 years, the International Account-
ing Standards Committee (IASC) approved
in December 1998, International Account-

By Dr. Hamendra K. Porwal
PRINCIPAL LECTURER, UNIVERSITI TENAGA NASIONAL

1 Craig Heppleston, “Accounting for Financial Instru-
ments in Global Markets”, The Malaysian Account-
ant, June 2000, p. 28.
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ing Standard (IAS) 39 :  Financial Instru-
ments: Recognition and Measurement,
to be effective for financial statements for
financial years beginning on or after 1 Janu-
ary 2001. A financial instrument is any con-
tract that gives rise to both a financial as-
set of one enterprise and a financial liabil-
ity of another enterprise. IAS 39 provided
that : All financial assets and liabilities are
recognised on the balance sheet, including
all derivatives. They are initially measured
at cost, which is the fair value of whatever
was paid or received to acquire the finan-
cial asset or liability. Subsequent to initial
recognition, all financial assets are
remeasured to fair value, with some excep-
tions.

“Derivatives — swaps, futures and op-
tions and others — that were once re-
garded as exotic financial instruments
are now so widely used by corporate
and others that they are regarded as
‘plain vanilla’,”2

Subsequently, the IASC Board unani-
mously approved E-66 on limited revisions
to IAS 39 in its meeting in Copenhagen in
June 2000. A Joint Working Group (JWG)
was established to develop a draft stand-
ard on accounting for financial instru-
ments. The JWG comprises representa-
tives from Australia, Canada, France, Ger-
many, Japan, New Zealand, five Nordic
countries, the UK and the US, as well as
the IASC.

This is the first time that an international
JWG has been set up to draft a standard.
This is an important step towards promot-
ing harmonisation of accounting standards
in all the developed countries represented
above and others.

The draft standard (DS) prepared by the
JWG was recently published for public
comment. The primary objective of the DS
is “to reflect, in an enterprise’s balance
sheet and income statement, the effects of

events on the fair value of the enterprise’s
financial instruments, and certain similar
items, in the periods in which these events
occur,” The proposals would affect exist-
ing accounting practices in many areas.

The Board of IASC decided to issue IAS
39, stating that all financial instruments
should be measured on fair value. This DS
is a result of a comprehensive longer-term
project in partnership with national stand-
ard setters.

The draft standard is founded on four
basic principles.3

Fair Value Measurement Principle.
Fair value is the most relevant measure-

ment attribute of all financial instruments,
such as bonds, derivatives, and equities. It
has concluded that significantly reliable
estimates of the fair value of financial in-
struments are obtainable for financial re-
porting purposes. The DS states, “First,
observable market exit prices for identical
instruments are to be used, if available. If
such prices are not available, market exit
prices for similar financial instruments are
to be used with appropriate adjustment for
differences. Finally, if the fair value of a fi-
nancial instrument cannot be based on
observable market prices, it should be es-
timated using a valuation technique that is
consistent with accepted economic pricing
methodologies.”

Income Recognition Principle.
All gains and losses resulting from meas-

urement of financial instruments at fair
value are to be recognised in the income
statement in the reporting periods in which
they arise.

Recognition and Derecognition
Principle.

An enterprise would be required to rec-
ognise a financial instrument when it has
the contractual rights or obligations that
result in an asset or liability, and to
derecognise it or a component thereof,

when it no longer has the pertinent rights
or obligations.

Disclosure Principle.
The financial statement presentation and

disclosure should be sufficient to enable,
evaluation of risk positions and perform-
ance in respect of each of an enterprise’s
significant risks.

The JWG is of the view that the adop-
tion of a comprehensive fair value meas-
urement system provides a richer and
more consistent foundation for disclosures
that facilitate the predictive and account-
ability purposes of financial reporting.

Merits of Recognising Financial
Instruments at Fair Value

� Fair value (FV) better reflects the eco-
nomic risks and rewards associated with
a financial instrument.

�  FV better captures changes to the risks
and rewards associated with the finan-
cial instruments at reporting date.

�  FV provides a consistent, single unit of
measure which enables comparisons to
be made between financial instruments
with different risks and rewards.

�  A reporting entity’s equity will also bet-
ter reflect the net economic value of fi-
nancial instruments which are currently
reported off-balance sheet — all finan-
cial instruments will have to be recog-
nised at fair value in the statement of fi-
nancial position.4’

1

2

3

4

2 Ibid. p. 28
3 Akauntan Nasional, March 2001, pp. 63-64
4 Craig Heppleston, p. 29.
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Fair value in the US

The Financial Accounting Standards Board
(FASB) of US has recently come out with a
Statement of Financial Accounting Concepts
(SFAC) No. 7, Understanding the Issues :

� Measuring Fair Value (June 2001)

� The Case for Initially Measuring Liabili-
ties at Fair Value (May 2001)

� Expected Cash Flows (May 2001)

� Credit Standing and Liability Measure-
ment (June 2001)

Fair Value in International
Accounting Standards

Some IASs already provide for fair value
in accounting measurement.

Business Combinations. Under
the purchase (acquisition) method, the cost
of acquisition of marketable securities is
measured at their market price at the date
of the acquisition. Fair
values can be cor-
rected against good-
will up to the end of
the year after acquisi-
tion if additional evi-
dence of values be-
comes available. The
minority interests at
acquisition should be
stated at share of fair value of net assets or
at share of pre-acquisition carrying value of
net assets. (IAS 7, IAS 22(Revised), IAS 27)

Intangible Assets are based on
their fair value at the date of acquisition,
where possible, determined by reference
to an active market in such assets. (IAS 36,
IAS 38) Long-term investments are carried
at cost or revalued amounts. Revalued as-
sets are carried at fair value.

Marketable equity securities
may be carried at lower of cost and mar-
ket value determined on portfolio basis.
(IAS 25, E 62)5

Current asset investments are
carried either at market value or the lower
of cost and market value. Changes in mar-
ket value must be consistently recorded ei-
ther in the income statement or in the state-
ment of recognised gains and losses. (IAS
25, E 62)

Lessee Accounting – Finance
Leases. These are recorded as an asset
and an obligation to pay future rentals at
an amount equal to lower of the fair value
of the asset and the present value of the
minimum lease payments (MLPs) at the
inception of the leases. (IAS 17-Revised)

Revenue Recognition. Revenue
should be measured at the fair value of the
consideration received or receivable. This
is usually the amount of cash or cash equiva-
lents received or receivable. (IAS 18)

Financial Instruments. As re-
ported earlier, the financial assets and fi-
nancial liabilities are to be measured at
their fair value. (IAS 39 Revised, E 66)

Agriculture. Biological assets should
be measured at their fair value less esti-
mated point-of-sale cost where fair value
cannot be measured reliably. There is a pre-
sumption that fair value can be measured

reliably for a biologi-
cal asset. Agricultural
produce harvested
from an enterprise’s
biological asset
should be measured
at fair value less esti-
mated point-of-sale
costs at the point of
harvest. (IAS 41)

Fair Value in Malaysia and
Other Countries

Fair Value in Malaysia, Australia, the UK
and other countries is being applied for some
accounting measurements, such as mergers,
acquisition of enterprises and others.

Unit Trusts in Malaysia are required to
measure all investments on initial recog-
nition at cost, which is the fair value of the
consideration given. Subsequent to their
initial recognition, all investments should
be measured in the balance sheet at their
value.6    (MASB ED 26)

MASB 24, Disclosure and Presentation of
Financial Instruments, on the pattern of
IAS 32, has already been issued. Steps are
being taken to issue a standard on Recog-
nition and Measurements of Financial In-
struments on the pattern of IAS 39.

It will, thus, be seen that fair value in
accounting measurement has been ac-
cepted by major developed countries. Natu-

rally, others will be required to follow to
be able to operate successfully in global
markets.

Application of PV techniques in
Accounting Measurement

Long-lived assets on contractual basis,
long-term loans and investments, em-
ployee-benefits, capital budgeting deci-
sions are all accounted for on the basis of
discounting techniques in many countries.

Reliability of Fair Values
Recognising all financial instruments at

fair value in the balance sheet is expected
to lead to greater transparency to share-
holders.7 However, one of the key issues
with fair value accounting for financial in-
struments is the reliability of fair values.

There is no active and liquid market for a
significant number of financial instruments.
The Fair Value of such financial instru-
ments, where there is no observable mar-
ket price, some feel, is likely to be unreli-
able. In such cases, the fair values “will need
to be determined by marking to models
rather than by marking to market … The
methodologies for determining fair values
have been employed for many years.”

The preparers, the accountants, the man-
agement and other users will accept fair
value accounting only when the financial
statements are more suitable to meet the
current needs of the users.

5 FASB (USA), “SFAC No. 7”, Understanding the Is-
sues, May-June 2001.

6 MASB 24 and MASB ED 26, Malaysian Account-
ing Standards Board.

7 New Straits Times, Business Section, Kuala Lumpur,
Malaysia, 22 June 2001.

Note :  The author acknowledges with gratitude
the assistance taken in the preparation of this
article from the above publications and others.

“The Fair Value of such financial

instruments, where there is no

observable market price, some

feel, is likely to be unreliable. In

such cases, the fair values will

need to be determined by

marking to models rather than

by marking to market”

“Fair Value in Malaysia,

Australia, the UK and other

countries is being applied for

some accounting measurements,

such as mergers, acquisition of

enterprises and others.”
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Introduction
The issue of corporate governance in

Malaysia has become an important topic
of discussion particularly following the
1997 Asian financial crisis. Many have ar-
gued that the weak corporate governance
state had exacerbated the crisis. The weak
corporate governance is associated with a
low level of transparency and decisions in
the hands of a few. This could result in the
shareholders’ right not being taken care
of. If the corporate governance mecha-
nisms are well in place in a company, a high
degree of transparency would be observed
and thus shareholders will obtain informa-
tion about the company that reflects its un-
derlying “true’ and “fair” state. In order for
a firm to have a good internal corporate
governance system, it is very crucial for
the firm to have a well balanced and an ef-
fective board of directors. These two as-
pects are stressed in the Malaysian Code
on Corporate Governance. The Malaysian
Code on Corporate Governance (2001)
places heavy emphasis on the board of di-
rectors and it states that “the key to good
governance lies in getting the right board
in place.” (para. 4.16)

A board of directors is important in to-
day’s modern businesses because the own-
ers are no longer the ones who run the
business. Rather, the company is run by
professional managers who don’t usually

own shares in the company. Since this is
the case, a board is appointed to monitor
and discipline the managers as appropri-
ate to ensure that the management involves
in activities that will enhance the value of
the firm, which will be enjoyed by the
shareholders from the increase in the
share prices. Hence, a board exists to pro-
vide a check and balance mechanism in the
company.

In order for a board to function effec-
tively, having the right composition is very
important. The first and foremost criteria
for an effective board is its being independ-
ent of the management. A board should
detach itself from the day to day running
of the company so that in the decision proc-
ess, the directors can bring fresh and in-
dependent views into the board. A well-
balanced board refers to the composition
of the board of directors, which should not
be controlled by a particular group of peo-
ple, which could hamper its independence
in its conduct. A board should not be domi-
nated by the executive directors of the firm
or a group of directors representing a par-
ticular shareholder at the expense of the
other shareholders not being represented
on the board.

Rather, a board should consist of mem-
bers who are independent of both the
management and the significant share-
holder (Malaysian Code on Corporate

Governance, 2001). Thus, a well-balanced
board should be composed of non-execu-
tive directors who can bring independ-
ence into the board and in its decisions
and who can add to the diversity in the
backgrounds of the directors. Addition-
ally, there should also be a clear-separa-
tion of duties between the board chairman
(who leads the company) and CEO (who
runs the company). The board cannot be
seen as effective and independent if the
board chairman is also the CEO of the
company as conflict of interests will inevi-
tably arise and the risk of one person
dominating the decision-making and the
running of the company is high.

However, the Malaysian Code on Corpo-
rate Governance states that if the roles of
the board chairman and the CEO are com-
bined, the board should have a strong in-
dependent element so that the board is not
dominated by one person. The Code fur-
ther reiterates that the decision to combine
the roles of board chairman and CEO
should be publicly explained.

Thus, getting the right board means hav-
ing an effective board which functions as
the public expects it to perform. If the
board is not effective, the interests of the
shareholders are not being protected be-
cause the management, who is argued to
be opportunistic and considering its negli-
gible shareholdings, will engage in value
decreasing activities unchecked and also,
the decisions made might be biased to-
wards a particular party. According to the

Characteristics of
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& audit committees
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Cadbury Code (1992), non-executive direc-
tors’ representation on a board should be
such that their views will carry significant
bearing on the board’s decisions. The
Cadbury Code recommends that at least
three members of a board are non- execu-
tive directors and that majority of the non-
executive directors are independent direc-
tors. The Report defines independence as
being independent of the management and
free from any links with the management
which could materially influence their ex-
ercise of independent judgment. The Code
(2001) recommends that a board of direc-
tors should at least have one-third of its
members being non-executive directors.
According to a survey conducted by KLSE
and PwC in 1998, KLSE listed companies
basically had complied with the one-third
requirement ahead of the Code (2001) rec-
ommendation. Nonetheless, the findings
were based on a questionnaire,
distributed to the selected re-
spondents, which were not
based on the actual published
information. Thus, this paper
will provide evidence relating
boards’ composition of listed
companies based on the infor-
mation contained in the annual
reports.

In addition to providing evi-
dence with regard to a board
composition and the extent of
the roles of the board chairman
and CEO being combined, this
paper will also look into the
audit committee characteris-
tics among listed companies as
contained in the annual reports. Audit com-
mittee formation has been mandated to all
KLSE listed companies since 1 August
1994 through Sections 15A and 344A of the
KLSE Listing Requirements. Section 15A
stipulates that an audit committee should
be comprised of a majority of whom are
independent directors. Section 344A ex-
plains further that an audit committee
should consist of not fewer than three
members and that majority of them are
neither executive directors nor related to
the management. The section also stipu-
lates that the chairman of the committee
is not an executive director or employee
of the company. This requirement is to en-

sure that the audit committee is not being
influenced by the management. In the Re-
vamped KLSE Listing Requirements, au-
dit committee is contained in Part C of
Chapter 15. In addition to the requirements
as found in Section 344A, the new require-
ment requires companies comply with two
additional requirements: an audit commit-
tee should have at least one accountant and
the committee cannot have an alternate di-
rector as its member. The requirement on
having an accountant of the audit commit-
tee is consistent with the recommendation
by the MIA in 1994.

The objective of this paper is to investi-
gate the characteristics of the KLSE listed
companies’ boards of directors and their
audit committees for the period prior to the
1997 financial crisis. Specifically, this pa-
per will examine: the composition of the
boards of directors, the roles of the board

chairman and CEO, board size, audit com-
mittee composition, and its chairman. Per-
haps, the findings of this paper could shed
light as to the nature of the internal corpo-
rate governance system within Malaysian-
listed companies.

Methodology and Findings
All KLSE Main Board, excluding fi-

nance companies, listed companies were
included in this study for a period cover-
ing 1994-1996. Relevant data were ob-
tained from the companies’ annual re-
ports. Non-executive directors (NED) are
defined as directors who are not af filiated
with the management. Thus, the extent

of a board’s independence is measured by
the number of non-executive directors to
the number of directors on the board. The
larger the percentage, the more independ-
ent the board is expected to be. The vari-
able directors’ shareholdings signal the
extent of interest of the board in the com-
pany. The greater the interest, the higher
the likelihood that the board will monitor
the management more strictly. The extent
of shares held by the board also reflect
the severity of the agency problem in the
company. Another important variable in
corporate governance is the external au-
ditors.

Big-6 audit firms are argued to be more
independent as they are less dependent on
the income from a single client compared
to the smaller audit firms. Small audit
firms, due to their size, may depend heav-
ily on the income from a particular client

and it cannot afford to loose its
clients. Thus, these small audit
firms are predicted to be less
independent. Finally, the vari-
able on the percentage of
shares owned by a single larg-
est shareholder in the company
signals the presence of a domi-
nant shareholder in the com-
pany and thus exerts signifi-
cant influence in the decisions
made by the company. While
the extent of a single largest
shareholder holding shares in
a company may be viewed as
reflective of a close monitoring
of the management and it may
well be that the management is

appointed by this largest shareholder or
within its circle, in pursuing its interests,
while the interests of the “other” share-
holders might be neglected. However, if
this largest shareholder pursues value en-
hancement, the whole shareholders of the
firm will benefit from the close monitor-
ing of the management.

Table 1 presents the characteristics of
the boards of directors over the period
1994-1996.

Results in Table 1 suggest that the size
of a Malaysian board is about eight, which
is similar to the findings in the survey by
the KLSE and PricewaterhouseCoopers
(1998). The size is thus consistent with the

Characteristics of the BoDs

T A B L E  1
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1994 1995 1996 Overall

Size (mean) 7.66 7.78 7.68 7.70

Chairman cum yes 22.40 20.20 21.70 21.40
CEO (%) no 77.60 79.80 78.30 78.60

Chairman cum yes 32.40 31.50 34.60 32.80
Executive (%) no 67.60 68.50 65.40 67.20

NED to Board (%) 70.10 71.00 70.45 70.51

Directors’ shareholding (%) 22.04 22.97 24.27 23.09

Auditor (%) B-6 80.20 80.60 79.20 80.00
(Big-6/Non Big 6) NB-6 19.80 19.40 20.80 20.00

Single largest shareholder (%) 35.52 36.18 36.59 36.09
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recommended size, i.e. in the
range of 8 to 10 (Lipton and
Lorsh, 1992). The percentage
of outside directors to the
board is about 70 percent, also
about the same percentage
found in the KLSE and PwC
survey, which was 67.5 per
cent. Thus, this finding sug-
gests that Malaysian boards
are dominated by outside di-
rectors.

A great majority of
Malaysian companies separate
the roles of the board chair-
man and the CEO as indicated
by mean percentage of non-
duality structure of 78.6. This
therefore suggests that
Malaysian boards are not
dominated by one single indi-
vidual. The number of compa-
nies whose board chairmen
are also executive directors is
considered as moderate (i.e.
32.8 per cent). However, evi-
dence with regard to the pattern of owner-
ship shows that a typical Malaysian com-
pany is controlled by a single shareholder
which is shown by a mean percentage of
shares owned by a single largest share-
holder being 36. Though the 36 per cent is
still far from 51 required to become a ma-
jority shareholder, the 36 per cent means
the shareholder is able to exercise its right
to nominate directors on the board and
subsequently dominate the board and in-
fluence the decisions by the board. Evi-
dence on the relatively large amount of
shares owned by directors (i.e. 23.09 per
cent) supports the argument that these sin-
gle largest shareholders dominate the
board. Thus, though the extent of outside
directors dominating the board and sepa-
ration of board chairman and CEO seem
to suggest that Malaysian boards are free
from the management, the presence of a
single significant shareholder in the firm
could adversely affect the board’s inde-
pendence.

Finally, the external auditors, being an
important form of the external corporate
governance mechanisms, show that a great
majority of Malaysian companies engage
big-six audit firms (i.e. 80 per cent). If a

big-six audit firm is a signal for audit qual-
ity and auditor independence, this finding
should suggest that the quality and the
auditor independence are very high among
Malaysian companies. Thus, this finding
may be interpreted as the high quality of
financial reporting among Malaysian com-
panies. The argument is that the higher the
quality of the audit and the higher the de-
gree of auditor’s independence, the more
likely that the auditor will find irregulari-
ties in the financial reports and the more
informative the financial reports will be.
Table 2 presents the characteristics of the
audit committees.

The size of a typical Malaysian compa-
ny’s audit committee is about three, which
is the minimum size required by the KLSE
Listing Requirements (Section 344A).
However, the most common audit commit-
tee size was found to be four (Fisher, 1994).
The composition of the audit committee is
also consistent with the requirement im-
posed by the KLSE Listing requirement
where outside directors make up more
than 75 per cent of the members. Thus, this
evidence should suggest that Malaysian
company’s audit committees are independ-
ent. However, a closer look into the com-

position of the audit commit-
tees reveals the reverse might
be happening. First, about one-
third of Malaysian companies
have the board chairman serv-
ing on the audit committee.
Second, about half of the com-
panies appoint the CEO (or the
MD) to serve on the audit com-
mittees. These findings may
therefore suggest that
Malaysian audit committees
are not independent because
the CEO (or the MD) is not
supposed to sit on the AC as
this could affect the AC’s objec-
tivity on the financial reporting
aspects of the company. One of
the major requirements for an
effective AC is that neither the
board chairman nor the CEO is
appointed to sit on the AC. If
one of these two individuals sits
on the AC, the AC will not be
effective in playing its role of
overseeing the financial report-

ing processes to ensure that the content
of the financial reports reflects the true and
fair view of the company.

Relationship of BOD and AC
with Key Financial Indicators
Data involving several financial indica-

tors were also collected :  ROA, ROE and
gearing. The ROA and ROE were meas-
ured using the net income divided by total
asset and shareholder’s equity respec-
tively. The gearing was measured by divid-
ing total borrowings (short-term and long-
term) over total asset. Table 3 presents the
descriptive statistics of the financial indi-
cators.

Results in Table 3 suggest that the
firm’s profitability was declining towards
the year 1997 as indicated by the drop in
both the ROA and ROE. The ROE de-
clined by about two per cent each year
beginning from 1994. The ROA did not
show significant decline during the period
of study leading to year 1997. However,
an obvious upward trend for gearing is ob-
served suggesting that companies rely
more on debt financing. A four per cent
increase was experienced in 1995 com-
pared to the ratio in 1994. Gearing ratio

Key Financial Indicators

T A B L E  3

Characteristics of CAs

T A B L E  2

Note : ED : Executive Director; NED :  Non-Executive Director
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1994 1995 1996 Overall

Size (mean) 3.25 3.28 3.24 3.25

Chairman of AC (%) ED 1 1 1 1

NED 99 99 99 99

BoD Chairman yes 31.60 31.20 31.80 31.50
on AC (%) no 68.40 68.80 68.20 68.50

CEO of AC (%) yes 46.20 50.20 51.40 49.20

no 53.80 49.80 48.60 50.80

NED of AC (%) 75.60 76.00 76.10 75.90

AC members to BoD (%) 45.33 45.56 45.31 45.40

1994 1995 1996 Overall

ROE 14.13 12.53 9.78 12.14

ROA 6.78 6.87 6.40 6.68

Gearing 17.74 21.23 23.51 20.82



Akauntan NasionalOctober 2001

increased by more than one
per cent in the following year,
i.e. 1996. This piece of evi-
dence could have also been an
indicator to the financial crisis
in 1997 as the profitability and
gearing move in a different di-
rection.

Table 4 presents findings
with regard to the relationship
between BOD and AC with the
key financial indicators.

Results in Table 4 suggest
that the variables on corporate
governance, generally, do not
have any relationship with a
firm’s per formance and the
level of gearing. Separating
the roles of the board chairman and the
CEO clearly do not have any link with per-
formance and gearing. Rather, the sepa-
ration is predicted to avoid the presence
of a dominant personality controlling the
board. With regard to board size, its rela-
tionship with the firm’s performance is
mixed. But, to some extent, board size is
found to be positively associated with ROE
suggesting that a large board size leads
to higher performance. However, a posi-
tive and significant relationship was found
in 1996 between ROE and ROA for the
board size. One explanation is that per-
haps a large board size reflects diversity
in the backgrounds of the directors. Thus,
this diversity helps to improve perform-
ance of the firm.

The extent of non-executive directors
dominating the board and the AC does not
have any significant bearing on the firm’s
performance and gearing. These findings
are not surprising as the roles of non-ex-
ecutive directors are to provide a strong
internal governance mechanism to ensure
the management of the firm acts in the in-
terests of the shareholders. The non-execu-
tive directors do not have direct influence
in determining the policies and strategies
to be adopted by the company. Rather, the
board collectively determines the direction
of the firm and outlines the policies and
strategies to be adopted.

Summary and Conclusion
This paper attempts to examine closely

the characteristics of the boards of direc-

tors and the audit committees in Malaysia
prior to the financial crisis in 1997. Find-
ings show that Malaysian companies are
generally not controlled by the manage-
ment as reflected by the percentage of non-
executive directors on the boards, which
is well above 70 per cent. The Malaysian
boards also separate the roles of the board
chairman and the CEO. These results sug-
gest that Malaysian boards are free from
significant influence of the management.
However, significant shareholders seem to
dominate Malaysian boards, reflected by
the high BOD shareholdings in the com-
pany. The extent of shareholding by a sin-
gle largest shareholder is also large, which
is above 35 per cent.

With regard to audit committees,
Malaysian companies comply with the
KLSE requirement of having an AC with
at least three members and dominated by
non- executive directors. Nonetheless, al-
most half of Malaysian companies appoint
their CEO to sit on their audit committees.
About one-third of Malaysian companies
appoint the board chairman to sit on the
audit committees. These two pieces of evi-
dence could hinder the effectiveness of the
AC in carrying out its duties.

A correlation analysis was subsequently
carried out in order to find any significant
relationship between BODs, ACs and key
financial performance. Results generally
showed that boards of directors and audit
committees are not associated with the
firm’s performance and gearing. Nonethe-
less, this study found support (though not
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Pearson Correlation Analysis

T A B L E  4

Note : * significant at one per cent; ** significant at five per cent

very strong) for a positive as-
sociation between board size
and firm’s performance.

Finally, the internal corpo-
rate governance among
Malaysian listed companies
seems to be satisfactory. On the
surface, both the BODs and the
ACs. do show certain desirable
characteristics to enable them
to function effectively. Thus, it
is difficult to conclude that lack
of corporate governance was
the reason for the financial cri-
sis in 1997 as the same corpo-
rate governance system was in
place in 1994-1996 and the
country’s economy and share

markets were booming and it seemed that
there was no complaint about the corpo-
rate governance in Malaysia. Then per-
haps, one important point that needs to be
highlighted is the importance of educating
and training the Malaysian boards of direc-
tors. The training programs can help the
directors to be aware of the specific respon-
sibilities and how best to discharge their
duties. If the directors are more aware of
their responsibilities, they might be able
discharge their duties more effectively.
The Code (2001) specifically requires all
newly appointed directors to go through
an orientation and education program.
However, to ensure all directors are aware
of their duties, the existing directors may
also need to go through such an education
training in order to beef up Malaysian com-
panies internal corporate governance. AN
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Board Chr cum % NED in % NED in

Size CEO Board AC
ROA

1994 0.086 0.012 –0.004 0.062
1995 0.073 0.067 0.016 0.083
1996 0.152* –0.016 0.133** 0.124**

ROE

1994 –0.002 –0.002 0.016 –0.026
1995 0.127** 0.024 0.015 0.137**
1996 0.139** 0.009 0.084 0.074

GEARING

1994 0.017 –0.032 –0.097 –0.069
1995 –0.042 –0.058 –0.004 –0.081
1996 0.026 –0.020 –0.083 –0.000
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Abstract

This study summarises the

information on the external

auditors’ perception of a suc-

cessful audit committee. The

focus was on three main issues

of interest, that is the factors,

the member attributes and

functions of audit committees

that are perceived to contribute

to the success. Using factor

analysis, various attributes considered important by external

auditors were identified under each issue of interest. With regard

to factors contributing to the success of audit committees, exter-

nal auditors identified attributes relating to duties performed as

the most important. Among all the identified audit committee

member attributes, external auditors ranked member’s credibility

as the most important. With regard to the important functions of

the audit committee, external auditors perceived the attributes

under the category of traditional role in auditing as most impor-

tant compared to accounting, financial reporting and other duties.

These findings are substantially similar to those of the internal

auditor’s perception of a successful audit committee documented

in earlier research.

Audit Committee
Effectiveness :  The
External Auditors’ Perception
By Zulkarnain Bin Muhamad Sori LECTURER, Shamsher Mohamad, ASSOCIATE

PROFESSOR & Mohamad Ali Abdul Hamid, ASSOCIATE PROFESSOR

DEPARTMENT OF ACCOUNTING AND FINANCE, FACULTY OF ECONOMICS AND MANAGEMENT

UNIVERSITI PUTRA MALAYSIA

Introduction
The government initiated several meas-

ures in its efforts to create a world-class
capital market comparable with those in de-
veloped countries. These measures were
focused towards creating a disclosure-
based and transparent corporate environ-
ment with effective corporate governance
to promote quality financial reporting, re-
storing market confidence, and hence cre-
ating a more efficient and cost effective
mechanism to allocate investment capital.
Among the measures taken to ensure a
smooth implementation of these initiatives
was to revise the listing requirements to
make it mandatory for firms to form an ef-
fectively functioning audit committee
(Shamsher and Zulkarnain, 2001).

The responsibilities of this audit commit-
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tee includes ensuring quality accounting
policies, internal controls, and independ-
ent and effective role of outside auditors
to deter fraud, anticipate financial risks
and promote accurate, high quality and
timely disclosure of financial and other
material information to the board, to the
public markets, and to shareholders.
These comprehensive responsibilities
require it to have well-qualified and dedi-
cated members independent of the in-
cumbent management, enough financial
resources and administrative freedom to
pursue its objectives. The audit commit-
tee also helps the management imple-
ment any recommendations or advise
from the committee.

The audit committee is required to in-
teract with external auditors to assess
the quality and appropriateness of ac-
counting choices and identify areas that
can help to further improve the quality
of financial information to investors.
External auditors provide a valuable
source of information required by au-
dit committees for their oversight re-
sponsibilities, especially with respect to
management activities. External audi-
tors are supposedly independent and
experts in their area and can offer impor-
tant perspectives on audit committees. The
audit committees should be given the au-
thority to select the internal and external
auditors to reduce the management’s
biasness on the information provided to
stakeholders. Review of relationships be-
tween management, internal and external
auditors on a regular basis can help iden-
tify improvements in a company’s internal
controls, policies and financial disclosures.

This paper identifies the factors that con-
tribute to the success of the audit commit-
tee from the external auditor’s perspective.
The focus is on the audit committee mem-
ber attributes and functions that are impor-
tant for policy-makers and regulators to for-
mulate appropriate policies and guidelines
to improve corporate governance practices.

Literature Review
Mohamad Ali, Shamsher and Annuar’s

(1999) study on the internal auditor’s per-
ception of the effectiveness of audit com-
mittees among Malaysian listed firms,
documented that the internal auditors view

the audit committee as being proficient in
its traditional role of reviewing the finan-
cial statement and as a liaison between the
external auditor and the management. The
audit committee is also perceived to be
technically competent. However, the inter-
nal audit profession is sceptical about the
benefits that the audit committee can gen-
erate for the company. Their scepticism
stems from the fact that audit committees
in Malaysia are still in their infancy stage
and probably need time to prove them-
selves to the business and financial com-
munity. The findings suggests that the ef-
fectiveness is explained by two major fac-
tors. First, the effectiveness of audit com-
mittee in its traditional responsibilities; and
second, their technical competency with
regard to accounting and psychological as-
pects of the internal audit profession.

Zulkarnain, Shamsher, Mohamad Ali and
Annuar’s (2001) study on the chairman of
audit committee’s perception on the effec-
tiveness of audit committees in performing
their responsibilities suggest that the audit
committee chairman believes that they play

an effective role in monitoring audit and
financial functions. However, they doubt
the actual effectiveness of their role in
application of approved accounting
standards, due to the lack of experience
and skills for such functions. These re-
sults when compared with an earlier
study (Mohamad Ali et al, 1999), show
an expectation gap between the percep-
tion of audit committee chairman and
internal auditors on the effectiveness of
the audit committee in performing their
functions. The chairman perceives only
one dimension to be an important de-
terminant of effectiveness whereas the
earlier study suggests that internal au-
ditors perceive at least two dimensions
as determinants of audit committee ef-
fectiveness.

Zulkarnain, Shamsher and Mohamad
Ali’s (2001) study on the characteris-
tics of the audit committees of main and
second board firms, with respect to
compliance with listing requirements
focused on the aspects of formation, in-
dependence, chairperson, reporting
and turnover of audit committee’s
members. In terms of formation of au-
dit committees, there were very few

firms on the main board that had audit
committees before the mandatory date of
August 1994. After this date, there were
still firms that had not formed audit com-
mittees. However, by 1998, all the sampled
firms had audit committees. In terms of
independence, as measured by the
number of members and composition of
executive officials of the firm as members
of the committee, most audit committees
had the minimum number of members re-
quired (three persons) and majority were
non-executive officers and outsiders. This
is consistent with the requirements of a
fairly independent committee. In fact a
majority of the chairpersons were non-ex-
ecutive officers, though in 20 per cent of
the sample, the status of the chairperson
(whether executive or non-executive) was
not revealed. This requires a more strin-
gent enforcement of the listing require-
ments. Majority of the audit committees
just reported on their terms of reference
and did not disclose any facts concerning
how they actually performed their respon-
sibilities, in contrary to what is practised

“ … the internal audit profession is

sceptical about the benefits that the

audit committee can generate for the

company. Their scepticism stems from

the fact that audit committees in

Malaysia are still in their infancy stage

and probably need time to prove

themselves to the business and

financial community.”
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in developed economies Consistent with
the expectation that a low turnover of au-
dit committee members is necessary for
effectively pursuing their responsibilities,
the rate of turnover of members is on av-
erage about 30 per cent. Most of the turno-
ver seems to occur after five years of for-
mation, and majority of the replacements
are in the ‘non-executive to non-executive’
category.

Methodology
The information on external auditors

perception of audit committees was ob-
tained from a questionnaire survey that
covered aspects of success contributing
factors, the important attributes of audit
committee members and functions that
contribute to a successful audit committee.
Variables discussed in the questionnaire
are summarised in Table 1.

The external auditors surveyed were
partners of audit firms, audit managers, au-
dit assistant managers and/or firm’s rep-
resentatives. Three hundred question-
naires were mailed and only 72 (24 per
cent) usable responses were obtained and
analysed using factor analysis.

Factor analysis was used to search for
patterns of association among the 14 vari-
ables of the contributing factors group, 10
variables in important attributes group and
13 variables in audit committee functions
group.

Findings
The appropriateness of the factor analy-

sis was tested using Kaiser-Meyer-Olkin
Measure of Sampling Adequacy (MSA),
(Hair, Anderson, Tatham and Black
(1998)), and the results summarised in
Table 2 shows that there exists a signifi-
cant correlation among the variables, con-
firming its appropriateness.

Fourteen variables of Panel A of Table 1
were classified into four factors (Table 3).
As in Table 4, factor 1 comprised of five
variables namely :

ready access to external auditors (V03);

provision of an agenda and related ma-
terial in advance of meeting (V02);

availability of relevant information or
ability and accessibility to information
(V01);

T A B L E  1 Variables Used in the Analysis

Code                                             Description

Panel A :      Importance of Various Factors in Contributing to the Success of an

           Audit Committee

V01 Availability of relevant information or ability and accessibility to information

V02 Provision of an agenda and related material in advance of meeting

V03 Ready access to external auditors

V04 Ready access to internal auditor

V05 Prompt answering of queries

V06 Written statement of objectives and responsibilities

V07 Prompt notification of problems by management

V08 Careful selection of members

V09 Continuity of membership

V10 Independence from board of directors
V11 Rotation of membership

V12 Meetings more than 3 times a year

V13 Mandatory publication of audit committee reports in the corporate annual report

V14 Having a written charter setting for the objectives, responsibilities and duties

Panel B :      Opinions on the Importance of Attributes of Audit Committee

           Members in Contributing to the Success of Audit Committees

V15 Sound judgment

V16 Independence from management

V17 Full understanding of purposes and responsibilities of audit committee

V18 Enthusiastic chairman

V19 Variety of backgrounds among the committee members

V20 Ability to devote the necessary time

V21 Knowledge of company’s business areas

V22 Knowledge of finance, accounting and auditing

V23 Selection by virtue of being a non-executive director

V24 Selection criteria based on specified definition
Panel C :      Importance of Audit Committee Functions in Contributing to a

           Successful Audit Committee

V25 Review and analysis of the application of alternative approved accounting standards

V26 Review and analysis of significant changes in accounting policies and
year-end adjustments

V27 Review and analysis of accounting estimates and judgment

V28 Review of annual financial statements and interim reports in general

V29 Selection of independent auditors

V30 Evaluation of the independent auditor’s performance, including determination
of independence

V31 Review and analysis of the scope and activities of the annual audit by the
independent auditor

V32 Review and analysis of the results of the annual audit by the independent auditor

V33 Monitoring of corrections by management of reported deficiencies in the
independent auditor’s management letter

V34 The audit committee enhances the effectiveness of the independent auditors

V35 Review and analysis of the adequacy and effectiveness of the internal
accounting and financial controls of the company

V36 Beyond meeting legal or other regulatory requirements, the audit
committee serves as an important need to the company

V37 No boundaries should be set so that the audit committee has unlimited authority

1

2
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prompt answering of queries (V05);
and

prompt notification of problems by
management (V07).

This group of variables relates to the
responsibilities performed by audit com-
mittees and termed as Duties Performed
Group.

Factor 2 consists of four variables such
as :

having a written charter setting for the
objectives, responsibilities and duties
(V14);

written statement of objectives and re-
sponsibilities (V06);

careful selection of members (V08);
and

independence from board of directors
(V10).

This group of variables can be named as
Basic Qualities Group.

Factor 3 variables relate to :

meeting more than three times a year
(V12);

continuity of membership (V09); and

rotation of membership (V11).

These three variables can be named as
Tenured Group. Finally, factor 4 comprised

of two variables namely :

ready access to internal auditor (V04);
and

mandatory publication of audit commit-
tee reports in the corporate annual re-
port (V13).

These two variables can be named as
Communication Group. The analysis shows
that Factor 1 accounts for the most
variances (34 per cent) followed by the other
factors. This indicates that external auditors
are more concerned with the duties per-
formed attributes (Duties Per formed
Group) compared to the basic qualities,
tenured and communication attributes.

An analysis of the 10 variables in Panel
B of Table 1 resulted in three factors (Ta-
ble 3). Factor 1 comprised of four variables
namely :

enthusiastic chairman (V18);

selection criteria based on specified
definition (V24);

knowledge of finance, accounting and
auditing (V22); and

sound judgement (V15).

This group of attributes is termed as
Members Credibility Group. External au-
ditors believe that enthusiastic chairman
will determine the success of the commit-

tee, supported by the member’s financial
literacy. These attributes guide the com-
mittee members to perform their respon-
sibilities satisfactorily. Factor 2 consists of
three variables namely :

knowledge of company’s business area
(V21);

ability to devote the necessary time
(V20); and

variety of backgrounds among the com-
mittee members (V19).

This factor is termed as Members Back-
ground Group. Finally, Factor 3 consists
of three variables namely :

selection by virtue of being a non-ex-
ecutive director (V23);

independence from management
(V16); and

full understanding of purposes and re-
sponsibilities of audit committee (V17).

Factor 3 is termed as Independent
Group. External auditors ranked member’s
credibility factor as the most important (33
per cent of variances), followed by mem-
ber’s background (15 per cent variances)
and independence (12 per cent variances).

Finally, 13 variables of audit committee
functions that contribute to a successful
audit committee were analysed and re-
sulted in four factors. Factor 1 consists of
five variables namely :

selection of independent auditors (V29);

evaluation of the independent auditor’s
performance, including determination
of independence (V30);

review and analysis of the scope and
activities of the annual audit by the in-
dependent auditor (V31);

review and analysis of the results of the
annual audit by the independent audi-
tor (V32); and

monitoring of corrections by manage-
ment of reported deficiencies in the in-
dependent auditor’s management letter
(V33).

This group of attributes is termed as
Traditional Role in Auditing Group. Factor
2 comprised of three variables namely :

review and analysis of significant
changes in accounting policies and
year-end adjustments (V26),

Kaiser-Mayer-Olkin and Sartlett’s TestT A B L E  2

Panel A :      Importance of Various Factors in Contributing to the Success of an

                     Audit Committee

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.75

Bartlett’s Test of Sphericity Approx. Chi-Square 382.06

df 91.00

Sig. 0.00

Panel B :       Opinion on the Importance of Attributes of Audit Committee

                      Members in Contributing to the Success of Audit Committees

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.67

Bartlett’s Test of Sphericity Approx. Chi-Square 204.79

df 45.00

Sig. 0.00

Panel C :      Importance of Audit Committee Functions in Contributing to a

                     Successful Audit Committee

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.64

Bartlett’s Test of Sphericity Approx. Chi-Square 395.90

df 78.00

Sig. 0.00
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review and analysis of the application
of alternative approved accounting
standards (V25) and

review and analysis of accounting es-
timates and judgement (V27).

This factor is termed as the Accounting
Function Group. Factor 3 consists of three
variables, namely :

the audit committee enhances the ef-
fectiveness of the independent audi-
tors (V34);

review of annual financial statements
and interim reports in general (V28);
and

review and analysis of the adequacy
and effectiveness of the internal ac-
counting and financial controls of the
company (V35).

This factor is termed as the Financial Re-
porting Duties Group. Finally, Factor 4
comprised of two variables, namely :

no boundaries should be set so that the
audit committee has unlimited author-
ity (V37); and

beyond meeting legal or other regula-
tory requirements, the audit commit-
tee serves as an important need to the
company (V36).

This group can be named as Other Du-
ties Group.

Exter nal auditor’s believe that
Malaysian audit committees should focus
on their traditional roles in auditing (34
per cent variance), followed by account-
ing function (15 per cent variance), finan-
cial reporting duties (10 per cent variance)
and other duties (nine per cent variance).
External auditor’s believe that the main
function of the audit committee is as a
‘check and balance’ of the auditor’s duties.
These results are consistent with the opin-
ions of internal auditors (Mohamad Ali et
al. 1999).

Conclusion
This study summarises the information

on the external auditors’ perception of a
successful audit committee. The focus was
on three main issues of interest, that is the
factors, the member attributes and func-
tions of audit committees that are per-
ceived to contribute to the success. Using
factor analysis, various attributes consid-

AU D I T  C O M M I T T E E

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

Total Variance ExplainedT A B L E  3

Initial Eigenvalues             Extraction Sums of Squared Loadings
Component Total % of Cumulative Total % of Cumulative

Variance  % Variance  %

Panel A :    Importance of Various Factors in Contributing to the Success of an

           Audit Committee

1 4.74 33.87 33.87 4.74 33.87 33.87

2 1.84 13.12 46.99 1.84 13.12 46.99

3 1.48 10.58 57.57 1.48 10.58 57.57

4 1.09 7.81 65.38 1.09 7.81 65.38

5 0.96 6.88 72.26

6 0.75 5.37 77.62

7 0.68 4.86 82.49

8 0.52 3.73 86.21

9 0.44 3.15 89.36

10 0.42 3.00 92.36

11 0.36 2.57 94.93

12 0.32 2.28 97.21

13 0.21 1.47 98.68

14 0.18 1.32 100.00

Panel B :      Opinion on the Importance of Attributes of Audit Committee

                     Members in Contributing to the Success of Audit Committees

1 3.35 33.49 33.49 3.35 33.49 33.49

2 1.51 15.14 48.64 1.51 15.14 48.64

3 1.18 11.84 60.48 1.18 11.84 60.48

4 0.99 9.93 70.41

5 0.78 7.78 78.19

6 0.72 7.21 85.40

7 0.49 4.94 90.34

8 0.44 4.43 94.77

9 0.33 3.30 98.07

10 0.19 1.93 100.00

Panel C :     Importance of Audit Committee Functions in Contributing to a

                    Successful Audit Committee

1 4.48 34.44 34.44 4.48 34.44 34.44

2 2.01 15.44 49.88 2.01 15.44 49.88

3 1.23 9.45 59.33 1.23 9.45 59.33

4 1.14 8.77 68.10 1.14 8.77 68.10

5 0.83 6.36 74.46

6 0.70 5.42 79.88

7 0.62 4.80 84.68

8 0.59 4.52 89.21

9 0.47 3.65 92.86

10 0.36 2.75 95.61

11 0.29 2.25 97.87

12 0.17 1.31 99.18

13 0.11 0.82 100.00
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Rotated Component MatrixT A B L E  4

                   Component

Variable 1 2 3 4

PANEL A :    Importance of Various Factors in Contributing

            to the Success of an Audit Committee

V03 0.7337 0.1899 0.1266 0.0975

V02 0.7310 0.1543 0.1707 – 0.1886

V01 0.7156 – 0.1242 0.2440 0.1859

V05 0.6872 0.2876 – 0.0580 0.5358

V07 0.5624 0.4696 0.1984 0.1276

V14 0.1557 0.8326 0.0439 0.1523

V06 0.2012 0.7102 – 0.3331 0.0295

V08 0.3441 0.6003 0.3671 – 0.0155

V10 0.0066 0.5167 0.2749 – 0.0292

V12 0.1377 0.0997 0.8096 0.2605

V09 0.3927 – 0.0047 0.7137 – 0.1152

V11 0.1578 0.2251 0.6563 0.4107

V04 0.1602 – 0.0375 0.2010 0.8330

V13 – 0.1680 0.5464 0.1195 0.5543
PANEL B :    Opinion on the Importance of Attributes of Audit

           Committee Members in Contributing to the
           Success of Audit Committees

V18 0.9112 – 0.1021 0.0921

V24 0.7948 – 0.0371 0.0324

V22 0.6952 0.4000 0.0699

V15 0.6000 0.3261 0.2903

V21 – 0.0898 0.9055 – 0.0396

V20 0.1877 0.4459 0.3916

V19 0.3384 0.3663 0.0983

V23 – 0.0825 – 0.2203 0.8326

V16 0.1405 0.4791 0.6480

V17 0.3170 0.2263 0.5666

PANEL C :   Importance of Audit Committee Functions in

           Contributing to a Successful Audit Committee

V29 0.8343 0.0092 – 0.2111 0.0037

V30 0.7698 0.2405 0.0395 0.0402

V31 0.7089 0.1316 0.2667 – 0.2073

V32 0.6723 – 0.1588 0.3385 0.2343

V33 0.6465 0.1779 0.0136 0.2721

V26 0.0247 0.9086 0.1338 – 0.0535

V25 0.0016 0.8056 0.2549 0.2199

V27 0.4655 0.7418 – 0.0382 0.2305

V34 – 0.0853 0.0403 0.8107 0.0968

V28 0.1718 0.3621 0.6223 0.0167

V35 0.3899 0.4237 0.4666 0.0206

V37 – 0.0122 0.1518 0.0132 0.8872

V36 0.4732 0.0739 0.3023 0.5647

ered important by external auditors were identified under each
issue of interest.

With regard to factors contributing to the success of audit com-
mittees, external auditors identified attributes relating to duties
performed as the most important. Among all the identified audit
committee member attributes, external auditors ranked member’s
credibility as the most important. With regard to the important
functions of the audit committee, external auditors perceived the
attributes under the category of traditional role in auditing as most
important compared to accounting, financial reporting and other
duties. These findings are substantially similar to those of the in-
ternal auditor’s perception of a successful audit committee docu-
mented in the earlier research. The consistent identification of
successful attributes of audit committees should facilitate the for-
mulation of effective guidelines by policy-makers to ensure that
audit committees can effectively contribute towards a better cor-
porate governance based environment.
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Reserves Receive a
Surprise Boost

Bank Negara Malaysia’s international re-
serves may have received a surprise boost
late last month from corporations bringing
home earnings as foreign interest rates
have stop offering better returns.

Interest rates worldwide have tumbled
as countries scramble to sustain their
economies in the wake of the September
11 attacks, and effectively reduce or elimi-
nate their advantage over Malaysia.

This offers Malaysians, especially ex-
porters, little incentive to keep their money
abroad.

The US, for example, since the fateful
attacks, has slashed interest rates by one
per cent to 2.5 per cent, and promises fur-
ther cuts to avert the growing threat of re-
cession. Tuesday’s key Federal Reserve
(Fed) rate cut was its ninth this year, bring-
ing it to the 1962 level.

Economists said prior to the attacks,
Malaysian exporters kept earnings abroad
to get higher returns. Under Malaysian

law, they can keep earnings offshore for a
maximum of six months. Bank Negara is
expected to release its international re-
serves’ position next Monday. For the first
half of September, its international re-
serves were at RM106.5 billion or US$28
billion (US$1 = RM3.80), enough to finance
imports for up to 4.3 months and 5.9 times
the country’s short-term external debts.

The reserves have been on the rise since
June, after falling for 13 straight months.

Economists say the most likely contribu-
tor to stronger reserves is the sudden ac-
celeration of the repatriation of money, es-
pecially in the second half of September
following the terrorist attacks in New York
and Washington, and the US rate cut. Most
of exporters money was parked in the US.

“Exporters were already speculating that
the Fed would continue cutting its rates to
counter the economic repercussions of the
attack.”

“Some of them have brought back their
money as the rate cuts could result in a
positive interest rate gap for Malaysia,”
said Alliance Merchant Bank head of re-
search, Nor Zahidi Alias.

There are also exporters who are keep-
ing their earnings in other currencies
abroad, but the current softening of the US
dollar prompted them to repatriate their
funds home to get more ringgit.

“The uncertainty in the US dollar drove
some exporters to buy other currencies,”
said a chief economist at a brokerage
house.

“For those holding other denominations,
bringing in money in the current soften-
ing of the US dollar will translate into more
ringgit.”

For the end September period, econo-
mists do no expect significant contribu-

tions from foreign direct investment to the
reserves, as well as from portfolio funds
inflow, as can be seen in the recent stock
market performance.

There are, however, speculations that
the better reserves position could also be
attributed to lower payments for services
in the later half of the month.

“The increase in reserves may also be
due to less payment made as a result of
smaller imports of services during the pe-
riod,” said Tan Kay Hong from UOB Kay
Hian in Singapore.

The revaluation of the reserves done at
the end of every quarter is also expected
to contribute to the better international
reserves position. Bank Negara reserves
are in a basket of currencies, which, apart
from the US dollar, also include euro and
yen, which have been appreciating against
the greenback since September 11.

“The reserves are expected to gain from
the revaluation due to a soft US dollar,
which is a reverse of what happened in the
first half, when we saw it shrink in value
due to a strengthening dollar,” said Lee
Heng Guie of HLG Securities.

Economists see the higher foreign re-
serves could help stabilise Malaysia’s sov-
ereign ratings because it would be able to
better finance retained imports and serv-
ice short term external debt. This could
make it easier for Malaysia to raise funds
abroad if it needs to.

“Now borrowings abroad are more costly
because of the higher-risk premiums follow-
ing the uncertain economic conditions,”
said a chief economist at a local brokerage.

It would also help boost liquidity and
help ease funding at home, since foreign
fundings are now more costly.

The funds may be needed to help in the
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pump-priming measures currently em-
ployed or in the planning stages to help
mitigate slower external demand for the
country’s exports.

“Money coming back will boost liquid-
ity, and it is good for the Government who
will be able to access cheaper domestic
funds,” he added.

MIER to Cut GDP
Forecast Further

The Malaysian Institute Of Economic
Research (MIER) plans to cut its gross
domestic product growth forecast as it be-
lieves the stimulus package by the govern-
ment would not be able to stem lower
growth after the suicide attacks on the US,
according to a Reuters report.

“Our earlier forecast is no longer tenable.
We are certainly going to revise the figure
downwards,” MIER’s executive director
Mohamed Ariff told reporters on 2 October.

The think tank had in July already re-
duced its forecast to 2.2 per cent from four
per cent as forecast earlier. Malaysia’s
economy grew 8.5 per cent in 2000.

Ariff said the slowing global economy
would drag down Malaysia’s economic
growth due to its sensitivity to global
trends. The US is Malaysia’s main market
for its major exports.

“We are in for a tough ride. The recov-
ery that we are hoping for by the end of
the year may not happen,” said Ariff.

He also said the government’s fiscal
stimulus measures would not help much.

“The stimulus package is just to reduce
the pain. It will provide some relief, but
that’s all the government can do. So don’t
expect much from the pump priming meas-
ures,” he said.

The government had announced a
RM4.3 billion fiscal stimulus package in
addition to the RM28 billion package an-
nounced last October and the RM3 billion
package in March.

Ariff also said that MIER would release the
results for third quarter business conditions
and consumer sentiments later this month.

Source :  Bizedge

MITI Approves RM18.9
Billion FDI Proposals

The Minis-
try of Interna-
tional Trade
and Industr y
approved 588
applications to
invest up to
RM18.91 bil-
lion in the
manufacturing
and related sectors between January and
August.

Its minister, Datuk Seri Rafidah Aziz said
on 5 October that 300 of the applications
were new projects, totalling RM12.15 bil-
lion. The other applications were for
projects to expand and diversify their op-
erations. She said the investments could
create up to 62,112 jobs.

Speaking at a seminar on trade and in-
vestment opportunities in Sarawak, she
said the applications covered, proposed in-
vestments of RM7.78 billion in the electri-
cal and electronics industry while paper,
printing and publishing accounted for
RM4.94 billion.

The proposed investments also included
chemical and chemical products (RM943.5
million), food and manufacturing (RM713
million) and the rest were in the non-fer-
rous metal manufacturing sector.

China was on the top of the list, in terms
of the value of the foreign direct invest-
ments during the period, with six projects
totalling RM2.92 billion. It is followed by
Japan, (114 projects involving RM2.59 bil-
lion); the Netherlands, five projects
(RM2.16 billion); the US, 25 projects
(RM2.05 billion); and Singapore 112
projects (RM2 billion).

SC :  New Deputy Chief
Executive Appointed

The Securities Commission (SC) wishes
to announce that the Minister of Finance
has appointed Zarinah Anwar, 48, as the
SC’s new Deputy Chief Executive (DCE)
and Commission Member. The appoint-
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ment is for a three-year term, which takes
effect from 1 December 2001.

Zarinah replaces Dato’ Seri Ainum Mohd
Saaid who was appointed as the Attorney
General on 1 January 2001.

Zarinah will leave her current positions
as Deputy Chairman of Shell Malaysia and
Director of the company’s Human Re-
sources, Corporate Affairs and Legal De-
partment, to take up the appointment with
the SC. Zarinah has served the company
for the last 22 years.

As the DCE, Zarinah’s portfolio involves
overseeing the SC’s Market Supervision,
Enforcement and Corporate Resources di-
visions. This would entail, among others,
supervision of the SC’s market surveil-
lance, primary market regulations, inter-
mediary supervision, licensing, financial
reporting surveillance and compliance,
investigation and prosecution functions.
She will also be in charge of finance and
human resource matters.

Prior to Shell, Zarinah served as a Mag-
istrate in Johor Bahru, Senior Assistant
Registrar in the Penang High Court, So-
licitor in the Public Trustee’s Department
and Assistant Parliamentary Draftsman in
the Attorney General’s Chambers.

Zarinah graduated with an LLB (Hons)
from University Malaya in 1976.

Zarinah also sits on the Board of Direc-
tors of various Shell companies as well as
on the Board of Trustees of various Shell
Malaysia Trust Funds. She is also the Vice
President of the Malaysian Employers Fed-
eration and serves as a member on the
Board of Directors of SOCSO, the HR Con-
sultative Panel of the National Productiv-
ity Corporation and the Board of Gover-
nors and the Board of Trustees of Kolej
Tuanku Jaafar. AN
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E D U C AT I O N
T E RT I A RY  I N S T I T U T I O N S

Educational industries worldwide
are facing activities of reform,
especially in higher education.
For example in Australia, ac-

cording to Joseph and Joseph (2000), one
report made by West Review suggested
that a market-based model of funding
should be proposed to cater to student de-
mand. In the US and UK, universities are
facing intense competition from here-to-
fore non-threatening technical institutions
which are now offering virtually identical
courses at competitive prices (Ford,
Joseph and Joseph 1999). Intense compe-
tition facing the universities will force them
to adopt a marketing orientation pro-
gramme in order to differentiate their of-
ferings from other universities.

In the same situation for many years,
many local higher learning institutions
(LHLI) in Malaysia have taken a somewhat
passive approach in student enrolment.

They have relied on selecting students
from those applications that came through
the Unit of Universities Admissions (UUA)
managed by the Education Ministry of
Malaysia. The activity of “marketing” the
institution to attract better students or in-
crease student enrolment was considered
an unnecessary activity and a waste of time.
Like many other professional services,
education has tended to eschew market-
ing or have been reluctant to adopt it
(Morgan 1991, Ford; Joseph and Joseph
1999). It is a “necessary evil” that has little
to do with the ultimate mission of a univer-
sity (Bush and Ferrule 1998). For many
years, LHLI have enjoyed a demand from
the market. However, with corporatisation,
all LHLI must attempt to answer the fun-
damental question, “Why does a student
select a particular higher learning institu-
tion and not the other?” The role of attract-
ing consumers to a product or service and

making a purchase is two important func-
tions of marketing. LHLI must fulfil these
functions and apply them in the field of
higher education.

Because of all these factors faced by the
LHLI, the institutions need to develop stra-
tegic options that will be responsive to the
changes in this sector. Taking the above
into consideration, this research has fo-
cused on the identification of choice crite-
ria, accounting and management students’
consider important when choosing an edu-
cational institution.

Perceptions of Choice Criteria in the
Selection of a Tertiary Institution
Customers examine the signal carefully

and do what has to be done. A logo or a
brand can be a signal. The University logo
is a brand that represents a particular
group of products or services, qualitative
or quantitative characteristics with given

By Rohaizat Baharun, Abu Bakar Abdul Hamid & Ebi Shahrien Suleiman
DEPARTMENT OF MANAGEMENT, FACULTY OF MANAGEMENT, UTM SKUDAI, JOHOR

Accounting and Management
Students’ Perceptions of
Choice criteria in the
selection of a TertiarY
Institution in Malaysia

30



Akauntan NasionalOctober 2001

values. Consumers are assumed to pay the
same price for a product or service of equal
quality. Product/service quality as well as
consumer utility depends on brands or on
whom the product/service producer is
(Giannias 1999). In Malaysia, LHLI have
developed in multiple directions not only
academically-oriented for undergraduate
and postgraduate programs but they have
also introduced other services and prod-
ucts such as community-based, training,
business-based, research-based and part-
time or long-distance learning centres.
Even for those centres that have been es-
tablished expressly to meet the demand of
the market, their programs are still facing
the identity crisis because too much diver-
sity makes it difficult for the general pub-
lic to develop a clear, accurate image of any
specific university.

Basic consumer behaviour theory sug-
gests that customers make product choice
decisions based on the images they form
of different brands (MacInnis and Price,
1987; Runyon, 1977). The consumer knows
and identifies a certain brand by the im-
age that exists in his/her mind (Runyon,
1977). Reynolds (1965:69) describes an
image as a “mental construct developed by
the consumer on the basis of a few selected
impressions among the flood of total im-
pressions; it comes into being through a
creative process in which these selected
impressions are elaborated, embellished
and ordered”. Once more, Reynolds
(1965:75) pronounced that “different peo-
ple will have different images of the same
product; the number of people with a par-
ticular image is always a percentage and
not the total population.” So, the image rep-
resents the LHLI in the customer’s mind
and gives him or her a pre-taste of the uni-

1

2

3

versities. Then, once the university is in
the evoked set, its image is modified by
further information and evaluated against
the image of alternative universities. Fi-
nally the more favourable the image of the
LHLI, the greater the likelihood of the
choice.

The issue of tertiary institutions choice
criteria has been widely researched (see
example; Absher and Crawford 1996;
LeBlanc and Nguyen 1999; Ford et al
1999; Joseph and Joseph 2000) with var-
ied results. The fundamental idea is that
students will select the particular univer-
sities that match their selection criteria
academically, socially and financially
(Wilbur 1988; Brown 1991; Absher and
Crawford 1996). Joseph and Joseph
(2000) concluded that course and career
information, and physical aspects and fa-

cilities are critical issues that must be
kept in mind when educational institu-
tions are tr ying to create sustainable
competitive advantages in marketing
strategies. LeBlanc and Nguyen (1999)
identified perceptions of price in the form
of the price/quality relationship as most
important factors, while Ford et al (1999)
recognised academic reputation, cost/
time issues and program issues as the de-
terminants of universities choice. The
vast majority of studies dealing with
choice criteria have used a US universi-
ties sample such as Absher and Crawford
1996, Ford et al (1999), Canada (LeBlanc
and Nguyen 1999), Indonesia (Joseph
and Joseph 2000), and New Zealand
(Ford et al 1999). One of the purposes of
this study is to extend the literature on
choice criteria in higher education from
a different cultural framework — which
is in Malaysia.
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The Method
The data for a preliminary study de-

signed to assess the appropriateness of the
evaluation attributes found in a specific
LHLI among accounting and management
students were collected from three LHLI
in Malaysia, Universiti Teknologi Malay-
sia (UTM), Universiti Sains Malaysia
(USM) and Universiti Utara Malaysia
(UUM). The writer, who has been teach-
ing the course, designed the measurement
instrument used for the study, pre-tested
the instrument with 20 postgraduate stu-
dents and closely supervised the research
activities.

Based on a review of the literature
(Brown, 1991; Absher and Crawford 1996)
and findings from focus group interviews,
a questionnaire was developed listing 22
selection variables. The respondents were
asked to rate the importance of each of the
22 selection factors in selecting the univer-
sity they were attending. Respondents as-
signed values of all 22 variables on a scale
of 1 (not important) to 6 (very important).
The questionnaire contained three sec-
tions :

The potential students’ perceptions of
an excellent tertiary institution.

The ranking of the most excellent ter-
tiary institution.

The demographic information on the
students/respondents.

A convenience sample of 213 final year
undergraduates was used to carry out the
preliminary study. Univariate measures
were also used to collect data on student
perceptions and decision-making factors,
to assist in describing the dimensions that
would result from the analysis. The main
measures used were factor analysis and
analysis of variance. A principal component
factor analysis with varimax rotation was
conducted in the study. The analysis of
variance was undertaken on each factor
found in factor analysis, in order to deter-
mine if the student’s performance and eth-
nic background had an impact on the stu-
dents’ value judgments. In this case, the
mean factor scores were the dependent
variables while the ethnic and cumulative
point average (cpa) data were the inde-
pendent variables.

“In Malaysia, local higher learning institutions have

developed in multiple directions not only academically-

oriented for undergraduate and postgraduate programs but

they have also introduced other services and products such as

community-based, training, business-based, research-based

and part-time or long-distance learning centres.”
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University students’ ranking of impor-
tance for individual selection variables is
presented in Table 2. Twenty-two selec-
tion variables were ranked from the most
important to least important based on
mean. The highest possible mean was 6,
and the lowest possible mean was 1. The
means ranged from a high of 5.02 (types
of academic programs) to a low of 2.49
(Advice of employer). To determine the
group of respondents among students,
factor analysis was performed. Factor
analysis is a data reduction technique that
can help determine a smaller number of
underlying dimensions of a large set of
inter-correlated variables (Absher and
Crawford 1996).

University Students’ Ranking of Selection Factors
Selection Factor Mean

Types of academic programs available 5.02
Quality of education 4.70
Admission standards 4.55
Faculty qualifications 4.47
Convenient and accessible location 4.44
Tuition/fees at university 4.39
Physical attractiveness of university 4.34
Design and layout of campus 4.25
Faculty staff qualifications 4.13
Job placement service 4.08
Advice of close friends 3.94
University’s interest in student (welfare) 3.90
Advice of high school teachers and counsellors 3.88
Advice of parent 3.82
Financial aid or scholarships 3.79
Safety factor on campus 3.68
Social activities on campus 3.65
Advice of peer groups 3.64
Small size of classes 3.42
Community in which university is located 3.39
Advertising and published materials 3.35
Advice of employer 2.49

Identification of Factors and Factor Loadings
Selection Factor 1 2 3 4 5

Advice of peer groups 0.827

Advice of close friends 0.784

Advice of high school teachers and counsellors 0.678

Advertising and published materials 0.593

Advice of parent 0.577

Advice of employer 0.536

Convenient and accessible location 0.734

Tuition/fees at university 0.729

Financial aid or scholarships 0.687

University’s interest in student (welfare) 0.618

Types of academic programs available 0.773

Admission standards 0.666

Quality of education 0.563

Physical attractiveness of university 0.524

Faculty qualifications 0.513 0.641

Job placement service 0.615

Community in which university is located 0.604

Safety factor on campus 0.527

Small size of classes 0.768

Social activities on campus 0.556

Faculty staff qualifications 0.474

Cronbach’s alpha 0.813 0.734 0.765 0.746 0.567

Results
Of the 213 students who responded to

the questionnaire, 41.8 per cent were
male, 56.3 per cent were female and 1.9
per cent did not answer. A total of 65.4
per cent of respondents were bumiputera
and 34.6 per cent were non-bumiputera,
while 3.3 per cent were CPA above 3.7,
28 per cent between 3.0 and 3.69, 51.2 per
cent between 2.30 and 2.99 and 8.5 per
cent below 2.29. Table 1 reports the pro-
file of respondents in terms of the vari-
able sex, ethnic groups and students’ per-
formance in cumulative points average
scores.

Profile of Respondents

Variables Sample

n=213

Sex

Male 41.8

Female 56.3

Not answered 1.9

Ethnic group

Bumiputera 65.4

Non-Bumiputera 34.6

CPA scores

3.7 and above 3.8

Between 3.0 and 3.69 28.0

Between 2.30 and 2.99 58.6

2.99 and below 9.7
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Analysis as a Strategic Tool for Service Market-
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The principal component options cou-
pled with a VARIMAX rotation were se-
lected for the factor analysis. According to
VARIMAX criteria, factors retained after
rotations have eigen values of greater than
one. The variables with commonalties be-
low 0.45 and significant loading below 0.45
were dropped from consideration (Cowles
1991, Tabachnick and Fidell 1989). A sum-
mary of the rotated factor analysis vari-
ables found in the present study is pre-
sented in Table 3. Five distinct factor
groups were identified by factor analysis.
To assess the reliability of measures,
Cronbach’s Alpha was calculated for the
variables retained for each factor, and co-
efficients greater than or equal to 0.70 were
considered acceptable and a good indica-
tion of construct reliability (Nunnally
1978). The results of Cronbach’s reliabil-
ity coefficient are also shown.

The five factors identified in Table 3 can
be described as follows : Factor one stu-
dents are called advice-seekers. These stu-
dents obtain advice from a variety of
sources, from direct (including parents,
relatives, counsellors, friends and employ-
ers) and indirect (from advertising and
published material or Internet). These
items represent important considerations
in student’s selection criteria.

Factor two students are called practical-
minded. These students were interested in
quality education at a low cost, possibly us-

1

2

3

4

5

ing financial aid or scholarships. These re-
spondents also appreciated friendliness and
the university showing an interest in them.

Factor three students are called aca-
demic excellent. The students in the third
groups were interested in quality of the
program, staff, infrastructure and the uni-
versity as a whole. They were seeing the
university as a place of excellence.

Factor four students are the warm friend-
lier group. This group likes a friendly en-
vironment in and outside the campus, so
that they can enjoy the campus life, and
study in a peaceful environment and inter-
act with the academic staff.

Conclusions
This research and recent research in the

area of university selection factors has
identified that the majority of students con-
sider practical aspects such as quality, ad-
vice and cost when selecting a university.
University administrators should note that
practical considerations were given higher
priority by university students. The high-
est importance ratings for the 22 selection
variables were as follows :

types of academic programs available;

quality of education;

administration standards;

faculty qualification; and

convenient and accessible location.
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The largest market segment identified
in this research suggests that advice from
close relatives are more important. The
university administrators must decide on
the preferred image so that the relevant
public (the student’s adviser) has the clear
image of the particular university. The
building of a strong network with alumni,
the public and business, and encouraging
students to participate in various social and
professional functions where influential
referent with others are present should
prove beneficial to both students and the
LHLI (LeBlanc and Nguyen 1999).

This study points towards the need to
develop different strategies for different
markets. It also highlights the importance
of understanding the need to identify the
important attributes that potential students
consider when choosing a tertiary institu-
tion. If educational institutions are to de-
velop strategies that will attract a sustain-
able share of the market, they need to
know who are their customers and under-
stand their needs and adopt the right strat-
egies to satisfy their needs. One important
point is to look at the neglected domestic
sub-markets, such as working workers
who have money to spend on education,
entrepreneurs and businessmen/women
who want to improve themselves, whose
educational needs are often overlooked to
cater for more traditional markets which
are perceived as being more lucrative.
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Deciding on a
BUSINESS SOLUTION
It is said that in today’s ultra-com-

petitive world, a business manage-
ment system can literally make or
break a company. Ergo, to succeed

in the new global marketplace, companies
need to invest wisely in solutions
that can deliver the most com-
petitive advantages both in the
present and in the future.

So, how can a business choose
a suitable business management
system that can expand and ac-
commodate new developments
and further growth?

Says Phua Kia Lee, the Vice-
President of Marketing and Stra-
tegic Planning at MCSB Systems
(M) Sdn Bhd, “There should al-
ways be a few questions on your
agenda when deciding on a busi-
ness solution.”

Firstly, how should you decide?
MCSB advocates looking at

your end-to-end business objec-
tive before choosing a business
management system. One of the
hallmarks of the ACCPAC Advantage se-
ries for business management is that “it
offers seamless integration of business
processes throughout your enterprise,
making information available anytime and
anywhere,” says Phua.

Having information on-tap is imperative
in today’s business environment where
self-service is fast becoming a paramount
trend in business efficiency.

Says Phua, “Self-service is a new, important
trend whether it is employee self-service or
customer self-service. E-business pushes a lot
of information to customers and employees,
therefore the latter are empowered.”

The ACCPAC series also boasts adapt-
ability to business processes. The ACCPAC
Advantage Series is already proven in the
field of finance, business and accounting
systems, offering general ledger, account
receivables, account payables, sales or-

abreast of new business developments and
innovations that are changing the face of
global trade by offering add-ons.

For instance, additional ACCPAC solutions
are readily available in the areas of customer
relationship management (e-CRM), ware-
house management and procurement, and
human resource management (e-HRM). Al-
though the ACCPAC system is based on US
needs (since it originated there), it incorpo-
rates Malaysian or localised systems for spe-
cific areas like taxation and payroll, making
it very flexible, points out Phua.

So far, the flexibility of ACCPAC and its
ability to meet specific client needs via offer-
ing a menu of options and third-party solu-
tions mean that this business management
solution with a track record that dates back
to 1979 is being used across a range of in-
dustries all over the world for a variety of
purposes. For instance, ACCPAC makes it

easy for clients to conduct e-business.
ACCPAC e-Transact, a complete Web store
creation and management solution, provides
a fast and affordable way to build an easy-to-
use Web store that seamlessly integrates with

the client’s back office and adapts
to the client’s style of business.

ACCPAC e-Procurement re-
duces paperwork costs, enables
the pooling of purchase requisi-
tions and lets clients take advan-
tage of pre-negotiated or Co-op
buying power. Best of all, e-Pro-
curement integrates with the cli-
ent’s existing accounting and
company procurement system.

Among other successes,
ACCPAC e-CRM has helped to pro-
mote one-to-one marketing. Says
Phua, “Marketing has gone in one
big circle from mass to segmented
to niche and now one-to-one,
helped by e-CRM.” A salient exam-
ple is Levi’s jeans. Aware of cus-
tomer frustration when trying and
buying jeans, the denim icon intro-

duced true personalised tailoring. It took
customer measurements, tailored jeans to
those measurements and delivered the
goods in one week.

Says Phua, “Repeat purchases were 30
per cent higher compared to walk-ins. It
keeps costs down too, because getting a
new customer costs six times as much as
keeping an old customer. So, personalisa-
tion promotes loyalty.”

Likewise, ACCPAC warehouse functions
make it so much more efficient to facilitate or-
der functions such as receiving, allocation and
shipping by automating the materials-handling
process of retailers, manufacturers, distributors
and third party logistics providers.

Says Phua, “The ACCPAC Warehouse
Management System offers seamless inte-
gration, cost-ef fectiveness and wireless
technology, which makes life a lot easier.”

The newest version, the ACCPAC Advan-

B U S I N E S S  P R A C T I C E
B U S I N E S S  S O L U T I O N
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ders, inventory control, purchase order
and over three hundred other ACCPAC
options and third party solutions. True to
its claim of adaptability to business proc-
esses, the ACCPAC system has also kept
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tage Series 5.0, fits in a number of new con-
veniences that fit seamlessly into today’s
wired, hi-tech environment. Being web-ena-
bled and browser-based, the client can
gain access anywhere, whether from a bus-
tling airport lounge, the
client’s own sites or
from a hip cyber café. It
also offers server-cen-
tric installation and data-
base independence with
unmatched scalability.

Adds Phua, “The cli-
ent can use browsers
such as Internet Ex-
plorer for access instead of investing in
expensive infrastructure.” The new version
is also suitable for multi-branch operations.

Points out Phua, “For businesses with
multi-branches or several offices, it can just
use one database and still carry out indi-
vidual branch accounting.” ACCPAC Ad-
vantage Series 5.0 was just launched in the
United States a couple of months ago, says

Phua, and the Malaysian launch should
take place in October 2001.

Says Phua, “When choosing the type of
ACCPAC suite, the client should look at two
dimensions. One is the accounting infra-

structure requirements
and second is customer
size. ACCPAC caters for
all sizes of customers.”

Currently, clients can
choose from dif ferent
suites in the ACCPAC
family, such as the Dis-
covery Edition, the Small
Business Edition, the

Corporate Edition and the Enterprise Edition
for big businesses such as sprawling multi-
nationals. Says Lee Hon Seng, Accounts Of-
ficer, Balfour Beatty, “We just implemented
the ACCPAC system in early April and we
went live in May 2001. Previously, we were
using another, costlier system.

We find that ACCPAC is quite user-
friendly and easy to use and in terms of

cost, it falls within our budget. Since our
needs are small-scale, we are basically us-
ing ACCPAC for financial systems only.”

When it comes to ACCPAC reselling,
says Phua, “We can safely say that MCSB
is preferred. In fact, ACCPAC is targeting
only two resellers to sell e-CRM and MCSB
focuses on the corporate market. Last year,
MCSB was the biggest ACCPAC reseller
in terms of sales volume.”

MCSB has an edge over its rivals with the
swift service provided under various packages
such as MCSB DeskPak, a subscription-based
desktop support service, the MCSB Regional
Help Desk, which provides end-users a sin-
gle point of contact when dealing with MCSB,
or MCSB Service Pak for workstations, serv-
ers, and networks. Says Phua, “We believe that
customers don’t buy just software but also tech
support with the MCSB Help Desk, “Ninety
per cent of calls on business applications can
be resolved over the phone. Resolution is a
phone call away, with the result that the cli-
ent’s downtime is minimal.” AN
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A C C O U N T I N G
M A S B

New accounting standards
The Malaysian Accounting Standards

Board (MASB) has issued three new stand-
ards as approved accounting standards
pursuant to the Financial Reporting Act,
1997 and the Financial Reporting (Publi-
cation of Approved Accounting Standards)
Regulations, 1999. The three new account-
ing standards are :

� MASB 22 :  Segment Reporting

� MASB 23 :  Impairment of Assets

� MASB 24 :  Financial Instruments :
Disclosure and Presentation

� MASB 22 supersedes MASB Approved
Accounting Standard IAS 14: Reporting
Financial Information by Segment (the
original IAS 14).

� MASB 22 applies to enterprises whose
equity or debt securities are publicly
traded and also to enterprises which are
in the process of issuing equity or debt
securities in public securities markets,
but not to other economically significant
entities.

� This Standard provides more detailed
guidance for identifying business and
geographical segments. The enterprise
is required to look to its internal organi-
sational structure and internal reporting
system for the purpose of identifying
those segments. If internal segments are
based neither on groups of related prod-
ucts and services nor on geography, an
enterprise is required to look to the next
lower level of internal segmentation to
identify its reportable segments.

� A business or geographical segment
should be identified as a reportable seg-
ment if a majority of its revenue is earned
from sales to customers and also if other
specified criteria are met (for example if
its assets are 10 per cent or more of the
total assets of all segments).

� MASB 22 requires more information to
be reported for the primary segment;
and very much less information to be re-
ported for the secondary segment.

� Segment information must be prepared

MASB 22 —
Segment Reporting

using the same accounting policies
adopted for the consolidated or the com-
pany’s financial statements.

� MASB 22 provides more detailed guid-
ance than the original IAS 14 as to the
specific items of revenue and expense
that should be included in or excluded
from segment revenue and segment ex-
pense. Assets that are jointly used by two
or more segments should be allocated
to segments if, and only if, their related
revenues and expenses are also allocated
to those segments. For example, if a seg-
ment result reflects depreciation ex-
pense, then the depreciable asset must
be included in the segment assets.

� The original IAS 14 required four princi-
pal items of information for both indus-

try and geographical segments namely,
sales or other operating revenue, distin-
guishing between revenue derived from
customers outside the enterprise and rev-
enue derived from other segments; seg-
ment results; segment assets employed;
and the basis of inter-segment pricing.

� In addition to the above, MASB 22 also
requires additional information, for ex-
ample segment liabilities; the cost of
property, plant, equipment, and intangi-
ble assets acquired during the period
and depreciation and amortisation ex-
pense. Restatement of prior period seg-
ment information for comparative pur-
poses is required unless it is impractica-
ble to do so.

� MASB 22 requires that if total revenue
from external customers for all report-
able segments combined is less than 75
per cent of total enterprise revenue, then
additional reportable segments should
be identified until the 75 per cent level
is reached.

These three MASB standards will be-
come operative for financial statements
covering periods beginning on or after 1
January 2002. The salient points of these
MASB are outlined below :

MASB 23 —
Impairment of Assets
� MASB 23 prescribes the accounting and

disclosure requirement for all assets. It
includes requirements for identifying an
impaired asset, measuring its recover-
able amount, recognising or reversing
any resulting impairment loss, and dis-
closing information on impairment
losses or reversals of impairment losses.
Prior to the introduction of this Stand-

ard, there was little guidance with re-
spect to recognition and measurement
in instances of impairment.

� An impairment loss should be recog-
nised whenever the recoverable amount
of an asset is less than its carrying
amount. However, if the review of the
carrying amount of an asset finds no

AN
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evidence of conditions of impairment, de-
termination of the asset’s recoverable
amount is not required.

� Investments in subsidiaries, investment
in associates, interests in joint ventures,
fixed assets, intangible assets and good-
will is addressed in this Standard. The
provisions of this Standard replace the
requirements for the recoverability of
an asset that are included in MASB 4 :
Research and Development Costs,
MASB 12 :  Investment in Associates,
and MASB 15 :  Property, Plant and
Equipment.

� An impairment loss should be recog-
nised in the income statement for assets
carried at cost and treated as a revalua-
tion decrease for assets carried at re-
valued amount. Recoverable amount is
the higher of an asset’s net selling price
and its value in use; and should be esti-
mated for an individual asset. If this is
not possible, an enterprise is required to
determine the recoverable amount for
the cash-generating unit to which the
asset belongs.

� An impairment loss recognised in prior
years should be reversed if there has
been a change in the estimates used to
determine recoverable amount since the
last impairment loss was recognised.
This loss is reversed only to the extent
that it does not increase the carrying
amount of an asset above the carrying
amount that would have been deter-
mined for the asset (less amortisation or
depreciation) had no impairment loss
been recognised in prior years. A re-
versal of this loss should be recognised
in the income statement for assets car-
ried at cost and treated as a revaluation
increase for assets carried at revalued
amount.

� On first adoption of this Standard, MASB
23 should be applied on a prospective
basis only. Impairment losses recog-
nised (reversed) should be treated in ac-
cordance to the requirements under this
Standard and not under the benchmark
or the allowed alternative treatment for
other changes in accounting policies in
MASB 3.

� MASB 24 requires extensive disclosure
in order to provide information for the
purpose of enhancing financial state-
ment users’ understanding of the sig-
nificance of on-balance sheet and off-
balance sheet financial instruments to
an enterprise’s financial position, per-
formance and cash flows: and also as-
sessing the amounts, timing and cer-
tainty of future cash flows associated
with those instruments.

� It deals with disclosures and presenta-
tion only. Recognition and measurement
issues will be addressed in a future
MASB standard.

� Financial instruments should be classi-
fied, in whole or in part, as either a li-
ability or as equity in accordance with
the substance of the financial instru-
ment, rather than their legal form.

� Redeemable preference shares (RPS)
meet the definition of a financial liabil-
ity and should be classified as such. Pre-
viously, RPS has been classified and
treated as equity. Similarly, if a financial
instrument is classified as a share, but
if the terms of the instrument gives the
holder an option to require redemption
upon occurrence of a future event that
is highly likely to occur, then that in-
strument should be classified as a liabil-
ity.

� Dividends to holders of RPS should be
reported in the income statement as ex-
pense. When preference shares are non-
redeemable, the appropriate classifica-
tion is determined by the other rights
that may attach to them. When distribu-
tions to holders of the preferred shares,
whether cumulative or non-cumulative,
are at the discretion of the issuer, the
shares are equity instruments.

� Certain financial instruments contain

MASB 24 —
Financial Instruments :
Disclosure & Presentation

both a liability and an equity component.
For example, convertible bonds. Such an
instrument comprises two components
namely a financial liability (a contractual
arrangement to deliver cash, etc.) and
an equity instrument (a call option grant-
ing the holder the right to convert into
ordinary shares of the issuer). Accord-
ingly, the issuer should present the liabil-
ity and equity elements separately on its
balance sheet.

� The decision of whether to treat inter-
est, dividends, losses and gains relating
to a financial instrument or a compo-
nent part as expense or income item in
the income statement, or to treat it as a
debit directly to equity, would depend
on whether the financial instrument is
classified as a financial liability or as eq-
uity.

� To provide a valuable additional perspec-
tive, enterprises are to provide a discus-
sion of the extent to which financial in-
struments are used, the associated risks
(for example, interest rate risk, credit
risk), the business purposes served,
management’s policies for controlling
the risks associated with financial instru-
ments, including policies on matters
such as hedging of risk exposures, avoid-
ance of undue concentrations of risk and
requirements for collateral to mitigate
credit risks. In addition, for each class
of financial asset and financial liability,
an enterprise should disclose informa-
tion about fair value.

� MASB 24 is effective for financial peri-
ods commencing 1 January 2002. In the
case of compound instruments, the com-
ponent part classification as required by
this Standard need not be complied with
until reporting period beginning on or
after 1 January 2003.AN AN
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Y
ap Ming Hui — Managing Direc-
tor of Whitman Independent Ad-
visors Sdn. Bhd. and one of Ma-
laysia’s most aggressive inde-

pendent financial planning advocates, be-
lieves that a slew of factors are priming
Malaysian consumers for greater accept-
ance of financial planning.

Firstly, Yap foresees that the demand for
financial planning will rise to match a grow-
ing overall need — the need for consum-
ers to make sense out of excessive infor-
mation as well as an astounding array of
financial products and services. Today’s
consumers are bombarded round-the-
clock with financial information from per-
vasive sources, such as magazines, the
Internet and television. Plus, they have to
choose from an overflowing cornucopia of
financial products. Escaping this constant
flow of information and the urge to buy this
or that product is impossible, unless one
lives on a desert island.

Unfortunately, the bulk of financial infor-
mation can be contradictory and the range
of products equally bizarre. Great exam-
ples are calls on stocks by analysts — one
might recommend a buy on a stock, and
another a sell. Ergo, who is correct? Or
should the consumer just avoid stocks and
buy unit trusts? Again, there is a global
universe of unit trusts, with thousands of
managed funds floating about. Which
should a consumer choose? Should he be
weighing up annuities, insurance, bonds,
derivatives, or even asset-backed securi-

Why Accountants
Should Make It
Their Business
By Nazatul Izma Abdullah Are Malaysians ready for the

sophisticated services of
financial planners?
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ties? Such massive and puzzling informa-
tion, points out Yap, “Can paralyse the con-
sumer.” But such ‘paralysis’ can be miti-
gated with the help of a financial planner
who can design a financial plan tailored to
the client’s specific needs, and narrow
down product choices by staying abreast
of the ever-growing range of financial prod-
ucts and solutions.

Of course, a consumer might decide to
take the contrarian route and not invest
money at all, thinking that passivity is the
safest option. The problem is that even
when money lies inert, consumers face
multiple risks — currency depreciation, in-
terest rates and inflation risks — which can
erode the value of their principal. As an
active investor, says Yap, “Consumers face
multiple financial risks and threats in the
global marketplace, such as market risk,
investment risk, default risk and sovereign
risk.” Using the services of a financial plan-
ner, he says, should reduce a consumer’s
risks thanks to systematic investment, and
maximise the latter’s chances of reaping
rich returns with minimal managed risk.

Finally, financial planning is gaining
widespread attention now, thanks to the
efforts by industry and government to en-
courage consumers to invest systemati-
cally. Several financial institutions — such
as banks and mutual funds — offer free fi-
nancial planning as a value-added service.
Malaysia’s Financial Sector Masterplan,
says Yap, also encourages investment and
financial planning. “The availability of such
financial planning services is changing the
trend towards investments. Instead of just
buying an investment product now, enlight-
ened consumers are asking how it relates
to the rest of their portfolio. This integra-
tion is an important facet of financial plan-
ning,” adds Yap.

Nevertheless, financial planning still has
a long way to go before it becomes a ma-
ture industry, unlike the scenario in devel-
oped countries. For instance, a US survey
carried out by the Spectrum Group indi-
cates that demand for financial planning
services keeps growing among affluent
consumers. In 2000, 67 per cent of consum-
ers with an annual income of US$100,000
and a minimum net worth of US$500,000
used financial planning services, compared

to 56 per cent in 1998. By benchmarking
Malaysia against developed markets such
as these, the local market would seem to
have vast potential. Therefore, it makes
sense for accountants or accounting firms
to join the bandwagon now, and get a firm
foothold in this still untapped arena.

According to Yap, manifold benefits ex-
ist for an accounting practice that wants to
offer financial planning services. One of
the prime attractions is the introduction of
another source of income. “This is very
important because fees are becoming in-
creasingly competitive among accounting
firms.” In fact, some Big Five firms are al-
ready offering financial planning services
to diversify their income streams.

Adding financial planning services also
increases the value of the business prac-
tice. In Australia, accounting firms with a
financial planning division typically sell for
1.5 or even two or three times more than
their original value (compared to sales of
firms without a financial planning practice).

In addition, financial planning provides
a competitive advantage. Obviously, an ac-
counting firm offering financial planning
can provide more holistic advice to busi-
ness owners. Financial planners, such as
Whitman’s, can draw on a multidisciplinary

knowledge base and offer services such as
estate, real estate, and insurance advice,
in addition to retirement and wealth plan-
ning. Logically, an accounting practice in-
corporating financial planning would also
have these services on-tap, thus honing a
competitive edge that would help it retain
existing clients, and attract clients from
competing firms.

So far, accounting firms in other devel-
oped countries, such as the US and Aus-
tralia, have embraced financial planning
with gusto. According to a recent Business
Review Weekly survey covering the 100
largest accounting firms in Australia, only
10 per cent of firms surveyed planned to
stay out of financial planning entirely. 11
per cent were considering entering the
fray, while 38 per cent were marginally in-
volved. The remaining 48 per cent were
strongly involved in financial planning. The
main reason for the popularity of financial
planning among these firms? All spied a
chance to turn low fee-paying clients into
lucrative financial planning clients,
whereby revenue could come from a
combo of fees and commissions.

On an individual basis, branching out
into financial planning could offer great
monetary and personal satisfaction for ac-
countants. Apart from offering accountants
a chance to be their own boss and write
their own paycheques, financial planning
is a low-cost venture promising multiple
income streams. A knowledge economy
profession, financial planning needs “very
low upfront capital compared to starting a
manufacturing business,” says Yap.
“What’s really needed is intellectual capi-
tal or the way you make your skills work
to produce revenue.” There can also be
more money in financial planning. Tradi-
tionally, accountants earn only fees for pro-
viding accounting services, but financial
planning income arises from fees, product
commissions, different forms of financial
planning e.g. wealth, retirement, business,
legal, real-estate and estate planning, and
even from lectures, consultancy, training
and education.

Yap believes that accountants are par-
ticularly suited for financial planning
thanks to their specialised knowledge and
existing relationships with clients. “Ac-

“… there is a global universe of

unit trusts, with thousands of

managed funds floating about.

Which should a consumer choose?

Should he be weighing up annui-

ties, insurance, bonds, derivatives,

or even asset-backed securities?”

Yap Ming Hui



Akauntan Nasional October 2001

 F I N A N C I A L  P L A N N I N G

M O N E Y  T R E E

40

countants have expertise on business, ac-
counting, finance and taxation. These skills
provide a very strong foundation for ven-
turing into financial planning,” says Yap.
“And accountants have already established
relationships based on trust with their cli-
ents. Globally, surveys have shown that
accountants are among the professionals
most trusted by their clients.” According
to a 1993 survey by the International As-
sociation for Financial Planning, account-
ants ranked highest in terms of confidence
that the financial advice offered would be
in the clients’ best interest. The number
crunching bunch beat out bankers, finan-
cial planners, stockbrokers and insurance
agents.

Of course, venturing into financial plan-
ning will not be plain sailing. Challenges
abound. For instance, interested account-
ants will require a feasible income model,
and know how and where to source practi-
cal experience. They will also need to know
how to source and update knowledge on the
various types of financial products. This is
crucial, says Yap, because “products are not
stagnant. Companies launch new products
perhaps quarterly, half-yearly or annually.”

Neophyte financial planners must also
know how to identify and network with
reliable, competent professionals in other
disciplines, such as investment, estate plan-
ning, insurance planning, real estate and
law. “This is necessary,” says Yap, “so that
they can provide integrated advice. Finan-
cial planners do not know everything so
they must find competent, skilled people
to work with them.”

Most importantly, says Yap, is finding a
market for financial planning services.
“How do you convince people to do busi-
ness with you? Locating leads and convert-
ing them into solid business is the hardest
part of financial planning.”

All these challenges would definitely
pose a major migraine for would-be finan-
cial planners starting from scratch. Says
Yap, “When you start on your own after
qualifying as a Chartered Financial Con-
sultant (ChFC) and Certified Financial
Planner (CFP), you will definitely face
these challenges. The advantage is that you
will have your own name and brand.”

However, Whitman’s provides an easier
means of getting started via its options for

aspiring financial planners.
Currently, Whitman is actively working

with accountants who wish to become ei-
ther associates or affiliates in its niche busi-
ness, specialising in financial issues affect-
ing business owners. Associates are cate-
gorised as partners who want to venture
into financial planning fulltime whereas
affiliates are accountants who already own
existing practices but want to add value by
offering financial planning. Explains Yap,

“We will support our affiliates by playing the
role of vendor. We will train, coach and men-
tor their staff to conduct financial planning
and second our senior associates as support.”

Says Yap, “What we offer (For details,
please contact e-mail : yapmh@whitman
independent.com or surf http://www.
whitmanindependent.com) is tailored to
overcome these obstacles.”

For instance, Whitman provides its part-
ners with a practical business model to
jumpstart the financial planning business.
“We teach you how much to charge in terms
of fees and commissions.”

Whitman also provides a professional fi-
nancial and delivery process so that associ-
ates will know “how to conduct the process
and reduce the chances for errors in the
beginning. Another crucial activity is
mentoring and coaching support. We en-
courage senior planners to demonstrate

quality planning to the juniors and this helps
shorten the beginners’ learning curve,”
notes Yap. This takes care of sourcing and
gaining practical experience, a common
bugbear for fresh financial planners.

Another advantage of pairing up with
Whitman — the firm already has a complete
range of financial services and products that
can be placed at partners’ disposal, ready
for integration into clients’ financial plans.

Training, education and counselling is an-

other integral part of Whitman’s partnership
process so that Whitman’s partners continu-
ally improve their knowledge and skills.

At the same time, Whitman supports
associates and affiliates with continuous
market research and product selection in
order to weed out mediocre products and
zoom in on quality financial offerings.

Elsewhere, the Whitman multi-discipli-
nary advisory board — with expertise in
law, real estate, estate planning, taxation,
investment, etc — can solve the issue of net-
working with professionals in other fields.

Most importantly, Whitman assists bud-
ding financial planners by providing market-
ing activity support. “We organise seminars
and talks to generate business leads.” And
since Whitman is a recognised name in local
financial planning, the name serves as a cred-
ible brand that provides ‘credentials’ and
goodwill for the novice financial planner.

“Whitman is actively working with accountants who wish to become

either associates or affiliates in its niche business, specialising in

financial issues affecting business owners.”

AN
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Without a strong brand identity
in today’s fast-moving world,
what chance is there of being

seen or heard? With so many companies
operating in the marketplace, you need to
take bold measures to stand out from the
crowd. This is one of the keys to success-
ful marketing.

Establishing a corporate, professional
image is vital to a marketing drive. To in-
filtrate the potential customer’s mind,
brand and image are essential. If you have
a great product to sell, you need a market-
ing strategy to match — and that includes
how you present yourself and your com-
pany.

First impressions are vital. You have to
appear professional, responsive and
prompt to a prospective client, and effec-
tive presentational materials — business
cards, brochures, flyers, newsletters, press
releases and even multimedia demonstra-
tions at client meetings — can help you
achieve this impression. You don’t have to
spend months or employ the services of

expensive graphic designers and printers
to achieve a professional image :  simple
software tools can help you create mate-
rial to make the right impression.

Maximise Your Collateral

� Brochures : Brochures provide po-
tential clients with more information than
you can give over the phone or in a short
meeting. A professionally produced bro-
chure can win you new or repeat business
and convey all the information about your
company, products and personnel in one
accessible format.

� Fliers/business cards : A flyer is
an easy-to-produce, relatively inexpensive
marketing tool. It can be mailed, handed
out to people and left wherever prospec-
tive customers might see it. Similarly, a
business card can give all the necessary
contact details to enable that follow-up call.

� Newsletters : A newsletter is a great
way to promote your business. You can pro-
duce regular updates for existing custom-
ers, staff and potential new customers,
while conveying a sense of established pro-
fessionalism. A newsletter can promote lon-
gevity, the chance of repeat orders and can
be passed from existing customers to po-
tential new ones.

Perfect Presentations
A multimedia presentation can utilise

audio, visuals and text to great ef fect,
heightening impact when pitching for new
business. With the right tools, you can cre-
ate a cutting-edge marketing package
which you can send to potential clients, or
demonstrate yourself in person.

A multimedia demonstration could in-
clude an audio-visual pitch, spreadsheets,
charts and graphs to support your argu-
ments on market research or niche mar-
keting.

Using the Technology
Software to create these materials comes

in the form of word processors; desktop
publishing (DTP) packages; and at the top
end multimedia applications. Such pack-
ages allow a combination of text, visuals
and video/audio for presentations with
added pictures, sound, and even movie
extracts.

Using a PC and DTP application, you can
create your own designs and keep control
of costs and time.

When a quick response is essential, in-
tegrated software packages can come into
play. Use of spreadsheets, word process-
ing applications and email facilitates colla-
tion of information, which you can readily
send to clients.

Looking Good
for Business
Establishing an identity is a vital key to small business success. We
see how improving your image can help boost sales and turnover

Specialising in design for the enter-
tainment industry, Fluid Design is

using a multimedia marketing campaign
to attract top clients in the hi-tech record
industry.

To enhance its image as a progressive
company, director James Clover hit on
the idea of a multimedia showcase of its
album covers, put onto floppy disk. One
hundred disks were sent out to prospec-
tive clients in the music industr y,
alongwith a booklet featuring examples
of its design. Production costs were just

CASE STUDY :  Fluid Design
a few hundred pounds.

Within two months, 80 per cent of the com-
panies mailed had made contact by tel-
ephone. Although James Clover believes
disks will never replace flyers and
printed material which can be easily dis-
played, he is now investigating the potential
of CDROM for archiving and marketing.
Fluid Design The Custard Factor y,
Gibbs Street, Digbeth, Birmingham B9
4AA Tel/Fax: 0121 693 6913 e-mail :
Drop@fluid.custard.co.uk;  Website :
http://www.custard.co.uk/fluid/

“Establishing a corporate,

professional image is vital to

a marketing drive. To infil-

trate the potential customer’s

mind, brand and image are

essential.”
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Persuade the customer
For the greatest impact, the primary fo-

cus of your marketing materials should be
to demonstrate the ways in which your or-
ganisation benefits the customer. This will
help gain interest and personalise your
product or service. Tell customers how
they will benefit by choosing your products
and services, using specific examples if
possible.

In addition, effective marketing materi-
als involve the customer and encourage
participation and action. They can entice
people to enquire about your business or
even sample what you have to offer. Dy-
namic action statements and strong verbs
attract attention, with phrases such as “stop

by today”, “place an order now” or “call us
for a free consultation”.

Looking good
DTP applications often have in-built tem-

plates to help create an eye-catching and ef-
fective layout, so you don’t need to be a tech-
nical expert to design marketing materials.

When new or different documents are
produced, these templates can be used
again, thus enabling you to establish a con-
sistent business identity.

Clip art — often included in DTP appli-
cations — consists of logos and photos
which can all be incorporated into a docu-
ment layout. Many of these can also be col-
lected from the Internet and used to give a
bold, visual impression.

“One of the keys to a successful

marketing strategy lies in creating

a strong, professional image.”

Printer power
Desktop printers, such as laser printers,

can now produce magazine quality docu-
ments for under UK£1,000. If money is
tight, a colour inkjet printer is cheaper and
can still produce high quality, colour docu-
ments. Alternatively, if you are planning a
large mailout, you could create the design
on your own computer, store it on a disk,
and then send it to a professional printer,
cutting your costs in half.

Go global
The final advantage of many DTP or

word processing applications is that they
increasingly allow you to import your docu-
ment templates to publish on the internet.
Publishing on the Internet is an invaluable
and ever-expanding area of communication
for small businesses. With more and more
potential customers accessing the Web,
what better place to post your marketing
materials?

Furthermore, because you are now ca-
pable or retaining consistency of style and
design in your published material, your
company image can go global. AN
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It is certainly true that under ideal
conditions and circumstances, when
everyone does the right thing at the
right time, at the right

place in the right manner,
there would not be a need to
tolerate anything. However,
we are now living in a world
of sudden and unexpected
changes, when anything can
happen to anyone at anytime.
These are times when stress,
fear, anxiety, worry, insecu-
rity and confusion have be-
come the order of the day.
There are also times when all
our plans for the future can go
completely haywire and more
and more things can get out of
hand.

In the present turbulent
times when impatience, un-
easiness and insomnia are in-
creasing ever ywhere in the
world, it is vital to develop the power
of tolerance. Tolerance acts like a
shock absorber. It transforms difficult
situations into soft ones and it thus pro-
tects us from getting hurt or bruised.

Everything depends on how a per-
son looks at life and the world. Those
who believe that life is a struggle or a
war zone have to keep fighting and they
are at war with everything and every-
body. Those who consider life to be a

game, reduce their capacity to win by half.
The mere idea of having to lose something,
sometimes, disheartens them and they

therefore will not even begin to put in the
efforts required. But those who take life
as a drama or a play, and perform their role

with complete confidence, obtain
satisfaction from the quality of
performance similar to a hero
actor who gets satisfaction out
of his ability to play a multitude

of different roles extremely well.
His income is not dependent on

the role he plays, a jailor or a
benevolent king for instance,
but on the excellence of his
performance.

There are also a handful
of people who consider life
to be a precious gift and they
believe that they should cel-
ebrate every moment by cre-
ating joy and happiness and
sharing it with others. The
saying goes that you can-
not change your circum-
stances, but you can
change your attitude to-

wards them. We have a few amazing
examples of how attitudes can produce
the ability to tolerate almost every-
thing.

Some time ago, the earthquake in
Kobe, Japan, showed us how icy cold
weather and being buried under rub-
ble for days without water or food, was
tolerated by some without even tears.
Doctors are ready to attend to emer-

Developing the
POWER OF
TOLERANCE

By Bridget Menezes

Many among us ask the
question why on earth
should we tolerate anything
or anybody. Tolerance
sounds like having to endure
punishment and we are here
for pleasure, isn’t it?

“Everything depends on how a

person looks at life and the world.

Those who believe that life is a

struggle or a war zone have to

keep fighting and they are at war

with everything and everybody.

Those who consider life to be a

game, reduce their capacity to

win by half.”
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gencies even in the middle of the night, tol-
erating the interruption of their sleep in
order to serve another human being. Moth-
ers are able to hear the minute sounds their
babies make at night and they awake to at-
tend to the baby’s needs ignoring their own
need to rest, thus tolerating fatigue for
their children’s sake.

What can we do to improve our tolerance
for things that happen in our daily life in
order to spend this life in a disturbance-
free and pleasant way? Let me give you the
example of the physical world. We have
deep seas, many types and sizes of trees,
bushes, plants, mountains and buildings of
one floor and one hundred floors. Yet when
we step into an aeroplane and fly high
above the ground, all the various heights
simply disappear and it seems everything
is of one level. If you step into the mental
or spiritual plane, that is, raise your con-
sciousness, mountains of problems will
change into an even, levelled path. You
would not even notice there was a prob-
lem at all.

It is not enough to be just aware of the
proper attitude towards life and the many
events daily life confronts us with. Most
of us are already aware to various degrees.
Yet, there seems to be an implementation
crisis or a crisis regarding the ability to
instantly transform any situation from be-
ing adverse to favourable. Any delay in
doing so will force us into having to toler-
ate unpleasant results for varying lengths
of time, even years at a stretch. Further-
more, having to cope with those unde-
sired consequences for long periods of
time might nibble away our tolerance
power and we will become easily irritable
and intolerant persons whom people try
to avoid.

In order to sustain the power of toler-
ance, it is supremely important to absorb,
accommodate and appropriately use other
spiritual powers such as the capacity to be
flexible, to discriminate, to judge, and to
face. One should not use the power of tol-
erance instead of another power. It would
be a senseless activity replacing one power
with another, like the lid of one pot does

not fit another pot. Using the power of tol-
erance when you really should use the
power to judge or to face, would constitute
a wrong action, which will bring you wrong
or undesirable results.

Yet, all powers are complementary to
each other. If one does not use the power
to accommodate and absorb along with the
power to tolerate, ego and wasteful
thoughts would be created. For instance,
when a man tells us about the words and
actions of another which he had to toler-
ate, he clearly shows us his inability to
merge and accommodate that individual
who spoke and acted wrongly. Moreover,
his lack of powers will hinder the develop-
ment of his power of tolerance, thus de-
creasing his stock of tolerance and ulti-
mately all the other powers he has.

The quantum of tolerance power greatly
depends upon a proper belief system. Be-
lief in and understanding the law of action
and reaction (Karma) is vital. This law
states that you get what you deserve and
you deserve what you get. In other words,
you shall reap what you sow. By under-
standing this law, you will be lifted up from
the influence of external situations. Appear-
ances are deceptive and all that glitters is
not gold. Furthermore, this understanding
leads you to realise your own true identity
of being an immortal soul. You require this
belief in order to revert to your original
values. We are not mortal bodies. If you
are stuck in this thought of being merely a
mortal body who only lives once, you will
be unable to expand your vision and val-
ues beyond this life and fail to assure a
proper future for yourself. Such persons
choose to dominate instead of tolerate
whereby they gradually lose their inner
peace and happiness.

Everything happens for the best. All ex-
periences are rewarding, regardless of

whether they are good or bad. We emerge
enriched and stronger after having passed
through them. Since we are immortal
souls, experiences are our net gain which
carries us forward into the future.

Continuous change is the law of nature.
Unforeseen circumstances create tension
at times. People become impatient when
their plane or train gets delayed. Yet we
must face adverse circumstances with
calm. Many of these situations may not be
of our own making, like a traffic jam or a
major disease affecting many. Only with
calmness will I be able to keep a cool head
and act the right way in order to protect
myself and those surrounding me.

Many say that they can forgive but they
cannot forget. What they are really saying
is that they cannot forgive. Forgiveness
should be like a note that you tear into
pieces, toss into the trashcan and com-
pletely forget about it. Situations should be
considered like guests. They come and
they also go. We should not let anyone take
away our qualities of peace and happiness.
Forgiving and forgetting is in our own in-
terest.

Any lack of tolerance can lead to explo-
sive situations. Inability to let go can lead
to mental bondages and burdens. The doc-
tor may tell me to stop eating butter due to
my high level of cholesterol and I should
joyfully accept this advice and not make a
face when I see a lot of butter on my friend’s
toast. Understanding the Law of Karma
helps me to understand all situations.

We should adopt a giving instead of a
getting approach to life. Give something to
everyone you meet. If nothing else, give
good wishes, encouragement, and cour-
tesy. Are not these the things we do dur-
ing celebrations? Just make it a way of life
and you will always be happy and satisfied.
Celebrate life!

“Everything happens for the best. All experiences are rewarding,

regardless of whether they are good or bad. We emerge enriched

and stronger after having passed through them. Since we are

immortal souls, experiences are our net gain which carries us

forward into the future.”

AN
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Q U I Z

B E T T E R  L I F E

So you’d love to lose those last five
pounds before your holiday, but you
can’t stick to a diet. Your best friend,

on the other hand, gets so stressed at work
that she actually forgets to eat lunch. Why?
Because what you eat, and why, and when,
are all heavily influenced by your “eating
personality”.

“Understanding your eating personality
— and what your eating triggers are — can
help you make smarter food choices and
lose weight,” says registered dietician
Christine Palumbo of Naperville, Illinois,
who often works with clients who want to
lose weight. One of the first things she
does to create a workable nutrition plan is
to assess the person’s eating style through
a food diary and careful questioning.

Take our quiz to get a handle on your
personal food profile to help you peel off
pounds.

Someone brought a plateful of
brownies to work. You :
a. Ignore them until mid-afternoon,

when you swallow down three.
b. Share them with your co-workers.
c. Have several — your in-box is over

flowing.
d. Resolutely ignore them.

You’re training for a marathon, and
a friend recommends a new endur-
ance drink. You :
a. Swig it down.
b. Toss it after one sip — it’s nasty
c. Stash it in your workout bag.
d. Read the nutritional information

before trying it.

On any given day, your refrigerator
includes :
a. Cheese, bread, hot dogs — a little

of everything.
b. Olives, capers, and heavy whipping

cream.
c. Left-over Chinese food.
d. Raw veggies and fat-free salad

dressing.

You diet :
a. Rarely.
b. Occasionally — but never for long.
c. Several times a year.
d. Regularly.

You’ve gained seven pounds. You :
a. Step up your workouts.
b. Drink diet shakes for breakfast and

lunch.
c. Give up snacking.
d. Cut back to 800 calories a day.

You’re flying from New York to LA,
and the airline food (surprise!) is
tasteless and dry. You :
a. Choke it down — you’re starved.
b. Skip it and have dinner when you

arrive.
c. Eat it without feeling satisfied.
d. Eat the fruit and crackers; leave the

rest.

What’s Your
EATING PERSONALITY?
“Understanding your eating personality – and what your

eating triggers are – can help make you smarter food choices

and lose weight,” says registered dietician Christine Palumbo.
By Kelly James-Enger
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time or another — there’s a little Emo-
tional Eater in everyone. Eating this
way constantly, though, causes prob-
lems. “We turn to food when we’re
anxious or depressed or lonely be-
cause we don’t know how else to read,”
says Palumbo. “We create a habit of
eating to make us feel calmer or more
relaxed or better. Then we feel guilty
and the cycle starts over again.” Eat-
ing does make you feel better — tem-
porarily — but it’s not a permanent so-
lution. Palumbo suggests that Emo-
tional Eaters keep a food diary and
write down everything they eat and
how they felt at the time. If you have
the urge to munch, ask yourself
whether you’re physically hungry —
or if you’re eating for another reason.
Try a few minutes of deep breathing
before you grab for the cookie jar — it
will help you get in touch with your
emotions and keep you from eating
impulsively without acknowledging
what you’re doing.

“Restricted” Eater :
Food is Temptation
You’re the dieting expert — so why
hasn’t it worked? You know the calo-
ries and fat grams in everything you
eat, and mentally divide everything
into “good” and “bad” foods. You deny
yourself so often, though, that you of-
ten yo-yo between dieting and splurg-
ing on the “naughty” things you really
love.
“You need to stop feeling guilty about
eating,” says Palumbo. “Restricted eat-
ers feel guilty about eating anything,
but food is as necessary to survival as
air we breathe and the water we drink.”
Remember that your body needs a cer-
tain amount of calories — and from a
variety of sources — to function at its
peak. “Without a proper diet you’re not
going to be able to perform mentally
or physically and your looks and energy
will suffer,” says Palumbo. Take a more
moderate approach — giving your body
necessary fuel and occasional treats —
it will increase your chances of taking
weight off for good.

Did you answer mostly
A’s? You’re a “Normal”
Eater; mostly Bs, a “So-
cial” Eater; mostly Cs, a
“Stress” Eater, and mostly
Ds, a “Restricted” Eater.

The “Normal” Eater :
Food is Fuel
You’re usually pretty good about re-
sponding to your body’s internal hun-
ger cues, but you tend to skip meals
when you’re busy. As a result, you go
so long without eating that you gob-
ble anything that’s handy. But eating
all or most of your calories at one time
not only saps your energy — it also
makes you more prone to store them
as fat, cautions Palumbo. If you want
to lose weight, keep a variety of
healthy snacks — pretzels, raisins,
fruit, and cheese — handy. That way
you can feed your hunger when it calls,
and spread out your calorie intake
throughout the day.

The “Social” Eater :
Food is Fun!
If only it weren’t for parties, and res-
taurants, and Happy Hour. You can eat
a healthful diet, but you go overboard
when you’re with other people. Your
downfall? Those huge restaurant por-
tions. “Restaurants’ increased portion
size is more of a problem then people
realise,” says Palumbo. “Restaurant
portions may be twice or even three
times what you should be eating, but
people tend to think that’s a normal
portion and eat it anyway. If you’re a
Social Eater, plan what you’ll order be-
fore going out (to avoid menu tempta-
tions!). When your food arrives, imme-
diately cut it in half — or thirds — and
only eat that portion.

The “Emotional” Eater :
Food is Comfort
Most of us have soothed ourselves
with chocolate or crunched mindlessly
through a bag of cheese curls at one
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You’re bored on a rainy Sunday af-
ternoon. You :
a. Channel-surf and settle on an old

movie.
b. Whip up some guacamole and curl

up with a book.
c. Mindlessly eat your way through

the pantry.
d. Make a snack — and then feel guilty.

You screwed up at work. You :
a. Have no appetite.
b. Call a friend to talk it out.
c. Soothe yourself with “comfort

food”.
d. Have a good cry.

Planning a strenuous post-work
workout, you’ll :
a. Eat extra carbos at lunch.
b. Splurge at lunch — you’ll burn it off.
c. Eat normally.
d. Eat lightly — you want that extra

calorie burning to have an effect!

Your cute neighbour finally asked
you to dinner. You :
a. Are too nervous to eat.
b. Already know what you’ll order.
c. Are nibbling anxiously beforehand.
d. Will order a salad.

7
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9
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We often forget etiquette espe-
cially when taking part in an
annual corporate golf outing.

The opportunity to play all-expenses-paid
golf at a beautiful course often leads some
of us to drop our guard. Don’t let the
greens deceive you. Just because there are
no walls nor a phone doesn’t mean we’re
not at the office. It just so happens that the
‘office’ is now the 180 acres of beautiful
rolling meadows.

Observing the rules of golf and its eti-
quette is important par ticularly when
you’re also doing business on the greens.
How you conduct the game and treat your
fellow players may well be a reflection of
how you conduct business in the
office. So, to help you prepare
your thought patterns for the day,
follow these simple rules :

Quiet   It goes without say-
ing, but quiet is a necessity in or-
der to let other players concen-
trate on their shots. Even if the
people in your immediate group
don’t seem to be bothered, there
are other groups all around you. So keep
you voice down.

Golf is also a game of concentration. If
you are trying to make a putt, or hit your
tee shot into a narrow fairway, it will be
much more difficult if someone is laugh-
ing, rattling their clubs, or running around
the tee or green.

Safety    Don’t take practice swings to-
ward another person or swing your club
when someone is walking around. Con-
versely, don’t walk around when someone
is swinging a club. A golf course can be a
very dangerous place without some good
common sense and a notion of how hard
golf balls and clubs are. So before swing-
ing a club or hitting a ball, be sure there is
no one in range of getting hit.

One at a Time   At the tee, no one
should tee their ball until the golfer who
has the honour (the one who’s first) has
played. In addition, no one should play until
the golfers ahead are out of the way. Peo-
ple who have just started golfing some-
times slow down those who have a little
more experience. A couple of ways to

speed up the pace of play include taking
only one practice swing for each shot and
planning your shot and which club you will
use before it’s your turn. Alternatively, try
playing during the weekdays when the
course is not as crowded.

Keep in the Game To minimise
delays, plan your shot ahead of your turn.
That way, you won’t hold up other players
while you select a club or plan a strategy.

Playing Through   People play golf
at different paces. If your group is playing
a little quicker than the group ahead, you
can ask to play through. However, ‘playing
through’ another group is quite tricky as
often, there is an implication that the group
who is ‘being played through’ is guilty of
slow play. This typically causes resentment
within the group — even if it’s true. In this
situation, it’s best that you ask to play
through in a courteous manner and at a
convenient time in the round,

Golf carts    Motorised and pull carts
can damage the golf course. If using a pull
cart, the general rule is to keep them

within 30 to 45 feet of all tees and greens.
When using a motorised cart, don’t drive
directly up to your ball on the fairway; stay
on the cart path until you reach a point
parallel to your ball. Then, you can drive
to your ball for your next shot. After your
shot, return to the path.

Most importantly, never bring motorised
or pull-carts onto the greens or teeing ar-
eas, because of the damage they can do.

Business Golf Etiquette

Going to a golf club — whether public
or private — is considered an elegant way
to entertain clients. Business golf, as it is

often referred to, is a tool that can
be used by anyone. In today’s
business world, business golf can
give you a very competitive edge.
Combining golf with business can
provide you with many benefits.
But just as you need to observe
proper etiquette playing ‘normal’
golf, observe these simple rules
to ace a perfect business golf :

• Avoid making your business
talk too obvious. A little subtlety

will pay dividends.

•Pick the right time to talk business. Don’t
talk to your guest after he’s made a quad-
ruple bogey. Use common sense.

•Don’t get lost in your own game; be at-
tentive to your customer’s needs.

•Play your best game. If you’re a very
good player, that will impress your guest.
If he’s better than you, he’ll like to see
that you’re a determined “non surren-
der” type, but never embarrass your
guest.

•Sort out all the playing and financial ar-
rangements with the golf club in ad-
vance. It’s embarrassing and not too
good for business to ask your guest if
he’s got some cash you can borrow if
they don’t accept credit cards.

•Extend your relationship with your cli-
ent through the remainder of the day.
Even if no deal was done on that day, fol-
low through with a call the following day
so the client knows you have him in
mind.

•Finally just make sure your guest has an
enjoyable day!

Golf is a game of honour. It’s also a game of
etiquette. And no more is etiquette more
crucial than to have it on the golf course.

Golf
Etiquette

AN
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For a quick and steady climb up that
corporate ladder nothing beats

charismatic leadership. Why? Well cha-
risma is something that people find difficult
to resist; it overpowers them and sweeps
them along in a tide of feverish euphoria.
Indeed, Plato has written that true leader-
ship is a combined power of truth-seeking
abilities and a heaven-sent ‘gift of grace’.

In effect, the philosophers of old saw cha-
risma for what it is :  a power that in itself wields
an authority derived from belief only and as
such, it is as radical as it is personal. In other
words, one person’s beliefs are so strong that
they empower the individual to overpower all
other considerations in those around him.

In fact, one of the most clear underlying
traits of charismatic leaders is their ability
to appoint themselves to power. They be-
lieve, hence, it must be is a phrase that can
be employed to describe charismatic lead-
ership. They do this based on the simple
belief that it is their destiny and such is
their force of personality and power that
they attract exuberant and enthusiastic le-
gions of willing followers.

The prime time for charismatic leaders is
almost always during times of social unrest
especially within the management of a com-
pany, when their associations with newness
and anti-establishment values evoke devo-
tional, obedient and often passionate psycho-
logical responses in followers. Building upon
this line of reasoning, it is obvious that cha-
risma invariably implies a level of universal
danger for followers who accept as truth the
self-belief of an irrational or delusional leader.
For all intents and purposes, and with regard
to his nefarious scheme of world domination
and ethnic cleansing, Hitler is a clear exam-
ple of this. His charismatic charm and per-
sonality moved a whole nation to war.

Of course, it is essential to success to be
able to distinguish charismatic leadership
and leadership in general. Almost all of us

have some form of leadership qualities. Re-
member that time you took charge of your
class project? How about the time when you
were given an assignment to do and you de-
cided what needed to be done in order to
accomplish the set goals? Or how about all
those times when you decided to redecorate
the house according to your tastes? Simple,
everyday matters but nevertheless subtle
signs of leadership that everyone possesses
in some measure within themselves.

What separates charismatic leadership
from leadership in general however, are
certain attributes that an individual either
acquires or is naturally to be found within
them. The charismatic leader must be able
to impress upon followers the truth of his
visions — they must believe in it as he
does. They must see what he sees, hear
what he hears and feel what he feels.

In short, these attributes are an overrid-
ing sense of focused attainment of goals,
he must exude complete self-confidence,
as nobody will follow an indecisive or emo-
tional leader. The charismatic leader must
also have a contingency plan, a resistance
to and a means of escape from the status
quo and most importantly, they must set a
strong personal example. After all, it’s
about a game called follow the leader!

At this point you may query the rel-
evance of charismatic leadership in a world
that is virtually run by computers. After all
mass communication technologies have
been instrumental in creating the modern
phenomenon of pseudo charismatic lead-
ers, meaning the clever reproduction of a
non-existent charismatic leader via clever
management and advertising. While it is
arguable that this is not false charisma but
a modern version of charisma, it is akin to
the argument that decaf is real coffee. A
line of argument that certainly doesn’t sit
well with the purists of this world who pre-
fer to stick to the belief that nothing beats

inactivity like a dose of charisma.
Well, the fact remains that it is people that

govern other people, people are the ones
who make decisions, contracts are some-
times clinched based on the personality of
a person alone. How many times have you
been swayed by the eloquent salesman who
persuades you that you need the item that
he is selling, at a special price just for you,
more than anything else that you have ever
needed in your whole life? Imagine what a
charismatic decision-maker can do.

Charismatic leaders must cultivate or
adopt rhetorical and persuasive communi-
cation strategies in order to motivate their
followers. Jurisprudential theorist
Emmanuel Kant has stated that human rea-
son is the only possible basis for morality
and that good will can be universalised. Utili-
tarianism tests out all ethical problems ac-
cording to how they can deliver the great-
est good to the greatest number.

Whereas post-modern ethics, in con-
trast, is not ruled by any objective meas-
urement; it is only relative to the society
that creates it. Whichever school of
thought one subscribes to, one thing is
made absolutely clear. Charisma not tem-
pered with a proper code of ethics will lead
to the sort of leadership that has left the
world reeling in horror and shock. A clear
example of this can be found in the Rich-
ard Manson episode of history.

As such it can be seen that the right char-
ismatic approach can take a person to new
levels of success. Nevertheless, modern
charismatic leadership is situational and
depends heavily on the acceptance of fol-
lowers. Conceived as a temporary trust-
based bond between leader and follower,
charisma in organisations can be a power-
ful emotional force for positive change.

Charismatic
Leadership By Jarod Roch

AN
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Rumble in
the Jungle

T R AV E L  A N D  L E I S U R E
T H E  A N DA M A N
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T he Nineties gave us the
catchphrase ‘ecotourism’
to denote travelling respon-
sibly. It generally refers to

wilderness or adventure travel, with a
strong focus on learning about the local
population, wildlife and natural environ-
ment of a particular place. Often, people
are afraid to take on an eco-friendly holi-
day. Images of having to sleep under the
trees or giving up basic amenities such as
a flushing toilet all come to mind and it’s
enough to put a stop to any vacation plan.

But ecotourism is not all sleeping bags
and campsite fires. It can be a fun and chal-
lenging way to travel. And if you consider
The Andaman in Datai Bay, Langkawi, it’s
obvious that a vacationer can enjoy both
luxur y and nature in one stay on an
ecotourism holiday.

The Andaman is built within one of Ma-
laysia’s ancient rainforests. It features 700
hectares of exotic gardens that include a
butterfly farm and an orchid arboretum,
while the hotel premises are comfortably
shared with the animals from the neigh-

bouring jungle.
Having supper al

fresco while the fly-
ing squirrel soars
overhead is as typi-
cal as finding the
dusky leaf mon-
keys playing on the
hotel roofs during
the day.

As a vacation destination, this 181-room
luxurious resort fronts an exclusive 1.5km
sandy white beach, surrounded on two
sides by a continental shelf, making for an
abundance of coral reefs and sea walls that
are perfect for snorkelling and scuba div-
ing. Like other resort island destinations,
The Andaman also offers a wide array of
water sports — all non-motorised — a re-
flection of the kind of environmental con-
siderations that have become a feature of
tourism in The Andaman.

The resort’s close proximity to the rain-
forest provides ample opportunity to hike
through miles of lush, mountain terrain.
Winds from the Andaman Sea bring am-

ple rainwater to this region each year, al-
lowing the 50-million-year-old rainforest to
embody 240 species of trees. In addition,
over 200 species of birds and a multitude
of other wildlife live in the forest and
around the resort. This includes about 130
species of birds that stop by in Datai Bay
on their annual migration.

Guests staying at The Andaman are en-
couraged to explore the jungle on the ho-
tel’s daily morning or evening nature
walks. In-house naturalist and guide ‘Dev’
is profoundly knowledgeable, providing a
look at a profusion of jungle herbs that can
sometimes be instantly savoured during
the outing. The testosterone-inducing

   By Anis Ramli
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Tongkat Ali grows in abundance and is
often the highlight of the jungle tour.
So too are the wild figs known for their
relaxing properties.

Even within the resort grounds, the
management has taken countless meas-
ures to nurture the environment. When
a guest who happened to be an ento-
mologist spotted an area within the
grounds that could be a natural butter-
fly enclave, the resort wasted no time.
The area was quickly cleaned and
cleared and today, the Butterfly Garden
hosts the island’s 351 species during
different seasons. This includes the rare
Green Banded Peacock and the Golden

Birdwing with its 12cm wingspan.
Many visitors are also unaware of

how the jagged Mat Cincang mountain

range and the area of the Datai Bay have
long been a favoured sanctuary for many
birds. On Langkawi Island itself there is
an amazingly varied species of birds, mak-
ing this a popular place for bird enthusi-
asts. Bird-watching excursions will usually
bring the visitor to the nearby Raya Moun-

tain, where the observation post provides
an excellent vantage point to view Shrikes,
Goshawks and the Crested Serpent Eagle to
name a few.

Any time is a good time to visit The
Andaman. The environment is never static,
and each season brings about many
changes that the visitor can easily appreci-
ate. Overall, The Andaman makes an ex-
cellent destination if you are looking not
only for a scenic spot on the sand but also
for a land to explore. AN
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Sabah committee members led by Alexandra Thien called
on Sabah’s Minister of Finance, YB Datuk Musa Bin Hj
Aman at his office in Kota Kinabalu. At the meeting, Thien

briefed the minister on the re-
cent Accountants’ Amend-
ments Act and officially invited
the minister to grace the MIA
Sabah Branch dinner in Octo-
ber. YB Datuk Musa Aman wel-
comed Thien’s offer of profes-
sional advice and support by
the Sabah Branch and commit-
tee to his ministry’s planning or
budget functions as he viewed
accountants as important and
equally responsible and much
needed to help build our nation.

Sabah Highlights

Group photograph of table tennis players from MIA and the MoF Chang Yu Chuk and Philip Yong in action.

Sabah committee members at the office of the Finance Minister of Sabah
… (L-R seated) Aileen Yeap, Alexanda Thien, YB Datuk Musa Aman
(Minister), Desmond Chu, Philip Yong (L-R standing) Tan Huang Dak,
Poon Chiong Phui, Ho Yun Kong, Chang Yu Chuk and Viviana Lim.

Two days before the courtesy call, MIA Sabah Branch success-
fully organised a friendly table tennis match with the Ministry of
Finance at Bilik Mesyuarat Utama, Kementerian

Kewangan, Kota Kinabalu.
The MIA Team was led by
Committee Member Chang Yu
Chuk.

This exciting game had all
participants showing their true
colours of sportsmanship as
they battled out in fun. Though
beaten by the Ministry of Fi-
nance, we were not disap-
pointed with the display of agil-
ity and skills demonstrated by
our team which was assembled
at such short notice. AN

Green Green Sabah

Sabah leads again — in embarking on a series of green ac-
tivities. Dubbed the Green Office project, the branch began
by calling on DBKK Mayor, Y Bhg Kol. Datuk Hj Abdul

Ghani Hj Abdul Rashid at his office in Kota Kinabalu. The Mayor
emphasised to the Sabah branch committee members the impor-
tance of conserving the envi-
ronment and in inculcating a
culture where the 3Rs — Re-
use, Reduce & Recycle become
second nature.

Green Man — Chang Yu
Chuk appeals to all members
and member firms to register.

Upon registration, recycle
bins are placed at the offices of
member firms. To date, Chang
has collected more than 50 par-
ticipants and the numbers are

increasing. Congratulations to Sabah accountants for being the
first professional body to support this DBKK project.

An officer from DBKK, Penelope Abu Hussain was invited to con-
duct an evening talk on recycling to educate members in the Sabah
branch office. Members learnt from her the benefits and proper meth-

ods of recycling, which materials
are recyclable and which are not.

Subsequently, Sabah com-
mittee led by Alexandra Thien
made a study tour to Shangri-
La’s Tanjung Aru Resort, the
only certified ISO 14001 or-
ganisation in Sabah. The re-
sort’s Director of Communica-
tions, Tulip Noorazyzs ex-
plained the different recycling
and energy conservation meth-
ods in various departments.

DBKK Mayor receiving MIA plaque from
MIA Sabah Branch Chairperson AN
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Counselling in session by the representatives of CPA AustraliaYB Alfred Yap visiting the CIMA counter

The doors of Sarawak MIA
Branch were open on 18
August to welcome mem-

bers of the public. Students,
parents and graduates took the
opportunity to speak to repre-
sentatives and seek consulta-
tion and counselling from pro-
fessional accountancy bodies
namely MACPA, CIMA, CPA
Australia and ACCA present at
the open day. Branch Manager,
Lucy, was on hand to advise eli-
gible graduates on the process
of membership application.

Sarawak Assistant Minister of
Planning & Resource Manage-
ment, YB Alfred Yap officiated
the opening ceremony which
was attended by 60 invited
guests including representa-
tives from professional bodies,
colleges, universities and other

Accountants Open Day

Sarawak Branch office welcomes the public to MIA Open Day

YB Alfred Yap addressing the invited guests with David Tiang, Branch
Chairman and Yeo Ah Tee, Branch Secretary looking on

institutions of higher learning.
In his speech, YB Alfred Yap
commended MIA Sarawak
Branch for their commitment
in promoting accountancy in
Sarawak. He said, “MIA has
demonstrated its social respon-
sibility by holding this open day
to inform students and parents
of the available path to become
an accountant and to create
awareness on which qualifica-
tions are recognised by the
Malaysian government”.

During the open day, Chin
Chee Kong presented a brief
on MACPA, Amelin Tan spoke
on CIMA while Cindy Sue
Gregory explained the path to
membership in CPAA to stu-
dents in the library of the MIA
Sarawak Branch office. AN

Members posing with Penelope Abu Hussain (lady in red) in the
Kota Kinabalu office

Sabah Committee with STAR hotel employees after the study tour
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Bintulu and Miri Chapters’
Career Talks

B ranch Manager Lucy Read pre-
sented a career guidance talk at
SMK Bintulu. She was supported by

Bintulu Chapter committee members Flor-
ence Tang and Richard Hii, and MIA mem-
ber Mdm Ngu Ying Ping. The presentation
was the first organised by MIA and also the
first regulatory body in Bintulu. SMK
Bintulu is the largest secondary school in
the division and the teacher in charge on
the day of the MIA career talk was also a
member of MIA from Peninsular Malaysia.

Andy Chia, Chairman of Miri Chapter
and his committee worked extra hard to
organise 11 secondary schools for the an-
nual career guidance talk at a local hotel
in Miri. More than 300 students with their
teachers arrived half an hour before the
scheduled talk while Lucy Read was in the
process of setting up her LCD projector
and notebook. After the 45 minute presen-
tation, students were invited to ask ques-
tions. Andy Chia started the ball rolling by
asking Sim Yong Liang to describe his typi-
cal day’s job as an accountant in commerce
& industry. Yong Nyet Yun was asked to
account for her time sheet in an audit firm.

Organising Chairman, Paul Bong did well
to explain the misconception by the general
public when a student posed an interesting
comment — “My accounts tuition teacher was
an accountant. She said that if we wanted to be
accountants we will regret it because every-
day we would just play with those figures. She
also said that the pay in audit firms was low”.

Mohd Majidin, MIA member and teacher at
SMK Bintulu reading out written questions

from his students for Lucy to reply

Andy Chia, the lively moderator at the Miri Chapter career talk

Well disciplined and smartly attired students from smart school — SMK Sains of Tukau
with Miri Chapter committee member, Sim Yong Liang (seated left)AN
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Photo Highlights
MIA PENANG

MIA Penang Vice Chairman, Yap Soon Hin briefing the 58
members and their staff on the “Internal Control Statement”

The winners … (from L-R) Chan Choung Yau, 2nd runner-up; Ng Swee
Weng, Champion and Albert Yeoh, 1st runner-up

(Seated) Steven Teh, MIA Penang Chairman and Adelena Lestari Chong,
Committee Member and Chairperson of Secretarial Practice Sub-
Committee with YAB Tan Sri Dr. Koh. (Standing L-R) Yap Soon Hin, Vice
Chairman; C. H. Loo, MIA staff and Andy Chew, Honorary Secretary

P E N A N G / T E R E N G G A N U

I N S T I T U T E  N E W S

Evening Talk, 16 August 2001 …

In-house Humourous Speech Contest
23 August 2001 …

Courtesy Call on YAB Tan Sri Dr. Koh Tsu
Koon, Chief Minister of Penang
12 September 2001 …

One Day Course on
Winding Up of Companies

MIA TERENGGANU CENTRE

The Malaysian Institute of Accountants (MIA) Terengganu
Branch in collaboration with the Registrar of Companies
(ROC) recently organised a one-day course on winding-up

of companies at the Primula Parkroyal Hotel in Kuala Terengganu
(KT). The talks were given by Joseph Jeyaraj and Fadzlee Abdullah
of ROC Kuala Lumpur together with Roslan Ngah from the Offi-
cial Assignee’s office in KT.

The course was well attended by 43 members from Kelantan,
Terengganu and Pahang.

A cross-section of the attendees

AN

Hj Mohd Ali (right) presenting a memento to Fadzlee with Jeyaraj
looking on

Tuan Hj Mohd Ali Abas, Secretary
of MIA Terengganu Centre
welcoming the participants

Roslan delivering his talk
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M ore than 10,000 visitors de-
scended on the Kuala Lumpur
Stock Exchange (KLSE) which

played host to Investors’ Week 2001 on
Sept (5-9), the second time it has been
held following last year’s suc-
cessful inaugural event. This
year’s Investors’ Week had
two key objectives — the en-
hancement of informed in-
vesting based on more accu-
rate information and the pro-
motion of awareness and un-
derstanding of all the informa-
tion resources and facilities
provided by the KLSE Group
to the investing public.

A diverse range of pro-
grammes were lined up for

As part of its plans to rationalise operations, the Inland
Revenue Board (IRB) today unveiled an online package

allowing corporations to assess their taxes via Internet.
Known as ‘e-Form C’ which can be downloaded from

www.hasilnet.org.my, the package includes an application that
performs automatic calculations and alerts users if the form
is incorrectly filled.

According to Deputy Finance Minister, Datuk Chan Kong
Choy who officially launched the on-line package recently, the
Electronic Form C is the first component of the e-File, which
will enable taxpayers to file their assessment via the Internet.

The IRB expects the completely paperless e-File transac-
tion system to be fully functional next year and until then tax-
payers will need to submit printed copies of e-form C.

According to IRB chief executive Datuk Zainol Abidin Abdul
Rashid, the e-File service is going to be extended to individual
taxpayers when they become eligible for self-assessment in
2004.

Inquiries on the e-Form C can be obtained from the
IRB’s call centre at 03-62019770 or 03-62019749.

K L S E  I N V E S TO R S ’ W E E K  2 0 0 1

I N S T I T U T E  N E W S

Tax Assessment
Via the Net

AN

Enhancing Informed Investing

Visitors getting their bearings right at MIA’s stand

Thane Meyyappan (left) turns communications officer on that day

The ‘Info-Hunt’ attracted participants who had to find answers to
questions, among others about MIA

visitors including exhibitions by industry
regulators that included Malaysian Insti-
tute of Accountants, industry associations
and standard bodies, unit trust compa-
nies, public-listed companies and informa-

tion vendors. The more than 30 partici-
pants exhibiting their products and serv-
ices were located in 57 booths spread over
two levels of the KLSE annexe.

MIA’s booth was popular among stu-
dents and retail investors who
wanted to know more about
the Institute and the profes-
sion. The MIA staf f, compris-
ing of the communications,
membership and promotions
depar tments were there to
entertain queries from mem-
bers of the public as well as
to promote the Institute, tak-
ing cognisance of the impor-
tance of the need for continu-
ous learning. AN
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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 performing the functions of ac-
counting technicians/administrators.

Council Members (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
Wong Chee Kheong
Yong Yoon Kee

MIA Nominated Members
Abdullah bin A. Rasol
Assoc. Prof. Dr. Nafsiah bt. Mohamed
Assoc. Prof Dr. S. Susela Devi

Secretariat Office
Malaysian Association of Accounting Administrators
Dewan Akauntan, 2 Jalan Tun Sambanthan 3,
Brickfields, 50470 Kuala Lumpur.
Tel : 03-2279 9200 or Fax : 03-2274 1783
e-mail : maaa@mia.org.my

MALAYSIAN ASSOCIATION
OF ACCOUNTING ADMINISTRATORS

Editor for MAAA News : Low Han Men,  Aric

EXPLORATORY MEETING WITH EQL ON
BOOKKEEPING CERTIFICATE

M A A A

Report by Norzainah Mokhtar

On 20 September 2001, the representatives of the Association met with
Graham Davis, Managing Director of EQL International Limited, Patricia
McDonagh, Director of Education of AAT, UK and Surendran Sreetharan,

Director of Smart Talk Alliance Sdn Bhd. The Association’s President, Izhar Abd
Kahar, Vice President, Koo Yew Fook, and Council Members, Aric Low Han Men
and Mok Kam Seng attended the meeting. The secretariat staff, Juliana Chan and
Norzainah Mokhtar were also present during the meeting.

EQL had developed e-learning and on line examinations for certain UK profes-
sional bodies in accountancy. Recently, EQL developed a new qualification in book-
keeping with AAT, UK known as AAT Bookkeeping Certificate (ABC).

During the meeting, Graham Davis gave a briefing and demonstration on ABC,
which allowed students to undergo the course training via the computer.  Davis ex-
plained that it was basically a highly interactive computer based training package
offered on CD-ROM, which would allow for more flexibility for the students. This
course is currently available to registered students of AAT, UK. Patricia McDonagh
also expressed that the AAT, UK is looking into the possibility of working with MAAA.

As the Association was planning its own examination, the information gained
especially in the development of education through information technology was
very useful. The meeting ended on a high note with both parties agreeing to look
for opportunities to work together for the benefit of both organisations.
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Briefing by Graham Davis (seated left) from EQL International Limited

MAAA Council Members with their counterparts — one for the album

AN
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More than 250 people attended
CIMA’s ninth “Lecture of the
Year” held recently in Kuala

Lumpur. In her lecture on “Towards Gain-
ing the Competitive Edge”, Y Bhg Tan Sri
Dato’ Dr. Zeti Akhtar Aziz, the Governor
of Bank Negara, said that gaining the com-
petitive edge will build the foundation on
which Malaysia’s future growth can be se-
cured. Dr. Zeti also discussed factors that
determine competitiveness and alternative
strategies and approaches that may be
adopted to build Malaysia’s competitive-
ness. The following is an excerpt from the
lecture.

The Changed Environment
Previous economic success cannot be

expected to be replicated in the new eco-
nomic environment. The globalisation
process and the rapid spread of technol-
ogy have brought about a more competi-
tive environment, as markets become in-
creasingly more open. In this environment,
the ability to compete is no longer just
based on access to raw materials, land,
capital and labour. Businesses can expect
to be confronted with increased levels of
uncertainty. In an environment of greater
uncertainty, businesses are often caught

unaware by sudden changes. In the new
economy, gains are accorded to those who
are the fastest to recognise change and are
the first to exploit the opportunity. Busi-
nesses that are rigid and too slow to re-
spond to change can expect to face increas-
ing difficulties.

Factors Affecting
Competitiveness

The following are 10 areas that are fun-
damental in affecting a nation’s competi-
tiveness :

� Sound macroeconomic environment and
conducive business environment.

� The ability to adapt, adjust and respond
to changing economic conditions,
changes in comparative advantage and
to the new opportunities that the new
environment provides.

� Corporate resilience.

� Well developed and efficient physical
infrastructure.

� An effective and efficient government.

� An efficient financial system.

� Skilled workforce.

� Investment in technology especially In-
formation and Communications Tech-

nology (ICT).

� Strong science and technology capabili-
ties leading to enhanced research and
development.

� Strong private and public institutions
through good corporate governance.

Programme for Competitive-
ness :  A Total Approach

Gaining competitiveness requires a
total approach, whereby the factors on
all fronts are addressed in a compre-
hensive manner. Countries that are able
to provide more conducive macro-funda-
mentals environments, more efficient cost
structures, more responsive and resilient
institutions as well as stronger cultural and
educational dimensions would have a
greater probability of sustaining competi-
tiveness and economic growth over the
medium and longer-term.

Sustaining Macroeconomic
Fundamentals
In terms of macroeconomic fundamen-

tals, Malaysia has a track record of low
and stable inflation. This has kept the
cost of doing business low and increased
the attractiveness of Malaysia as an invest-
ment destination. Low inflation has also
encouraged capital formation through a
high savings rate. In essence, macr-
oeconomic policies to address short-
term concerns have been judiciously
implemented while not creating any
long-term risks to the economy. This
policy strategy and the conducive macr-
oeconomic environment has enabled Ma-
laysia to recover rapidly from periods of
shock to the system experienced by the
nation.

Restructuring and Reform

The past strategies of economic diversi-
fication and structural reforms have
strengthened the Malaysian economy and
have placed Malaysia in a stronger posi-
tion to meet the new challenges. Six areas
have been identified for improvement to

CIMA Lecture of the Year 2001
“Towards Gaining the Competitive Edge”

Y Bhg Tan Sri Dato’ Dr. Zeti Akhtar Aziz, Governor of Bank Negara Malaysia,
delivering her lecture
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increase the nation’s resilience and com-
petitiveness. These are to achieve a broad-
based diversified economic structure; to
accelerate the development of financial in-
frastructure, financial sector restructuring
and consolidation; to intensify efforts to-
wards corporate restructuring to under-
take further public sector reform; and to
foster growth and development of small
and medium-scale enterprises (SMEs).

Strengthening the Economic
Structure
The strategy is essentially directed at

promoting the development of a broad-
based economy. To further reduce vulner-
ability to external demand, a balanced ap-
proach has been taken, targeted at expand-
ing the traditional areas, whilst developing
new sources of growth in the manufactur-
ing, services and agriculture sectors. The
new growth areas will focus on resource-
based sectors, services and ICT-related
activities. Non-traditional agriculture is tar-
geted to increase its contribution as part
of this diversification.

Development of the Financial
Sector
Strategies towards developing a more

competitive, efficient and effective finan-
cial sector have been outlined in the Fi-
nancial Sector Masterplan (FSMP). The
FSMP includes specific recommendations
on measures for building domestic capac-
ity and enabling greater innovation and
performance improvement. A key recom-
mendation to drive the banking sector’s
competitiveness is the benchmarking ex-
ercise.

In the new financial landscape that will
be more open and competitive, only a few
will emerge to compete effectively and ef-
ficiently across all banking markets and to
provide the full range of banking services.
As such, financial institutions must re-ex-
amine existing business models to see
where their strengths lie and to what op-
portunities these strengths can be applied
to enhance returns. Banking institutions
would also need to consider new business
arrangements and approaches in order to
enhance returns.

The broadening and deepening of finan-
cial markets will provide an efficient and

cost-effective source of funds for corpora-
tions. In particular, efforts to develop the
capital market especially the corporate
bond market will aid this process.

Restructuring the Corporate
Sector
The restructuring of the corporate sec-

tor has also become an increasingly impor-
tant element of competitiveness in Malay-
sia. In particular, corporate restructuring
would enhance general corporate sector
resilience by ensuring that businesses re-
main agile and are able to increase returns
to shareholders and investors. The reor-
ganisation of business strategies and
focus, rationalisation and consolida-
tion of operations as well as process
restructuring, would all contribute toward
the minimisation of duplications and over-
lapping of functions within the group, as
well as the optimisation of group strength
either financially or operationally.

Enhanced corporate sector resilience
resulting from corporate restructuring
would be greatly facilitated by high stand-
ards of corporate governance. The
Asian financial crisis has shown that credi-
tors and investors are increasingly view-
ing good corporate governance as an es-
sential element in their lending and invest-
ment decisions. As such, companies that
practise good corporate governance would
find it relatively easier to attract and re-
tain financing and at a lower cost, to
effectively and efficiently finance their re-
search, development, innovation and ca-
pacity expansion activities, that are critical
to ensure sustainable long-term competi-
tiveness.

Emerging from the severity of the recent
economic crisis and amidst the global eco-
nomic slowdown, the Malaysian corporate
sector is now undergoing major adjust-
ments and restructuring to enhance its
resilience and competitiveness. This cor-
porate restructuring is being undertaken
through several avenues. Irrespective of
the avenue taken, the aim is to create a
robust corporate sector that is responsive
to challenges and changes that are taking
place.

Public Sector Reform
On the public sector front, outdated Gov-

ernment regulations, cumbersome proce-
dures and practices are being reviewed.
The review aims to enhance operational
efficiency and transparency as well as to
streamline the Government’s machinery.

Small and Medium Enterprise
(SME) Development
For SME development it is necessary to

move towards a well-planned and compre-
hensive strategic policy to ensure the or-
derly and systematic development of the
SMEs. Current initiatives to develop SMEs
are being reviewed to address the issues
of their viability and survival after AFTA.
Moving forward, the development of SMEs
in the areas of finance, research and de-
velopment, training and advisory as well
as marketing and distribution strategies,
is being addressed so that SMEs can com-
pete effectively after AFTA.

Closing the Knowledge Gap
To effectively reap the gains from the

restructuring and reforms outlined above,
efforts to narrow the knowledge gap
with the goal of developing creative and
competitive human resources becomes
vital. The efforts are focused on upgrad-
ing the quality and relevance of the edu-
cation system while enhancing the skills
of the labour force. In this regard, the Gov-
ernment has pledged additional resources
to the education sector. The holistic ap-
proach taken in education will emphasise
higher productivity growth through invest-
ments in IT and knowledge-intensive tech-
nologies.

To upgrade human resource skills to
meet the needs of the K-economy, training
at every level will be strengthened. Oppor-
tunities for lifelong learning after students
have completed their formal education are
also being created to ensure the continued
relevance of skills. Whilst emphasis will be
placed on intensifying advanced skills de-
velopment through training, retraining and
apprenticeship schemes, efforts to pool the
best talents from Malaysia and abroad have
also been intensified.

Emphasis on Science and
Technology
To enhance efficiency and productivity

gains through restructuring and reform,
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an increased focus is on science and
technology related activities. The Gov-
ernment has taken the lead to boost its
investment in IT, leading the way for the
private sector to follow suit. As part of
these measures, the Multimedia Super
Corridor (MSC) was launched in 1996.
Similarly, an increase in information tech-
nology across all sectors is taking place.
The incentive structure in terms of fiscal
and financial support has aided this proc-
ess. The potential for this however has yet
to be realised.

To intensify research and develop-
ment (R & D) activities, the Government
has allocated RM1.6 billion for R&D under
the 8th Malaysia Plan (RM1 billion under
the 7th Malaysia Plan). The Government
has also broadened the scope of research
under the intensification of Research in
Priority Areas (IRPA) to include venture
capital companies interested in carrying
out R&D in the MSC. To provide support
services as well as R&D for high technol-
ogy industries, the Government an-
nounced an allocation of RM16.7 million
in the 2001 Budget for this purpose. Be-
sides IT, public investment in R&D in other
traditional areas such as agriculture and
natural resources continue to be funded
and encouraged.

To further enhance the nation’s capabil-
ity in science and technology, strategic
alliances are encouraged between foreign
and Malaysian parties, not only by way of
foreign equity holdings, but also at the
management level in sectors such as ICT,
energy, ports, financial as well as the na-
tion’s airline and national car industry.

Conclusion
In conclusion, it is critical that all

stakeholders, both public and private sec-
tor participants, including the manage-
ment accountants direct efforts to contrib-
ute towards our gaining the competitive
edge. Malaysia’s macroeconomic funda-
mentals are sound. The public sector also
remains committed to ensure that macro-
economic environments remain favour-
able to ensure costs remain low. It is,
therefore, important for the private sec-
tor to focus on the issue of efficiency to
elevate Malaysia to a higher level of per-
formance and prosperity. AN

The Singapore Branch of CPA Aus-
tralia played host to the 7th Asian
Regional Conference themed “The

E-Challenge” which was held on 17 & 18
August at the Mandarin Hotel.

The event offered delegates from around
the region the golden opportunity to meet,
network and exchange ideas. Conference
topics were top notch and the event fur-
ther showcased CPA Australia as a pro-

Taking the
Challenges in Singapore!

The 7th Asian Regional Conference
17–18 August 2001, Singapore

vider of a world-class event. The Malaysia
Branch was proud to send a team of 68,
consisting of members, councillors and
staff.

Months of planning and preparation as
well as teamwork, sheer hard work and
dedication ensured the immense success
of the event. Hats off to the Council and
staff of the Singapore Branch for an ex-
cellent Regional Conference!

Some of our Penang members during the coffee break … (from L-R) Kevin Khoo, Prem Fitinder
Singh and Steven Teh (Penang Coordinator)

All in the family … Malaysian Branch Councillors, members and staff

AN
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Achieving World Class Through
Information Systems Governance

Information Systems (IS) Governance is one of
the newest and most sophisticated aspects of
corporate governance and those who attended the

recent CEO’s Lunch Forum that the Malaysian Branch
organised at the Shangri-La Hotel, Kuala Lumpur, on
11 September, were called to adopt IS Governance in
order to efficiently and effectively meet future global
business requirements and competition.

The presentation was conducted by our very own
Lim Huck Hai, Treasurer and Chairman of the Public
Practice Sub-Committee, Malaysian Branch and part-
ner of KPMG Malaysia, and Kevin Coleman, a mem-
ber of the American Institute of CPAs and partner of
KPMG, San Francisco. Both Huck Hai and Kevin are
leaders in the field of IS Governance, a discipline
which creates a transparent and efficient operating IT environ-
ment that contributes to the business growth of a company.

The pair also went on to elaborate on the merits of IS Governance,
in that it contributes to business objectives by managing IT for busi-
ness effectiveness, not just for IT efficiency but also by making full
use of senior management’s time by focusing on risks and their man-
agement in relation to the overall performance of the business.

Huck Hai said that as a leading professional body, CPA Aus-
tralia advocates good IS Governance as a functional asset for fi-
nance professionals. “Accountants are heavy users of management
and information systems. It is crucial that these finance profes-
sionals put in place enforcement and monitoring controls so that
the results and financial indicators are accurate and secure. You
cannot make good decisions with bad data”.

About 60 people ranging from CEOs, CFOs and General Man-
agers attended this Forum, which was part of our on-going ef-
forts to keep our members updated and well informed on e-com-
merce and information technology issues.

Our members networking before the Forum … (from L-R) Ravi
Navaratnam;  Albert Wong, President, Malaysian Branch; Lee Siew
Kuan and Lam Kee Soon, Councillor, Malaysian Branch

Lim Huck Hai and Kevin Coleman during their presentation

Agroup of 13 members from the Malaysia Branch, headed
by Councillor Lam Kee Soon, participated in the Western
Australia Division’s Corporate Governance Day 2001,

which was held on 7 September 2001. The event attracted 75 par-
ticipants overall and focused on corporate governance. Speakers
at the conference included National President, Des Pearson, Gail
Broady of INTEGRA Pty Ltd., Thomas Dardyshire of Knott Gun-
ning Lawyers, Richard Thomas of Deloitte, Touche and Tohmatsu
and Quek Jin Fong who is also Chairman of the Corporate Gov-
ernance and Company Secretarial Sub-Committee for the Malay-
sia Branch. The session was followed by a dinner organised by
the Western Australia Division for the Malaysian participants
where the Malaysia Branch was presented with a Didgeridoo,
Australian Aboriginal musical instrument by Graham Harrison,
Deputy President of the Western Australia Division.

Joint Activity With
Western Australia Division
Corporate Governance Day 2001

Members from Malaysia and Western Australia

AN
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The Association of Char-
tered Certified Account-

ants (ACCA) organised a
friendly golf game between
ACCA and top officers from the
Ministry of Finance at Kota
Permai Golf & Country Club on
9 September 2001.

The match was one of a se-
ries of friendly golf games be-
tween ACCA and other profes-
sional bodies. Previously
ACCA had friendly matches
with the Perak State Govern-
ment and the Prime Minister’s
Department.

“The series of friendly golf
games is to foster better net-
working between ACCA and
other government agencies
and corporate organisations. At
the same time it was also to en-
courage the sharing of ideas,
experience and knowledge in
an informal and healthy envi-
ronment”, said Nik Roseli
Mahmood, ACCA’s Head of
Malaysia Affairs.

The Ministr y of Finance
team was represented by
Salleh Mahmud (Deputy AG),
Ariffin Che Mat (Principal As-
sistant Secretar y, Budget),

From the left;  Datuk Khalid, ACCA; Salleh Mahmood, Ministry of
Finance (MoF); Cheah, MoF and Kamarul Baharin, ACCA
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ACCA vs. Ministry of Finance

Datuk Khalid presenting prizes to the winning team from MoF with
Salleh accepting the prizes for MoF

More than 130 participants turned up
for the dinner talk on “Challenges

of AFTA” organised by The Association of
Chartered Certified Accountants (ACCA)
at the Renaissance Hotel, Kuala Lumpur
recently.

The talk was presented by Ho Koon Seng,
Principal Assistant Director, ASEAN Eco-
nomic Cooperation from the Ministry of In-
ternational Trade and Industry (MITI). The
50-minute talk was well received by the au-
dience judging by the number of questions

Series of Dinner Talks on AFTA
Organised by ACCA

that they raised during the Q&A session.
“We realised that a lot of people are very

interested to know more about how AFTA
will affect our businesses and lifestyles. We
hope that the series of dinner talks that we
organised all over Malaysia, would help
them to know more about AFTA and its im-
pact on us” said Nik Roseli Mahmood,
ACCA’s Head of Malaysia Affairs.

CEOs, financial professionals, accountants,
consultants and students of accountancy were
among the larger group that attended the din-

ner talk. This dinner talk is one in the series
of many organised in the month of Septem-
ber 2001 on “AFTA” by ACCA. Members of
ACCA and the public attended the dinner talks
at various venues; namely Petaling Jaya,
Kuching, Ipoh and Kota Bharu.

Two other dinner talks will be held at
Puteri Pan Pacific Johor Bahru (28 Septem-
ber) and Shangri-La Hotel Penang (29 Sep-
tember).

For further details please contact Janice
Wong at 03-2713 5051.

Cheah Kong Lee(Principal As-
sistant Secretary, Finance),
Mohd Nor Adam (Principal
Assistant Secretary, Contract),
Abdul Aziz Abdul Razak (Prin-
cipal Assistant Secretar y,
Budget), Kamaruddin Daud
(Principal Assistant Secretary,
Government Procurement),
Mohamed Jusoh (Principal As-
sistant Secretary, Tax Analy-
sis), and Musa Mohamad
(Principal Assistant Secretary,
Budget).

As for ACCA, the team was
represented by Abdul Rahim
Hamid, Datuk Khalid Ahmad,
Rahimi, Muzaffar Abd Halim,
Kamarul Baharin AlBakri,
Mohd Hanif Abdul Hamid and
Heng Aik Chong.

The winner for the MoF
team was Ariffin Che Amat,
while for ACCA’s team, it was
Heng Aik Chong. The overall
champion was the team from
the Ministry of Finance.

The next golf matches will
be with teams from Polis
DiRaja Malaysia (PDRM)
and the Ministry of Interna-
t ional Trade & Industr y
(MITI). AN

AN
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SUMMARY OF AMENDMENTS TO POLICIES AND
GUIDELINES ON ISSUE/OFFER OF SECURIITIES

3 September 2001

Previous Requirement

At least 15 per cent of the enlarged issued and
paid-up capital of a company seeking listing on
the Kuala Lumpur Stock Exchange (KLSE) must
be offered to the public in the form of new securi-
ties.

Where a listing exercise involves a restricted issue
and/or offer for sale to existing shareholders of the
parent company which is already listed, a certain per-
centage of shares must be allocated to the public.

Only companies with an enlarged issued and paid-up
capital of at least RM100 million can place out securi-
ties as part of the IPO scheme. Placements are only
restricted to institutional investors representing the
public interests and no single party can be the recipi-
ent of more than 20 per cent of the placement size.

In the event of any over-subscription of the public of-
fer, securities allocated under a placement exercise
must be “clawed-back” to meet the over-subscription
or at least 10 per cent of the company’s enlarged is-
sued and paid-up capital, whichever is the lower.

A company should ensure that, upon listing, its is-
sued and paid-up capital be wholly made of ordinary
shares. Where there exists preference shares, options
or convertible securities, the company should redeem
or convert the said securities prior to listing.

A shareholder who owns five per cent or more of
the issued and paid-up capital of the company is
not considered “public” for purposes of the
shareholding spread requirement.

In addition, only up to five per cent of the issued
and paid-up capital of the company, which is held
by employees, could be used towards meeting the
public spread requirement.

Listing on the strength of a group’s proforma ac-
counts will be allowed only if all the companies within
the group have common directors and controlling
shareholders during the profit track record period.

Revised Requirement

An offer of securities to the general public must
still be undertaken. However, there is no mini-
mum level for a public offer and the offer can be
in the form of new and/or existing securities. In
addition, listing via introduction can be allowed
under specific circumstances.

This requirement has been removed.

These restrictions have now been removed. Com-
panies seeking listing on KLSE can place out se-
curities based on requirements, which have been
made flexible and streamlined with those govern-
ing placements by already-listed companies.

This requirement has been removed.

A company seeking listing is allowed to issue and
list any securities as part of its listing scheme, in-
cluding preference shares, options and convert-
ible securities, subject to certain conditions.

Certain shareholders, such as statutory institutions
(who are managing funds belonging to contribu-
tors or investors who are members of the public)
and collective investment schemes, can hold up to
15 per cent of the issued and paid-up capital of the
company and still be deemed as “public”.

There is no limit on the percentage of shares held
by employees, which can be used to meet the
public spread requirement.

This requirement is not applicable to the listing
of a group of stockbroking companies which have
consolidated and are eligible for “universal bro-
ker” status.

INITIAL PUBLIC OFFERINGS (IPOs)
Subject Matter

1. Public offer

2. Offer of securities
to existing
shareholders

3. Placement of
securities

4. “Claw-back” of
securities

5. Capital structure

6. Public
shareholding
spread

7. Proforma
accounts
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Where a holding company is listed upon acquisi-
tion of one or more companies, the holding com-
pany is required to retain a certain level of re-
serves.

Firm underwriting arrangement is required for
the entire portion of the securities offered to the
public. The company’s corporate adviser should
be the managing underwriter. Mutual agreement
is needed between the company and its underwrit-
ers to abort in a “force-majeure” event.

Companies wishing to transfer from the Second
Board to the Main Board of KLSE will have to ful-
fil all quantitative Main Board listing requirements
as if they were seeking direct listing on the Main
Board. In addition, the transfer can only be con-
sidered after the company has been listed on the
Second Board for at least three years.

Flexibilities in terms of the historical profit record
for the assets to be injected are given only to “res-
cue cases” as defined in the guidelines.

Non-complementary property-development/con-
struction assets, which are to be injected as part
of “rescue cases”, must have a minimum aggre-
gate after-tax profit of RM30 million over a period
of not more than five years.

Companies (falling under “rescue cases”) under-
taking restructuring schemes must ensure that
their post-restructuring NTA position is at least
50 per cent of the par value of their ordinary
shares.

Companies under the purview of Danaharta
Nasional Bhd and/or Corporate Debt Restructur-
ing Committee are allowed to issue convertible
securities with nominal values of below RM1.00
subject to certain conditions.

All securities to be issued under a rights issue must
be underwritten, except where certain shareholders
have given irrevocable undertakings to subscribe.

Private placements must comply with Chapter 15
of the Issues Guidelines.

This requirement has been removed. However, the
company seeking listing is still required to have suf-
ficient asset backing, in that its net tangible asset per
share, before any public issues, must not be less than
the par value of the ordinary shares of the company.

Underwriting is only required on a minimum sub-
scription basis. The company’s corporate adviser
need not be the managing underwriter but should
still be part of the syndicate of underwriters. The
requirement for a mutual agreement to abort dur-
ing a “force-majeure” event is removed.

Companies wishing to transfer from the Second Board
to the Main Board of KLSE need not fulfil the uninter-
rupted profit record test for listing (provided that the
transfer is based on the track record of their existing
assets/businesses). In addition, the minimum time
period for being listed on the Second Board before
transfer is now reduced from three years to one year.

The same flexibilities are now extended to all “dis-
tressed listed companies” as defined in the guide-
lines (and not only to “rescue cases”).

If the proposed property-development/construction
assets cannot meet the RM30 million aggregate af-
ter-tax profit benchmark, the assets should at least
have an aggregate profit of RM21 million over a pe-
riod of not more than five years and demonstrate that
they have enough on-going projects and/or contracts-
in-hand to meet the balance of the required RM30
million in the current or the next financial year.

Distressed listed companies undertaking restruc-
turing must ensure that their proforma NTA posi-
tion immediately on implementation of the restruc-
turing scheme be at least 33 per cent of the par value
of their ordinary shares. Certain flexibilities are also
granted for the purposes of computing the NTA.

The flexibility is now extended to all distressed
listed companies.

The requirement on underwriting and/or under-
takings by certain shareholders are now based
on a minimum subscription basis only.

Chapter 15 on private placements has been amended.
The requirements for placement of securities have
been streamlined and rationalised. Securities can now
be placed out to a wider group of placees.

Previous Requirement Revised RequirementSubject Matter

FUND RAISING AND RESTRUCTURING BY LISTED COMPANIES

8. Retention of
reserves

9. Underwriting

10. Transfer from the
Second Board to
the Main Board of
KLSE

1. Injection of assets
into a listed
company
resulting in a
reverse take-over
and/or backdoor
listing

2. Net-tangible-asset
(NTA) position

3. Issuance of
convertible
securities

4. Underwriting for
rights issues

5. Placement of
securities
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CAPITAL ENHANCEMENT

OR ADVENTURE IN THE

NATURE OF TRADE?

In YMF vs. Ketua Pengarah Hasil Dalam

Negeri (2001) [MSTC 3,257], the tax-
payer (YMF) inherited land from the estate
of his late father in 1974. In 1983, YMF en-
tered into an agreement with Sunrise Sdn.
Bhd. (SSB) to transfer the land to SSB in
return for 20 per cent of the total developed
units to be developed by SSB on the land.
However, SSB was unable to develop the
land. In 1990, the agreement was rescinded,
and YMF was required to pay SSB RM2 mil-
lion. SSB however accepted a reduced
amount of RM1 million which was paid by
Lot One Development Sdn. Bhd. (LOD), the
party with whom YMF entered into a new
‘joint venture’ (JV) agreement later in 1990.

Under the terms of the new JV agree-
ment, YMF would receive 18 per cent of
the total saleable units of developed prop-
erty in return for the transfer of land. Upon
LOD’s invitation, YMF attended four meet-
ings purportedly to protect his interest in
the development (and ensure that his ex-
perience with SSB was not repeated), and
also because of his marketing experience.
He did not receive any remuneration for
this.

In 1991, LOD allocated 91 units to YMF
valued at RM22,184,992 and made the keys
available to YMF’s units in 1994. YMF sold
about half of the number of the units allo-
cated and kept the balance for investment
purposes.

The Inland Revenue Board (IRB) con-
tended that the profits from the disposal
of the units arose from YMF’s trading ac-
tivity because the term JV connotes an as-
sociation of persons for the purposes of
trading and fiduciary relations. Further,
building plans were discussed with YMF
who also participated in the meetings,
made suggestions and offered his services
to assist in the marketing of unsold units.

As such, the profits were subject to tax
pursuant to Section 4(a) of the Income Tax
Act, 1967 (ITA) and should be taxed in the
year of assessment 1992 as the income ac-
crued in 1991.

YMF argued that the sale proceeds were
in respect of a capital enhancement and not
an adventure or concern in the nature of
trade. The land was inherited and not pur-
chased, and there was no development
prior to the disposal. YMF was not involved
in a JV business as there was no participa-
tion in profits. Instead there was merely
an agreement to dispose of land in return
for completed units.

The Malaysia Special

Commissioners (the Commissioners)
allowed the appeal by YMF. It was held that
in order to decide whether the proceeds
from the sale of land amounted to profits
which were subject to tax, one would need
to determine whether the income was prof-
its of a trade or merely accretions to capi-
tal. The fact that the nature of an asset lent
itself to commercial transactions does not,
without more, make it a trading activity. In
the present case, the land was inherited
and therefore required much more to be
classified as trading stock.

In addition, it was noted in Hudson’s Bay

Co Ltd vs. Stevens (1905) 5 TC 437 that
there is a difference between selling as
owner and as trader. In this case, the land
was inherited and not purchased for the
purpose of resale at a profit. YMF did not
have any trade, was not a director or share-
holder of LOD, was not entitled to a share
of the profits, nor indeed liable for losses,
etc. The fact that YMF wanted to have the
plans discussed with him, attended meet-
ings and contributed, etc, to protect his
interest, without more, does not make it a
trading transaction. In the absence of suf-
ficient evidence to establish trade or an ad-
venture in the nature of trade, the transac-
tion would fall within the scope of the Real
Property Gains Tax Act, 1976 (RPGT).

COMPENSATION FOR

COMPULSORY

ACQUISITION –
TRADING PROFIT?

I n the case PC Sdn. Bhd vs. Ketua
Pengarah Hasil Dalam Negeri (2001)

[MSTC 3,278], PC Sdn Bhd. (PCSB) was
a property developer who purchased three
lots of land along Jalan Kangsar, Ipoh in
1975. Its principal business was to con-
struct houses for sale. At the time the sub-
ject lots were purchased, PCSB was in-
volved in another development project.

In 1981, the Government gave notifica-
tion to acquire the subject lots but with-
drew it later. Between 1982 to 1989, vari-
ous plans were submitted by PCSB to de-
velop the subject lots. PCSB could not pro-
duce, its accounts for the years 1975 to
1980. In 1980, the subject lots were capi-
talised in the accounts at RM3,500,000. In
the accounts for the years 1981 to 1995, the
subject lots were classified under fixed as-
sets and not under trading stock. PCSB did
not have a developer’s licence in respect
of the subject lots. On 5 October 1995, the
Government again gave notification to ac-
quire the subject lots. The written award
for the compulsory acquisition of part of
the subject lots was dated 15 December
1995. PCSB received RM2,084,448 on 13
April 1996.

The IRB treated the compensation as a
trading profit and raised an assessment
under Section 4(a) of the ITA for the year
of assessment 1996.

PCSB argued that the gain was a reali-
sation of capital and was not assessable to
income tax. The subject lots were not trad-
ing stock at the time of purchase in 1975
but were for long-term investment. The
taxpayer also contended that if the gain
were assessable to income tax, this should
be assessable in the year of assessment
1997 as the compulsory acquisition took
place in 1996. Lastly, PCSB contended that
if the land were to be regarded as trading
stock, the principle in Director General of
Inland Revenue v L.C.W [(1975) 1 MLJ
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2001 XYZ Model Financial Accounts on XYZ
Presentation, by Kevin W. Neville, Kew, Victo-
ria :  Thomson Legal & Regulatory Ltd., 2001.

Call No. :  657.3 NEV
Malaysia International Trade and Industry Re-
port 2000, Kuala Lumpur :  Ministry of Interna-
tional Trade and Industry, Malaysia, 2001.

Call No. :  339.5 MAL
8th Productivity Report 2000, Kuala Lumpur :
National Productivity Corporation, 2001.

Call No. :  330.595 PRO
Malaysian Approved Standards on Auditing,
Kuala Lumpur : Malaysian Institute of Account-
ants, 2001.

Call No. :  657.450218 MAL
Company Meetings :  Law and Practice in Ma-
laysia, by Priscillia P. Y. Yap, Singapore : CCH
Asia Ltd., 2001.

Call No. :  651.3709595 YAP
Statement on Internal Control :  Guidance for
Directors of Public Listed Companies, Kuala
Lumpur :  The Institute of Internal Auditors
Malaysia, 2000.

Call No. : 657.4509595 STA
A Profession Transforming :  From Accounting to
Management :  Study 11, New York : International
Federation of Accountants, Financial and Man-
agement Accounting Committee, March 2001.

Call No. :  658.1511 INT
Glossary of Defined Terms :  IPSAS 1 to IPSAS
12, New York : International Federation of Ac-
countants, Public Sector Committee, June 2001.

Call No. :  657.0218 INT
IPSAS 9 :  Revenue from Exchange Transactions,
New York : International Federation of Account-
ants, Public Sector Committee, June 2001.

List of New Books Available in the
MIA Resource Centre

Call No. :  657.0218 INT
IPSAS 10 :  Financial Reporting in Hyper-infla-
tionary Economies, New York : International
Federation of Accountants, Public Sector Com-
mittee, June 2001.

Call No. : 657.0218 INT
IPSAS 11 :  Construction Contracts, New York :
International Federation of Accountants, Pub-
lic Sector Committee, June 2001.

Call No. : 657.0218 INT
IPSAS 12 :  Inventories, New York :  Interna-
tional Federation of Accountants, Public Sector
Committee, June 2001.

Call No. :  657.0218 INT
Exposure Draft 20 :  Related Party Disclosures,
New York : International Federation of Account-
ants, Public Sector Committee, June 2001.

Call No. :  657.0218 INT
Exposure Draft 21 :  Provisions, Contingent Li-
abilities and Contingent Assets, New York :  In-
ternational Federation of Accountants, Public
Sector Committee, June 2001.

Call No. :  657.0218 INT
Exposure Draft :  IAPC Review Task Force :  Re-
port and Recommendations, New York : Inter-
national Federation of Accountants, Public Sec-
tor Committee, July 2001.

Call No. :  657.450218 INT
MASB ED 31 :  Investment Property, Kuala
Lumpur : Malaysian Accounting Standards
Board, June 2001.

Call No. :  MASB ED 31/2001
Briefing Paper :  Providing Assurance on the Ef-
fectiveness of Internal Control, London : The
Auditing Practices Board, July 2001.

Call No. :  657.45 INT

Question (as per MIA letter to KLSE
dated 3 August 2001)

Referring to the dialogue between the
Institute and the KLSE on 1 August 2001,
the Institute is grateful to note that the
Exchange is willing to consider on a case
to case basis, appeals by Chief Financial
Officers who may not be members of the
recognised scheduled bodies or the
Malaysian Institute of Accountants (MIA)
to continue to sign the statutory declara-
tions as a recognised departure from the
current revamped listing requirements.

However, on another note, we would
like to confirm with the Exchange whether,
if there should be a joint declaration and
only one of the two signatories is a member
of MIA or any one of the recognised sched-

PARAGRAPH 9.27 ON STATUTORY DECLA-
RATION IN RELATION TO THE ACCOUNTS

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

uled bodies, will there be a perceived breach
of the current revamped listing require-
ments under para 9.27?

We hope you can clarify the above position.

Answer (as per KLSE letter to MIA
dated 18 September 2001)

We refer to your letter dated 3 August
2001.

We write to inform that if there were a
joint declaration made by two persons pri-
marily responsible for the financial manage-
ment of the listed issuer and one of them
fulfils the requirements of paragraph 9.27, it
would be sufficient for the purposes of para-
graph 9.27 of the Listing Requirements.

Note :  To view more recent practice issues, please
visit the MIA website at http://www.mia.org.my

AN

254] should be applied.
The IRB argued that the year of assess-

ment 1996 is the correct year because the
compensation was accrued in the accounts
in 1995. The compensation was a debt due
to PCSB in 1995 and by virtue of Section
24(l)(a) of the ITA, the amount of debt is
treated as gross income in the year of as-
sessment 1996.

The principle in the LCW case (as men-
tioned above) does not apply as the sub-
ject lots were acquired by the PCSB as trad-
ing stock in 1975. Therefore the question
of appropriating the subject lots from fixed
assets to trading stock at the market value
at the time of transfer is not applicable.

The Commissioners held that the year
of assessment 1996 was the correct year
in which to assess the compensation be-
cause, the notice of acquisition and the
written award of compensation were both
issued in 1995. Due to the finding that the
subject lots were trading stock (see below),
Section 24(l)(a) of the ITA was relevant.
The Commissioners also made reference
to the accounting treatment of the compen-
sation and noted that this was accrued for
in 1995.

Based on the overall facts, it was held
that the subject lots were trading stock and
that these were purchased for develop-
ment. The issue as to whether a forced sale
could constitute a trading transaction was
also considered, but on the facts, was not
accepted in the present case. The asset
when acquired by the Government was still
stock-in-trade. It was noted that a housing
developer can have land for development
as well as land for investment, but in the
present case, the facts indicated that the
land was not held as investment but as
stock-in-trade.

The LCW case was not applicable as the
subject lots were found to be stock-in-trade
from the outset and there was no appropria-
tion from fixed assets to stock-in-trade. Fur-
ther, in order to rely on the decision in LCW,
PCSB in the present case should adduce
evidence showing that the intention for the
acquisition of property is for investment
purposes. Where the intention changes, the
evidence needs to be precise. AN



Akauntan Nasional October 2001

I N T E R N AT I O N A L  N E W S
C C S

70

b) maritime transport;

c) air transport;

d) business services; and

e) telecommunications.

The Commitment would accord, where
applicable, market access of national treat-
ment to like services sectors from other
ASEAN member countries which are bet-
ter than member countries’ commitments
under the General Agreement on Trade in
Services (GATS) of the World Trade Or-
ganisation (WTO).

Negotiations
The second phase of negotiations had

commenced in 1998 for a final package of
commitments, to be completed by 31 De-

cember 2001. This round was more sub-
stantive and would involve seven services
sectors, i.e. maritime transport, air trans-
port, construction, financial services, tel-
ecommunications, tourism and business
services. This round of negotiations will
draw to a close in September 2001.

The Meeting made the Final Indicative
offers under the Second Round of Services
Negotiations (1999-2001). Accountancy is
classified under Common Product Classifi-
cation CPC 862. It was discussed exten-
sively with a view for the Economic Minis-
ters to sign at the 33rd ASEAN ECONOMIC
MINISTERS’ MEETING in September
2001. The signing ceremony would be held
in Hanoi, Vietnam. As regards to account-
ancy, the Institute explained the current leg-

islative provisions and the latest amend-
ments on the Qualifying Examinations.
The differences in the legislative provi-
sions of the various countries were also
raised.

The CCS Meeting also had consul-
tations with the Coordinating Commit-
tee on Investments. Y Bhg Datin
Kaziah Abdul Kadir (MIDA) repre-
sented Malaysia on CCI.

The 28th Meeting of the
ASEAN Coordinating Committee on Services

The 28th CCS Meeting was held in Bali, Indonesia and was at-
tended by the country delegates from the ASEAN region; viz.
Brunei Darussalam, Cambodia, Indonesia,
Laos, Malaysia, Myanmar, Philippines, Singa-
pore, Thailand and Vietnam.

The delegates from Malaysia photographed at the dinner hosted by
the Ministry of Finance, Indonesia

Goh Joon Hai explaining to the Indonesian delegate
on the liberalisation of the accountancy sector

ASEAN FRAMEWORK
AGREEMENT ON SERVICES

The ASEAN Economic Ministers signed a
protocol to implement the initial package
of commitments under the ASEAN Frame-
work Agreement on Services on 15 Decem-
ber 1997 in Kuala Lumpur. The Protocol
commits ASEAN member countries ac-
cording to preferential treatment in mar-
ket access for trade in services from 31
March 1998. These commitments for pref-
erential treatment were the result of nego-
tiations that commenced in 1996, following
the signing of the ASEAN Framework
Agreement on Services on 15 December
1995.

The initial package signifies ASEAN’s
progress, as mandated by the 5th
ASEAN Summit in December 1995,
towards closer economic integration
by establishing a free trade area in
services that would complement the
free trade area in goods, under the
ASEAN Free Trade Area (AFTA).
This initial package includes the fol-
lowing sectors :

a) tourism;

Malaysia was represented by officials from the Ministry of
International Trade & Industry (MITI), Nagarajan and

Zarina Zakaria. The Malaysian Institute of Accountants was rep-
resented by Goh Joon Hai and Sazalina Kamarudin. The meet-
ing discussed issues relating to several sectors; viz. the construc-
tion sector, the telecommunications and business sector. The
role of the Institute was to assist MITI in the liberalisation of the
accountancy sector tabled under the business sector under the
ASEAN Framework Agreement on Services.

AN




