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Months of preparation, the al-
most intolerable stress, heart
thumping anticipation and fi-

nally the big day. And then, it was over.
That about briefly describes the run up to
the biggest event of the year for the
Malaysian Institute of Accountants (MIA).
Sounds simple, but for the staff at the In-
stitute the many days spent planning and
working out details to ensure maximum
satisfaction for the delegates were not with-
out much sacrifice. However, the outcome
was well worth the effort as the Institute
registered an impressive 1,300 par tici-
pants, the largest number of par ticipants
at an MIA organised event.

Exactly what was the drawing factor at
the NAC 2001? The topic of the Conference
was certainly an obvious reason — Meet-
ing the Challenges of Globalisation, Liber-
alisation and Changing Technologies. As
key personnel in the corporate and public
sector, accountants have a pressing need
to address these challenges in order to

function effectively and the NAC 2001 pro-
vided the right platform for these individu-
als to exchange ideas and obtain vital in-
formation.

Day One of the Conference started with
the Opening Ceremony, which was graced
by the International Trade and Industry
Minister, Dato’ Seri Rafidah Aziz. With her
were High Commissioners, Ambassadors
and diplomatic representatives from Britain,
Canada, India, New Zealand, the Philippines
and the US, in addition to VIP corporate per-
sonalities, government officials and aca-
demicians. In her keynote address, Rafidah
stressed the need for the accounting frater-
nity to be prepared for globalisation. In this
aspect, she asked MIA to prepare a report
on the accounting frater nity’s area of focus,
which could then be used as a basis for ne-
gotiations at the international level, such as
the World Trade Organisation ministerial
meetings. Malaysian companies, she said,
should not fear foreign competition and in-
stead benchmark themselves against the

competition in order to provide world-class
services.

Meanwhile, MIA President, Abdul Samad
Haji Alias, was optimistic about the account-
ing profession in Malaysia in the face of
globalisation. He said local accounting serv-
ices were already being exported through
the ‘big five’ international accounting firms,
namely, PricewaterhouseCoopers, Arthur
Andersen, Ernst & Young, KPMG and
Deloitte Kassim Chan. “Our services are
already being exported with the ‘big five’
sending our local talents to work in their
offices in other countries”, said Samad.
However, he conceded the smaller firms
were somewhat hesitant to venture beyond
Malaysian shores for lack of resources.

After the formalities of the Opening Cer-
emony, the Conference proper began as
scheduled with the first of three plenary
sessions. The air was heavy with serious
deliberations on Globalisation and Liberali-
sation of Business as speakers, Chin Kwai
Fatt of PricewaterhouseCoopers and Rich-
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ard Peter Offord of Cameron Wallace As-
sociation, Singapore, strove to drive home
the urgency of accountants being prepared
for globalisation. Lunch was followed by
Professor Dr. George K. Chacko from the
Centre of Excellence in Management and
Technology and Dato’ Zainal Abidin Putih,
Commissioner, Malaysian Communica-
tions and Multimedia Commission who
held the audience captive for almost two
hours on Technology and The Future. Final
session for the day was conducted by
Roger Adams of The Association of Char-
tered Certified Accountants (ACCA) who
managed to turn a dry and heavy talk on
Sustainability Reporting and Global Report-
ing Initiative into an interesting and in-
formative session.
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The Grand Conference Dinner rounded
off Day One with superb entertainment from
angklung maestro, Pak Joes Rowsadi, and
the incomparable Siti Nurhaliza. The audi-
ence was putty in Siti’s hands as she belted
her hits back to back with minimal interlude.
It certainly was a night to remember as the
audience left the ballroom in high spirits
ready for Day Two the following morning.

The final day was a series of gruelling
concurrent sessions that ranged from de-
liberations on Seeking Prosperity with the
Impending Asean Free Trade Area (AFTA)
to understanding Why E-commerce Audit
is So Special. The Conference concluded
with a forum on Overcoming the Challenges
of the New Economy that featur ed a
teleconferencing session between panel

members, YM Tunku Dato’ Yaa’cob Tunku
Abdullah, President of the Financial Plan-
ning Association of Malaysia, Patrick Ow
of KPMG Malaysia and Abdul Samad with
KPMG London Partner Mike Elysee.

And so, as MIA Vice-President, Yue Sau
Him said in his closing address, “all good
things must come to an end”. The NAC
2001 was concluded with a gentle reminder
from Yue to the delegates to not simply put
away their conference bags but rather to
incorporate the information gathered at the
Conference when they reported to work
the following day.

Note :  MIA is deeply grateful to the sponsors,
supporters and exhibitors who helped ensure
the success of the National Accountants Con-
ference 2001.

PICTORIAL CHRONOLOGY OF EVENTS

NAC 2001 Opening Ceremony and Conference Proper

Acting Indian High Commissioner Dr. B.M Vinod Kumar (right) being
greeted by MIA President Abdul Samad Haji Alias

Canadian High Commissioner Her Excellency Jean C. McCloskey is
received in style by MIA Vice-President Yue Sau Him

New Zealand High Commissioner His Excellency MacPrice (left) being
received by NAC 2001 Organising Chairman Albert WongMIA Staff busy registering participants
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An overhead view of the conference hall. Over 1,300
delegates were present in this massive hall.

Something has caught Rafidah’s attention as she makes her rounds
at the exhibition after the opening ceremony

Building diplomatic ties. MIA Council Member Yeo Tek Ling (right) keeps
the New Zealand High Commissioner H.E. MacPrice (left) and Canadian
High Commissioner H.E. Jean C. McCloskey company at the exhibition

Minister of International Trade and Industry Dato’ Seri Rafidah
stresses a point in her keynote address

MIA President Abdul Samad Haji Alias grins in delight as the
honourable Minister Dato’ Seri Rafidah Aziz launches the NAC 2001.
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MIA Council Member Lee Leok Soon slips his business card to
octogenarian Tan Sri Dato’ Paduka Khir Johari

Something puzzles Deputy Accountant General Mohamad Salleh
Mahmud (left) as MASB Chairman YM Raja Datuk Arshad Raja
Tun Uda looks on

The audience listening intently as a speaker makes a point It was not all serious stuff at the Conference

Y Bhg Dato’ Haji Zainal Abidin Putih, Commissioner Malaysian
Communications & Multimedia Commission (right) on stage with
Professor Dr. George K. Chacko, Chairman Centre of Excellence in
Management of Technology

(From left) YM Tunku Dato’ Ya’acob Tunku Abdullah President of
the Financial Planning Association of Malaysia, Abdul Samad and
KPMG’s Patrick Ow during the Closing Forum

(From right) Mr and Mrs Baskaran smile for the camera with MIA
Council Member Goh Joon Hai and his wife.

Diplomatic presence : (From left) Robin McClellan, Economic
Counsellor US Embassy, Steven Green, Deputy Director for Trade
and Investment, British High Commission and Nicholas Brown,
Deputy High Commissioner, Australian High Commission

Grand Conference Dinner
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Looking good : New Zealand High Commissioner H.E. MacPrice with
MIA President Abdul Samad Haji Alias

Some of the hardworking staff of MIA who made the Conference possible

Lucky star of the night … MIA’s IT man has his dream come true!

The delightful sounds of Pak Joes Rowsadi’s angklung received
thunderous applause from an appreciative audience

The ever so lovely Siti Nurhaliza doing what she does best

NATIONAL ACCOUNTANTS
CONFERENCE 2001

In Malaysia’s steady migration from a production-based
economy to a knowledge-based economy, knowledge or
intellectual capital is being touted as the paramount re-
source. Sans knowledge, a nation will be less competitive

in the new and evolving global order.
The quality of people, or national human resources, is going to

be the make-or-break factor. As an important cog in the wheel of
economic development, it is imperative that local accountants
swiftly transform themselves into innovative knowledge workers.
Certain fundamental skills must become second nature, particu-
larly the abilities to practise lifelong learning and leverage the
knowledge acquired to generate even more wealth.

Quipped Encik Abdul Samad Alias, President of the Malaysian In-
stitute of Accountants at the National Accountants Conference 2001,
“(Accountants) cannot afford to be CA’s of a different kind — co-
cooned accountants!” Samad suggested that accountants keep abreast
of current events that will affect their profession and organisation
both at home and abroad. He added, “Gone are the days when ac-
countants could afford to be not too concerned with what is happen-
ing outside their profession.” He cited the Asian crisis of 1997-98,
ongoing global regulatory changes, the ascendancy of globalising
forces and imminent liberalisation as rapid developments that “are
and will continue to impact our profession profoundly.”

Samad also stressed the importance of R&D, drawing particu-
lar attention to the Malaysian Accountancy Research and Educa-
tion Foundation (MAREF), a trust set up in 1990 to promote, en-
courage and advance accountancy research and education in
Malaysia. “We need to be at the cutting edge of development to
ensure that our profession is not left behind in the k-economy.”

Bearing that in mind, the recent National Accountants Confer-
ence 2001 highlighted a variety of topics by a dazzling array of
speakers — all designed to increase the knowledge-base of
Malaysian accountants and promote the habit of lifelong learn-
ing. Noted Samad, “Life-long learning is the thing now. It is the
route to knowledge-based economy.”

In the following pages, Akauntan Nasional provides succinct
points from two illuminative presentations at the National Account-
ants Conference 2001 — the unorthodox skill of handling emo-
tional minefields at the workplace via deploying EQ, and improv-
ing organisational learning.
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Applying EQ
At the Workplace

Office politics. Gossip by the water-
cooler or over a cup of coffee in the

pantry. One-upmanship. The tall poppy syn-
drome. The secretary or boss from hell.
All part of the underbelly — or even the
lifeblood — of most workplaces, ranging
from the largest global enterprise to the
smallest office.

Granted, most places might not be as
catty as the bizarre law offices featuring the
ensemble cast of Ally McBeal or as dysfunc-
tional as Dilbert’s world of of fice angst. But
as long as people, not robots, are key to
work, human emotions — including the
deadly sins of jealousy, envy, sloth, lust,
greed, etc. — are going to be central ele-
ments in determin-
ing workplace and
office behaviours.

Ergo, learn to
manage people’s
emotions and your
office might actu-
ally become a
more serene
place. In other words, if more people knew
how to wield the power of EQ, rather than
the autocratic whip of authority, the
workplace might actually be a happier,
more productive place.

Although it hasn’t really caught on in
Malaysia, EQ has been around for some
time. In 1985, Wayne Leon Payne wrote a
doctoral dissertation, giving his thesis a
title that included the phrase emotional
intelligence. More academic articles ap-
peared in 1990, written by John Mayer and
Peter Salovey who examined the concept
more scientifically and developed a range
of tests for EQ. However, EQ really entered
the lexicon of pop psychology when jour-
nalist Daniel Goleman popularised the con-
cept in his 1995 bestseller Emotional In-
telligence. However, the concept is a
loaded one, and some people prefer to use
the term “emotional competence.”

But what exactly is EQ or emotional com-
petence? Goleman defines EQ as “the abil-
ity to monitor one’s own and others’ emo-
tions, to discriminate among them, and to
use the information to guide one’s think-
ing and actions.” Simply put, explained Dr.

Ng Kok Mun, lecturer and
counselor at HELP Insti-
tute’s Centre for Psychol-
ogy, EQ is “knowing how
you and others feel and
what to do about it.” Al-
though the feminine sex is
traditionally believed to be
more sensitive to human
emotions, using and devel-
oping EQ are skills that
can be lear nt by both
sexes. Adds Ng, “It’s not
being soft. It’s being intelligent about emo-
tions, being smart in a different way.”

EQ centres on using interpersonal intel-
ligence and intrapersonal intelligence, (see
table on characteristics of interpersonal
and intrapersonal intelligence) two of the

seven types of hu-
man intelligences
as defined by
Howard Gardner.
The rest are logi-
cal or mathemati-
cal intelligence,
linguistic intelli-
gence, musical in-

telligence, bodily or kinaesthetic intelli-
gence and spatial intelligence.

Just why is EQ so important in the
workplace? Explains Ng, “There is mount-
ing evidence that EQ as an ingredient of
excellent per formance is twice as impor-
tant as the others (ingredients) for jobs at
all levels. EQ is increasingly important at
the highest levels where technical skills
are of negligible importance.”

Adds Ng, “EQ has a positive impact on
business.” Taking the time to develop EQ
can increase personal productivity, leader-
ship ability and career success. Team per-
formance, motivation and empowerment
also improve, as does the ability to handle
dif ficult clients or teams successfully. With
EQ, there will also be a marked difference
in customer satisfaction, better time man-
agement, talent retention, improved equi-
librium between work and life, and reduc-
tion in stress.

On the negative side, unmanaged emo-
tional reactions and lack of EQ skills at all
levels can lead to entrenched problems that
mar most workplaces. Lack of innovation
and creativity, unsuccessful reengineering

and process improvement
initiatives, decreased pro-
ductivity, and decreased
customer satisfaction and
loyalty are negatives that
plague many companies.
Weak interpersonal and
intrapersonal skills could
cause career derailment,
high staf f turnover, stalled
change initiatives, in-
creases in str ess and
healthcare costs, and a

negative organisational climate or culture.
Poor EQ could even lead to workplace vio-
lence or sexual harassment. Obviously, the
lack of EQ skills could be demoralising.

Characteristics of
Interpersonal Intelligence

� The ability to understand people

� The ability to motivate others

� The ability to get along well with others

� Bringing the best out of them

� The ability to create harmony in a
group

� Peacemaker

� Cooperative

� Synergistic

� The ability to organize and direct others

� Good conflict resolution ability

Characteristics of
Intrapersonal Intelligence

� Self-reflective, introspective

� Seekers of meaning and purpose

� Clear about what they believe in, in
terms of values

� The ability to know one’s self, to know
one’s own strengths and weaknesses

� The capacity to look within and formu-
late a philosophy of life

� Places importance on integrity and con-
gruence between beliefs and real life

� Places importance on understanding
and seeking clarity of spiritual per-
spective

Source :  Presentation entitled “Applying EQ At
The Workplace” by Dr. Ng Kok Mun.

Dr. Ng Kok Mun

“EQ … the ability to monitor

one’s own and others’ emotions,

to discriminate among them, and

to use the information to guide

one’s thinking and actions.”
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Organisational
Learning

In the template for the production-
based economy, tangible assets were
an important factor in an organisa-

tion’s success formula. Capital and re-
sources could drive growth and wealth
creation. However, that’s old hat. In the
knowledge-based economy, intangible re-
sources are the paramount element.

Says Professor Madya Dr. Rozhan
Othman, Associate Professor of Manage-
ment at Universiti Kebangsaan Malaysia,
“The traditional notion of capital as being
mainly tangible assets is no longer ad-
equate in helping us understand organisa-
tional performance.” Instead, many organi-
sations are increasingly
relying on intangible as-
sets to create value. For
instance, companies such
as AOL, SAP, Oracle and
Seibel boast very low tan-
gible assets, at around
five per cent of their mar-
ket capitalisation. These
organisations have suc-
cessfully used and ex-
ploited knowledge, one of the most impor-
tant intangible assets.

However, the problem with knowledge
is that it tends to be locked up in the brains
of workers, alternatively known as human
capital. A worker whose knowledge is in
demand can leave for greener pastures any
time. Employability is more important than
employment security for true blue knowl-
edge workers. Rozhan quotes Romaniuk
and Snart, and Sparrow in the Journal of
Workplace Learning and the Journal of
Managerial Psychology r espectively,
“They’d move from one organisation to
another to seek advancement and the op-
portunity to use their knowledge.” To over-
come worker migration and the flight of
knowledge, it is imperative that organisa-
tions learn how to absorb the knowledge
embedded in their human capital. “Organi-
sations are beginning to realise the need
to capture the knowledge and learning that
takes place at the individual level,” explains
Rozhan.

This is where organisational learning or
OL comes in. According to Rozhan, Farr

defines OL as a process
that pr ovides organisa-
tional knowledge in Work
Study. Rozhan adds, “OL
takes place when the les-
sons learnt at one point in
the or ganisation are
stored and diffused to oth-
ers in the organisation.
This then leads to actions
that are directed towards
rectifying discrepancies
in the organisation.” No-
tably, OL is not the sum
total of the knowledge possessed by the
members of the organisation. Neither
does all learning at the individual level
translate into learning at the OL. However,

individual learning can enhance learning
at the organisational level. In fact, “indi-
vidual learning is a necessary but not suf-
ficient condition in developing OL,” says
Rozhan.

However, developing OL skills is easier
said than done. Says Rozhan, “While very
few managers will disagree on the need to
develop OL, many will admit that their or-
ganisation can’t seem to figure out how to
do it. Instead, what we see happening in
many organisations is organisational am-
nesia.” When amnesia hits, an organisation
“simply fails to act or learn, or simply for-
gets the lessons from decisions made.”

Even if an organisation has the latest
gizmos, there is no guarantee that OL will
take place. For instance, IT is always linked

with knowledge, but
Rozhan points out that IT
is essentially an enabler of
OL. “OL is a cognitive and
social process involving
the individual, group and
organisation. Thus any ef-
fort to develop the OL ca-
pability of an organisation
needs to chart out a broad
range of issues.”

An OL roadmap would
be useful for any organisa-
tion hoping to improve its

organisational memory and knowledge
base. Milestones on this map would in-
clude:

Identifying key knowledge needs, align-
ing knowledge needs with strategy, devel-
oping organisational memory, developing
a learning culture, reducing hierarchy,
aligning a reward system, and providing
active leadership.

However, there is a caveat, says Rozhan.
Ultimately, the process of developing OL
is essentially one of change management.
Ergo, management needs to start by as-
sessing the gap between the present state
of OL in the organisation and the OL level
it seeks to attain. Management must ad-
dress the basic processes of charting out
the change process and managing resist-
ance. Says Rozhan, “OL is not about acquir-
ing a software or purchasing a manage-
ment technique off the shelf. Each organi-
sation has to understand its unique needs
and conditions.”

Concludes Rozhan, “Failure on the par t
of organisations to adapt can lead to de-
cline. The ability to adapt is dependent on
the ability of organisations to learn. Organi-
sational learning is a strategic weapon that
organisations need to develop in the knowl-
edge economy.”

Source :  Presentation entitled “Organisational
Learning :  The Way of K-Economy” by Dr. Rozhan
Othman.
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Professor Madya Dr.
Rozhan Othman

“The traditional notion of capital as

being mainly tangible assets is no longer

adequate in helping us understand organi-

sational performance. Instead, many

organisations are increasingly relying on

intangible assets to create value.”

“Failure on the part of organisations to adapt can lead to decline.

The ability to adapt is dependent on the ability of organisations to

learn. Organisational learning is a strategic weapon that

organisations need to develop in the knowledge economy.”
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Abstract

The Malaysian economy over the last century has
transformed itself from a low productive agrarian
economy to a booming capitalistic economy. In the pro-
cess of transformation, Malaysia has undergone tremen-
dous structural adjustments in the areas of industrial
development, social structure, labour market dynam-
ics and also in the application of modern technology.

Past experience has shown that a number of Malay
manufacturing firms were not prepared to participate
aggressively in exports because they were unable to
meet with the specifications tendered by the bidder. In
this study, our main concern is to review the limitations
faced by companies managed by Malays to export their

manufactured products. A study was conducted on se-
lected firms throughout the 11 states of West Malaysia
and the Federal Territor y between the years 1997 to
2000 (inclusive). Managing directors, directors and
managers of 48 manufacturing and service-oriented
firms were interviewed for this study. The Malaysian
government has provided numerous incentives to en-
courage research and development activities in the
manufacturing sector, which are export-oriented. These
include tax incentives such as double deductions, pio-
neer incentives or investment tax allowances for com-
panies. This paper provides some useful information that
should be considered by domestic Malay firms before
they venture into international business.
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Introduction
The global economic environment is

undergoing a transformation with the on-
slaught of globalisation, liberalisation and
the digital wave. Since these changes have
a significant impact on the nation’s com-
petitiveness with the outside world, it is
prudent for us to review implementation
plans so as to face new realities and for-
mulate innovative strategies. The advent
of the knowledge-based economy (k-
economy) is now a reality and threatens
the conventional concept of management.
The sudden emergence and exponential
growth of information and communications
technology (ICT) and internet trade have
brought about new business opportunities
in new fields.

In recent years, several countries have
embarked on their knowledge-based (or k-

economy) strategies in an attempt to trans-
form their economies. Governments have
increasingly become aware that knowledge
is a vital source of economic growth and
competitiveness amid the pressures of in-
creasing globalisation, liberalisation and
rapid changes in ICT. The economic ad-
vancement of advanced countries such as
Australia, Japan, the UK and the US has
been mainly attributable to their significant
investment in education, training and more
importantly research and development
(R&D). Over the years, these countries
have evolved a dynamic and innovative la-
bour force that is bent on developing
brainpower in important sectors such as
education, science and technology.

Another potential force leading to rising

wage or income differentials is Govern-
ment ef forts to influence the workings of
the labour market. Whether through cen-
tral planning or regulation, government in-
tervention in setting wages and work con-
ditions has been strong in most countries
including Malaysia. Typically, such inter-
vention was a result of strong union de-
mand. In some cases, a policy of subsidised
education as the primar y means of upward
social mobility has exacerbated labour
market policies. Inequality increasingly
results from failing demand for a cer tain
type of skill. Reforms put new kind of skills
at an advantage and can effectively reverse
past educational policy. In other words,
whatever the reasons for the current wave
of inequality, how society responds to
change will determine its effects. Whether
the new inequality will persists and rise will
ultimately depend on how society organ-
izes its labour market and education sys-
tem to its advantage.

Knowledge management in a global era
also requires profound changes in compen-
sation, training, education and especially
culture (Greengard, 1998). A culture that
values employees as the most impor tant
assets of an organisation needs to be cre-
ated. Greengard (1988) identified three cul-
tural barriers organisations are usually
confronted with when adapting a new
knowledge. First, people do not like to
share their best ideas, secondly, people do
not like to use the ideas of others, and
thirdly, people like to consider themselves
experts and prefer not to collaborate with
others. Nevertheless, new skills and dy-
namic e-entrepreneurship are required to
sur vive in this new borderless world. In
this regard, the gover nment has provided
tax incentives to develop e-entrepreneur-
ship. In the 2001 Budget, the government
introduced incentives for the development
of knowledge-based economy (k-
economy). Tax deductions were given for
investment in venture companies. In pro-
moting the k-economy, incentives were
announced to attract knowledge expatri-
ates to the country. Given that we are com-
peting for the best talents in the New
Economy, the awarding of permanent-resi-
dent status to spouses and children so as
to lure Malaysian knowledge personnel
from abroad is laudable.
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In order to facilitate the “flow of infor-
mation” throughout the organisation and
subsequently the development of knowl-
edge and expertise and in this sense to help
in the creation of a learning organisation,
the tradition of knowledge hoarding needs
to be abandoned. By creating a knowledge
sharing environment, employers through
effective encouragement and rewards, can
let employees know that their knowledge
and expertise are valued, and encourage
experts to communicate and share their
expertise. The human resource manage-
ment should provide broad strategies to
influence the cultural assumption and be-
liefs of employees (Marshall, 1986). It
should play a central role in the move to-
wards a knowledge management culture.

The term ‘knowledge’ can be divided into
two :  explicit knowledge and tacit knowl-
edge. The former refers to sets of informa-
tion existing in a given collection of data
which can be easily accessible as it has been
written down. It can be directly derived in a
reasonable time. The latter (tacit knowl-
edge) on the other hand is the knowledge
beyond the realm of direct derivation. It can
be derived indirectly only from the capabil-
ity of people who are usually exper ts or
called ‘knowledge workers’ (k-workers). In
this regards, k-workers posses tacit knowl-
edge as innovative ideas in their mind and
transform or conver t knowledge to explicit
knowledge. Therefore, in k-economy the
knowledge workers own the critical tools
of competitiveness. Their role is to maintain
the flow of knowledge through an innova-
tive process of transforming tacit knowledge
in the changing scale of output and demand
in a global market.

The growth of electronic commerce too
is fast changing the manner in which busi-
ness is conducted. This is particularly true
in the case of international business. Whilst
this medium of transaction will demolish
traditional boundaries in commerce and
expand the horizon of international busi-
ness beyond imagination, governments
worldwide will have to come to terms with
this new level of business mobility and the
profound influence on their tax revenues.
This new problem relating to international
business knowledge flows tied-up with the
explosive growth of e-commerce may war-
rant a separate study.
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Export Barriers Involving
International Business :
A Malaysian Scenario

A study to explore the barriers in inter-
national business faced by Malay firms was
carried out between the years 1997 to 2000
(inclusive) throughout the 11 states in West
Malaysia and the Federal Territory. The
study elaborates the views of managing di-
rectors, directors and managers of Malay
firms regarding the international business
information that was needed by Malay en-
trepreneurs to successfully engage them-
selves in international business. The survey
covered 48 Malay firms from both the manu-
facturing and service sectors.

In Malaysia an official definition of small,
medium and large industries has existed
since September 1986. According to the
definition by the Ministry of International
Trade and Industry of Malaysia, enterprises
of less than RM500,000 in shareholders’
funds and having 20 workers and less are
considered “small”, those with RM500,000
and more but below RM2.5 million and hav-
ing 21 to 99 workers are “medium-sized”,
whereas enterprises with RM2.5 million and
more, and having in excess of 100 workers
are considered “large”.

The sur vey covered all the states of West
Malaysia including the Federal Territory.
The East Malaysian states of Sabah and
Sarawak were excluded because there
were very few Malay-based firms regis-
tered with the Malaysian Manufacturing
and Exporting Association in these two
states. In-depth interviews were conducted
with key personnel of 24 companies en-
gaged in international business and 24
other companies engaged in domestic busi-
ness. As mentioned earlier, key personnel
comprised of managing directors, directors
and managers of Malay firms. There were

20 types of products manufactured by the
firms engaged in international and domes-
tic business (see Table 1). The nature of
products included automobile, beverage,
carbon, cement, chemicals, electronic, fer-
tiliser, food, leather, marble, machiner y,
metal, pharmaceutical, plastics, paper, pe-
troleum, rubber, steel, textiles and wood.

Table 1 summarises the findings of the
sur vey and lists :

i) the states;
ii) number of companies visited in each state;
iii) the size of the firms; and

iv) types of business operations and asso-
ciated products.

Data presented in this table is divided into
parts; one for Malay Manufacturing and
Service firms engaged in international busi-
ness (exports) and the other relates to do-
mestic firms.

Malay managers engaged in exports
suggested that before extending opera-
tions to the export field for the first time,
new exporters should fully evaluate the
information regarding the chances of suc-
cess in penetrating into foreign markets.

G L O B A L I S AT I O N

C O V E R
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Nature of Business Operation and Size
of Malaysian Manufacturing Firms Engaged in

International and Domestic Business in West Malaysia

                                       Industries (Export Firms)        Industries (Domestic Firms)

No States No. Size Products No. Size Products
of Co’s of Co’s of Co’s of Co’s

NORTHERN

1 Perlis 2 L & L Pl & L 2 S & M Pl & Ce
2 Kedah 2 L & L Fe & R 2 S & M Fo & R
3 Penang 2 L & L Pl & R 2 S & L Fo & Pe
4 Perak 2 L & L Pa & St 2 L & L Pl & Pa

CENTRAL

5 Selangor 2 L & L Mc & Pl 2 L & L St & Pl
6 Federal Territory 2 L & L Pl & A 2 L & L A & Fo
7 N. Sembilan 2 L & L E & T 2 L & L E & T

SOUTHERN

8 Melaka 2 L & L Me & Ch 2 M & M Fo & Pl
9 Johore 2 L & L Fo & B 2 L & L Fe & Ca

EASTERN

10 Pahang 2 L & L W & E 2 S & S W & L
11 Kelantan 2 L & L T & Pl 2 S & S T & W
12 Terengganu 2 L & L Ma & Ce 2 M& L Pl & T

 TOTAL     24 24

Note :  A = Automobile;  B = Beverage;  Ca = Carbon; Ce = Cement; Ch = Chemical;
E = Electronic; Fe = Fertiliser; Fo = Food; L = Leather; Ma = Marble; Mc = Machinery
Me = Metal; Pa = Paper; Pe = Petroleum; Ph = Pharmaceutical; Pl = Plastic; R = Rubber
St = Steel;  T = Textile; W = Wood; L = Large; M = Medium; S = Small

T A B L E  1
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They must make a realistic assessment of
production capabilities and their ability to
maintain regular and reliable supplies to
the prospective customers. According to
the directors and managers of exporting
firms, successful selling in international
markets require extensive know-how,
more specifically, knowing where to sell,
when to sell and how to sell. From the in-
terviews carried out, there emerged key
factors that should be carefully considered
before venturing into international busi-
ness. Entrepreneurs must gather as much
information as possible before contemplat-
ing to venture into the export market. The
information relate to product quality, prod-
uct range, pricing, distribution arrange-
ments, the markets, technological develop-
ments, availability of credit facilities, back-
up service, production and background of
the foreign customers.

According to a majority of managing di-
rectors of export-oriented service firms in the
sample, success in exporting requires care-
ful preparation in terms of expor t procedures
and knowledge. During the survey, the fol-
lowing five ‘strategic’ questions were contem-
plated by several managers which have a
bearing on their success in selling abroad :

i) Do we intend to take exporting busi-
ness seriously and spend time, money
and energy to make a success of it?

ii) Are we prepared to research fully in
one or two markets at a time and pen-
etrate it in some depth before spread-
ing our efforts to other countries?

iii) Are we prepared to redesign and adapt
products to suit the needs of individual
markets?

iv) Will we be able to produce or procure
sufficient supplies to cater to overseas
demand?

v) Are we willing to deploy adequate
managerial resources to visit overseas
markets regularly, appoint and main-
tain contacts with agents and custom-
ers and to deal with problems and make
decisions relating to expor t markets
expeditiously?

Honest and realistic answers to these
questions will, go a long way in ensuring
success of one’s overseas operations.

Strategies to Reduce the Problem
in Pursuing International Business

In order to reduce the problems associ-
ated with international business, entrepre-
neurs of domestic firms who plan to ven-
ture into overseas markets must make a
thorough study of the market potentialities
for their products and anticipate and evalu-
ate problems that they are likely to encoun-
ter. There are numerous ways of obtain-
ing the information required. The first step
to initiate one’s investigation is a through
knowledge of Malaysian expor t statistics.
The statistical data on commodities ex-
ported from Malaysia to various countries
are compiled in a summary form to show
the value and the quantity of exports sepa-
rately for each country to which they are
assigned. The Depar tment of Statistics,
Government of Malaysia, publishes these
statistics.

From these statistics, it is possible to as-
cer tain readily the extent to which
Malaysian products are sold abroad. By
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checking Malaysian exports of its products
for a couple of years, the exporter can de-
termine which countries have been the larg-
est and most consistent markets. The data
would also enable the exporter to evaluate
the average price for its product in a given
market. The entrepreneur would then know
whether there is a demand for his product
in specific foreign markets. He would also
be able to predict whether the Malaysian
product would be able to withstand price
competition in the foreign market.

During the inter view, the directors and
managers of firms also explained that in-
formation about Malaysian exports alone
may not be enough for this preliminar y
assessment of the market potential. There-
fore, in addition to the expor t statistics of
Malaysia, the exporter should also exam-
ine the import statistics of those countries,
which appear to offer potentially suitable
markets for the exporter’s products. These
statistics will reveal the extent to which
products, similar to his, are being imported
into these countries from other foreign
sources. An important source of this infor-
mation is the office of the Trade Commis-
sioners or Commercial Attaches of the for-
eign countries in Malaysia. Another impor-
tant source of information is the Malaysia
Export Trade Centre (MEXPO) and the
Ministry of Trade and Industr y (MITI).
The centre (MEXPO) has access to very
useful information about markets and trad-
ing conditions in various countries, which
are Malaysia’s trading par tners. Malaysia’s
Trade Commissioners abroad provide the
centre with statistics and information about
commercial trends, current market condi-
tions, import restrictions and requirements
and they also make further enquiries on
specific matters, if requested to do so.

The task of identifying potentially suitable

“ … successful selling in

international markets require

extensive know-how, more

specifically, knowing where to

sell, when to sell and how to sell.”
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markets is both difficult and time-consum-
ing, but it is a worthwhile effort to under-
take. It enables the exporter to narrow down
his choices to one or two selected markets.
In exercising his choice, he should bear in
mind the following points :

a) Choose a market, which has enough
potential, i.e. where the imports of
products are growing at the rate of at
least five per cent per annum.

b) Choose new markets, which are less
obvious and wherein the expected vol-
ume of business is initially low and
which have not yet been tapped.

c) Choose markets, wherein he can sell
his product without too costly an adap-
tation.

d) Choose markets, which are nearer
home. He must bear in mind the high
costs of ocean freight and of regular
visits to the markets.

e) Avoid markets, whose exchange con-
trol regulations and import restrictions
hamper the scope.

When the expor ters have completed
their preliminar y investigations to the
stage where it is considered that a demand
exists for their products in an overseas
market, it is time to take the next step. Al-
though much assistance and guidance can
be sought from government agencies, it is
the exporter who must take the final deci-
sion. The experience of many successful
exporters have proved that a visit to the
potential overseas markets is very reward-
ing. It helps not only in establishing con-
tacts with the prospective customers
abroad, but it also provides oppor tunities
to study the point-of-scale presentation of
goods, styling, packaging, promotion and
numerous other aspects of marketing.
From a first-hand observation, the ex-
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porter can decide what modifications to his
product are required to suit local condi-
tions and tastes. Even if an exporter has
established agents or buyers abroad, there
is no substitute for personal visits to his
foreign markets at regular intervals. Apart
from the fact that such visits are highly
informative and educational, they inspire
confidence and goodwill in the minds of the
customer’s abroad.

Concluding Remarks
There are ample opportunities for Malay

firms engaged in domestic business to par-
ticipate in international business. Given the
right assistance in terms of product devel-
opment, financial assistance by the govern-
ment and acquiring new skills in e-entrepre-
neurship, the majority of Malay entrepre-
neurs engaged in domestic business stated
their willingness to engage in international
business. It is obvious that Malay entrepre-
neurs cannot depend entirely on domestic
business to fully realise their potential in the
global era. This paper also highlights how
Malay firms could be successful in interna-
tional business and outlines strategies to
reduce problems in pursuing international
business. Given the right guidance and op-
portunity, the majority of Malay firms will
succeed if they have adequate financial re-
sources, knowledge and experience in in-
ter national business.

“ … a visit to the potential overseas markets is very rewarding. It helps
not only in establishing contacts with the prospective customers abroad,

but it also provides opportunities to study the point-of-scale presentation
of goods, styling, packaging, promotion and numerous other aspects

of marketing … such visits are highly informative and educational,
they inspire confidence and goodwill in the minds of the customer’s

abroad.”

16

AN



Akauntan Nasional September 2001

C O V E R
K N O W L E D G E - B A S E D  E C O N O M Y

knowledge-
Based Economy
and its Implications on the
Accounting Profession
By Mohd Sarif Ibrahim & Ainin Sulaiman
FACULTY OF BUSINESS & ACCOUNTANCY

UNIVERSITI MALAYA

18



Akauntan NasionalSeptember 2001

Introduction
The world economic environ-

ment has changed since the emer-
gence of the digital revolution.
Coupled with globalisation, the
economic borders are becoming
less distinct and are fast disappear-
ing. The new economy environ-
ment where changes are techno-
logically driven in nature gave
birth to many new terms, which
include ‘e-commerce’, ‘electronic
government’ and ‘knowledge-
based economy’ or ‘k-economy’.
This new revolution or better
known as the information revolu-
tion is responsible for the way peo-
ple work, learn, live and relate to
each other in the rest of the world.
In order to compete and remain
significant in the new economy en-
vironment, a firm needs to adapt
and change fast the structure of its
business as well as the way its op-
erations are run.

To enable us to face the chal-
lenges and opportunities that this
profound new change presents, we
must understand its essential char-
acteristics. To understand the
knowledge economy, we first need

sential to examine the implications of k-
economy on workers. This paper studies
the implications of k-economy on the ac-
counting profession.

In k-economy, an accountant cannot fo-
cus on auditing activities only. They also
have to act as business advisors. Account-
ants must equip themselves with knowl-
edge from other fields and be able to inter-
weave this knowledge into their functions
as accountants (Syed Amin, 2000). In ad-
dition, in k-economy especially with the
introduction of ICT, accountants have to
change their traditional role from that of
an information recorder and processor to
that of a “plugged in’ corporate advisor
(Khoo, 2000). In this new economy envi-
ronment, accountants are being asked to
perform services that stretch the limits of
their ability, training and imagination.

This study is conducted based on review
of literature on the accounting profession
and occupational experience.

Implications to the
Accounting Profession

This section of the paper highlights sev-
eral implications of k-economy on the ac-
counting profession especially the account-
ants.

Changes in
Organisational Structure

The implementation of k-economy will
bring about changes in the organisation
structure of the firm. Prior to the imple-
mentation of k-economy, the organisation
structure was a pyramidal authority type
structure involving top management, mid-
dle-level management and operations.
However, the presence of k-economy will
change the organisation structure to be
more horizontal and less rigid (Laudon &
Laudon 2000). Accountants who originally
occupied the middle level management will
now move to top-level management where
they are empowered to make decisions.
This will indirectly broaden the roles of
accountants whereby they will not only just
analyse and interpret accounting data but
will also act as strategic decision-makers
involved in formulating company policies.

Accountants should be prepared to for-
mulate new business strategies and be able
to criticise existing ones, design account-
ing models for income potentials and ex-

The r evolution of information and communication technology,
globalisation and liberalisation has brought about a shift in the world
economy i.e. from production-based to knowledge-based. It is evident
that knowledge-based economy (k-economy) will bring about changes.
In k-economy, knowledge and technology are essential assets whereas
in production based (p-economy) they were not. Therefore, it is essential
that a study be carried out to examine the potential implications brought
about by k-economy especially to the workers (intellectual capital). This
paper focuses on the implications of k-economy on the accounting pro-
fession. The study shows that the roles and responsibilities of the ac-
counting professionals especially the accountant will undergo change.
Accountants need to be more multi-skilled and multi-lingual in order to
sustain themselves against other professionals. In addition, k-economy
will also bring about changes to organisation structure, which in turn
will impact the positions of the accounting professionals. Consequently,

there is a need for accounting educationists to review their exist-
ing curricula so as to incorporate adequate education to account-
ing students to prepare them to be part of the k-economy workforce.
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to dif ferentiate between data, information
and knowledge. Data is the lowest level of
information (Mc Fadden, Hoffer, Prescott
1999) which is unsor ted, unformatted and
in some situations is unreadable. It is a set
of discrete, objective facts about events and
in a form that can be processed or stored
in a computer system. Information is trans-
formed data presented in a meaningful way
for the user (O’Brien, 2001). Her tog and
Huizenga (1997) defined knowledge as a
collection of information and rules and with
which a certain function can be fulfilled.
Knowledge is the product of thinking, the
connection of information in a logical-func-
tional way. Knowledge allows us to explain
phenomena, and to predict future events.
One retains knowledge even when one
passes it to another person. One’s own
knowledge may even increase when one
shares or applies it.

The definitions above lead us to the ques-
tion, what is k-economy. The OECD (1996)
defined k-economy as an economy that is
directly based on production, distribution
and use of knowledge and information. We
can conclude here that in k-economy, or-
ganisations need to rely more on intellec-
tual capital. This implies that workers are
an impor tant asset to an organisation
(Bentley and Yoong, 2000). Thus, it is es-
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penditure budget as well as contributing
input in terms of effort and ideas in the
management of projects (Hollander,
Denna, Cherrington, 2000). This can only
be achieved if accountants involved them-
selves in the decision-making process in
the organisation.

Multi-Skills
Beside changes in the organisation

structure, accountants need to acquire ex-
pertise and knowledge in other fields such
as information technology, new economic
systems, the latest management theories
and techniques, etc. Accountants should
then be able to interweave the new knowl-
edge acquired to their accounting func-
tions (Syed Amin, 2000). This is in accord-
ance with the requirement of k-economy,
which emphasises the knowledge aspect
as the most important element in its reali-
sation.

To have a competitive edge over other
professionals in a globalised environment,
the future or virtual accountant should be
a specialist as well as an adaptive and in-
novative worker (Khoo, 2000).

Changes in
New Environment

In the near future, accountants will also
face increasing work pressure as a result
of using more sophisticated technologi-
cally advanced equipment (Hollander, et.
al, 2000). Most accounting transactions will
be in electronic format without any paper
documentation (Greenstein & Feinman,
2000). Information will become more com-
plex resulting in the audit trail becoming
more difficult to trace. When audit trails
are more difficult to trace, accountants
have to devote a lot of their time to ensure
no mistake or errors are recorded. The
long time spent on the audit trails will lead
to more work being postponed and errors
may be overlooked.

Changes to the Conceptual
Framework of Accounting

The implementation of k-economy re-
quires that accountants be prepared to face
changes in the conceptual framework of
accounting. Malaysian accountants need to
be up-to-date on the latest changes involv-
ing MASB (Malaysian Accounting Stand-

ards Board) standards. There is also a pos-
sibility that existing accounting standards
will be adjusted to meet global needs.
Moreover, in view of increasing globalisation,
accountants need to be exper ts and be
knowledgeable not only in MASB stand-
ards but others as well such IAS (Interna-
tional Accounting Standards), FASB (Fi-
nancial Accounting Standards Boar d)
standards of US, SSAP (Statements of
Standard Accounting Practices) of UK, etc.

can enter the global market with ease if
they master these languages.

Security and Secrecy of
Accounting Data

As a result of the wide usage of computer
technology, accounting data is readily acces-
sible. All technologies will have a security
implication which accountants must know
about (Hollander et al, 2000). Therefore,
accountants have to deal with matters per-
taining to the control of access to the data
(Greenstein & Feinman, 2000). They need
to identify who has the right of access to
sensitive information and the authentication
of remote users. An oversight on this mat-
ter will result in losses to the company aris-
ing from irregularities and other forgery
through unauthorised access.

Transparency in
Decision-Making

It is imperative that a system and mecha-
nism exist whereby accountants can make
decisions which are more transparent and
fair. One of the objectives of Vision 2020
is to create a more equitable society in Ma-
laysia. Accountants can play their part to
achieve this objective if their qualities, pro-
cedures, conditions and decision-making
systems are transparent enough and can
be seen by others to be fair and equitable.
This is in accordance with the principle
held dear by accountants to present a true
and fair picture of their accounting repor ts
(Nirmala, 2000).

Threats
In the new economy environment, threats

to the accounting profession may come
from both internal and external factors.
� Internal Threats

The internal threats to the profession may
come from potential resistance to change
among accountants themselves who re-
ceived their training and qualification before
the advent of ICT. The reluctance to change
may be due to popular belief that ‘if the ex-
isting is already good enough, why change?’
� External Threats

Accounting is facing the same type of
pressures and threats as many other es-
tablished industries. The rationale for its
existence has been undermined by the rise
of the digital economy and ICT. Many new
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“To have a competitive edge
over other professionals in a
globalised environment, the
future or virtual accountant
should be a specialist as well
as an adaptive and innovative

worker .”

Multi-Lingual
In facing the challenges of globalisation,

accountants cannot avoid communicating
with management and the public whether
locals or foreigners. Therefore, account-
ants need to possess good communication
skills and be fluent in the various main lan-
guages of the world. This is one of the
preparations to enable accountants to com-
municate in a globalised operation, inter-
national for ums and seminars as well as
meeting with their peers from other coun-
tries. It will be of great benefit to account-
ants if they are able to communicate effec-
tively in the main languages of the world
namely Mandarin, Japanese, Arabic,
French, Spanish, German and others. They
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investors simply see no
great value in the kind of
conservative repor ts that
accountants produce, and
that perception is the real
threat to the future of the
accounting profession
(Alles, Kogan and
Vasarhelyi, 2000). The ac-
counting profession should
follow the development in
the medical profession. A
century ago, doctors con-
sisted almost entirely of general practition-
ers. Now the medical profession has frag-
mented into hundreds of specialists, from
surgeons to radiologists, who have little in
common with each other apart from some
basic training. But they all operate under
the title of doctors and belong to the MMA.
The question is whether the emerging in-
formation processing, business measure-
ment, reporting and assurance specialists
will feel that they have anything to gain
from being known as accountants. Ac-
countants must raise their prestige and this
can only happen if — as once happened
with auditing — they are seen as sole pro-
viders of indispensable service (Alles,
Kogan and Vasarhelyi, 2000).

The other external threat to the profes-
sion may come from the other professions
who can perform the same ser vices, nota-
bly from IT professionals and MBA gradu-
ates (Khoo, 2000). IT professionals with
their strong background in IT education
may be strong contenders to provide ser v-
ices such as system audit and design. On
the other hand, MBA graduates who are
specialised in areas such as business proc-
ess reengineering (BPR), knowledge man-
agement (KM) may also be the preferred
consultants to companies in such areas.
This threat can be eliminated if account-
ants themselves are multi-skilled.

However, in the convergence of business
and technology, the market will have to
choose whom it trusts and accountants can
make sure that they remain the trusted
professionals.

The above are some of the challenges and
the implications of k-economy to the ac-
counting profession which include account-
ants, auditors, tax planners as well as ac-
countants to be, that is, accounting students.

Conclusion
In general, k-economy encompasses four

main criteria. Among others, it is an
economy, which is able to utilise the ad-
vancement in science and technology. Be-
sides that, k-economy also fully utilises
knowledge and information to add value
in production. In addition, k-economy also
utilises intangible assets such as expertise
and creativity to create new products, serv-
ices and processes. Lastly, it also combines
all the added values to increase producti-
vity to meet competition at the domestic
and international level.

The success of k-economy depends on
joint ef forts, a common thinking and seri-
ous commitment from all parties. There-
fore, the implementation toward k-economy
must be structured in our education system
by placing more emphasis on the IT element
in every education curriculum of schools
and institutions of higher learning.

The accounting profession and academ-
ics have been slow to react to the changes
in the global market place and especially the
importance of IT to information-oriented
professions such as accountants (Khoo,
2000). Therefore, there is a need to radically
redesign the accounting curriculum where
IT will be defined as a core area that will
include courses such as accounting infor-
mation systems. Testing of IT related skills
and knowledge should also be incorporated
into professional examinations.

The fact is, the birth of k-economy stems
from the over flow of ICT which brings about
great changes to society. A strong commit-
ment towards the enhancement of knowl-
edge, skill and creativity should be given
priority. As such, the public needs to play
their part by giving their full commitment
to control ICT in an effective manner.

“It will be of great benefit to
accountants if they are able
to communicate effectively
in the main languages of the
world namely Mandarin,
Japanese, Arabic, French,
Spanish, German and oth-
ers. They can enter the glo-
bal market with ease if they
master these languages.”
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Is there somewhere to hide from
Capital Markets? Is anybody safe
from the Capital Market Revolu-
tion? These are some of the ques-
tions as regards to the revolution

presenting the greatest upheaval ever seen
in the fabric of financial markets, and is
born of, and driven by, new technology
which will ultimately change the lives of
every individual on the globe. Exchanges
thought new technology would secure
their future through wider product bases
and increased access to their products. In-
stitutions saw it as a means to create great
economies of scale in ever-larger multina-
tional frameworks. Brokers saw computeri-
sation as a means to bolster pressurised
margins. Instead, the power of information
technology threatens to destroy them all.
That, very simply is the outcome of the
Capital Market Dynamism.

No broker, no banker, no middleman can
count their position as being safe from the
revolution. As Andrew Klein, the founder
of Wit Capital Corporation (Issuer of the
Internet’s first IPO), has rightly remarked,
“In the future, stock markets will not re-
volve around brokers, or dealers, or spe-
cialists. It will not be limited to the physi-
cal location, to a traditional floor even to a
central database. The stock market of the
future will take place wherever individuals
access each other to trade securities. A seat
in the stock exchange of tomorrow will be
any chair in front of a computer with a
modem.”

This rapid development in computing
power and the widespread popularisation

of systems such as the Internet mean that
information can now be sent from any-
where, creating a whole new playing field.
Moreover, the internet has removed the
tyranny of distance from communication.
This aspect of the information revolution
means that the New Reality* will af fect not
only market counterpar ts and mechanisms
but also the regulators and indeed the fu-
ture well-being of government finances
throughout the world. If any of these
groupings fails to reform in line with the
precepts of the New Reality, they will find
themselves out of business.

* New Reality dictates that all exchanges
are now in a position to compete with each
other.

Dynamism vs. Efficiency
But, with a tremendous growth in the

capital markets, the dynamics have been
immune to cer tain frictions and hindered
the market to attain its desired level of per-
fectness and ef ficiency. Achieving dyna-
mism in the capital markets first implies
operational ef ficiency and then allocational
ef ficiency . Asset prices are cor rect signals
in the sense that they fully and instantane-
ously reflect all available relevant informa-
tion and are useful for directing the flow of
funds from savers to investment projects
that yield the highest return. Capital mar-
kets are operationally efficient if interme-
diaries, who provide the service of chan-
nelling funds from savers to investors, do
so at the minimum cost that provides them
a fair return for their services.

As many researches in the academic

world can be found critically interpreting
the efficiency in the capital market. We can
outline some of the important attributes
that are questioned on the face of Efficient
Capital Markets :

Insider Trading : Ever since the devel-
opment of Capital Markets, this has be-
come a phenomenal feature for some of the
traders and intermediaries to affect the
share prices using strong insider informa-
tion. The insiders do earn abnormal re-
turns since their transactions are associ-
ated with a strong price movement in the
direction of the trade during the period
following the trade. Jaffe, through his re-
search ar ticle, presents that the retur ns are
statistically significant and are greater than
transaction costs suggesting that insiders
do earn abnormal profits. One of the im-
portant implications of the empirical work
on insider trading is that it is consistent
with the point of view that markets do not
aggregate information.

Trading In Heavy Lots : Although it is
quite often that some stocks may have a
large scale trading at the end of the trad-
ing day, it is quite infrequent to obser ve
the trades done in heavy lots. If such a large
block trade of say 10,000 shares or more
is brought to the floor for trading, does it
disrupt the market and the stock prices?
Conceptually, in perfect capital markets, all
securities of equal risk are per fect substi-
tutes for each other. Because all individu-
als are assumed to possess the same infor-
mation and because markets are assumed
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to be frictionless, the number of shares
traded in a given security should have no
effect on its prices. But if markets are less
than perfect, this kind of block trade may
affect the share prices.

Accounting Information : Frequently,
managers of the companies are observed
to maximise earnings per share (EPS)
rather than cash flow because they believe
that the market value of the company de-
pends on the reported EPS. Inventory ac-
counting also sometimes provides a situa-
tion where managerial decisions have op-
posite effects on EPS and cash flow. The
impact of the several accounting treat-
ments like LIFO, FIFO, HIFO, Simple Av-
erage and Weighted Average, on cash flow
is in exactly the opposite direction. If in-
vestors really value cash flow instead of
EPS, the stock prices can be expected to
rise if the company makes announcements
of a switch from FIFO to LIFO accounting
during the inflationary period.

Launching New Issues : This is in fact
an important issue in the pricing of the
firms that is trapping the capital market.
Since new issues are not priced until they
become public, returns on unseasoned is-
sues can be adjusted for risks.

Splitting Stocks : If a stock splits, it af-
fects the shareholders wealth. If stock
splits are interpreted as a message about
dividend increases, this in turn will imply
that the managers of the firm feel confident
that it can maintain a permanently higher
level of cash flow. Brennan and Copeland
(1987), the renowned authorities in finance
provide a signalling approach explaining
stock splits. Suppose managers know the
future prospects of their firm better than
the market does. Furthermore, assume
that there are two firms with a price of
US$60 per share which are alike in ever y
way except that the managers of firm A
know it has a bright future while the man-
agers of firm B expect only average per-
formance. Managers of both firms know
that if they decide to announce a split, their
shareholders will suf fer from the higher
transaction costs. However, the successful
firm A will bear these costs only temporar-
ily, while firm B will bear them indefinitely.
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Hence, firm A will signal its bright future
with a stock split and the signal will not be
mimicked by firm B. As a result, A’s price
will rise at the time of the announcement
so as to reflect the present value of its fu-
ture prospects.

From the above discussion it is clear that
there is a close inter-relationship between
dynamism and efficiency of the capital mar-
kets. Researchers may have argued with the
results in favour of market efficiency but
critics have contradicted this.

Malaysian
Capital Market Scenario

The recent decade has witnessed a tre-
mendous growth in the capital markets of
Malaysia. Keeping up the spirit of
corporatisation, the total number of listed
companies on KLSE rose from 285 in 1990
to 793 in 2000. The market capitalisation
recorded a growth of RM362 billion dur-
ing the period of 1990 to 2000. Capital mo-
bilised in 1990 was RM9,930 million, which
shot up astonishingly to RM19,116.5 mil-
lion in 1997.

With globalisation, liberalisation and pri-
vatisation, the capital market has taken a
dynamic shape in the Malaysian economy.
The successful privatisation of Telekom
Malaysia and Tenaga Nasional, each of
which has increased the market capitalisa-
tion of the KLSE by more than 10 per cent
at the time of their respective initial public
offerings, provides ample evidence of recep-
tiveness of domestic and foreign investors
towards the quality of Malaysian Capital
Markets. But, the 1997 Asian crisis has
shocked the Malaysian Capital Markets,
too. The number of new listed companies
in 1990, 1994 and 1997 stood at 31, 66 and
88 respectively but that constantly reduced
in 1998, 1999 and 2000 to 28, 21 and 36 re-
spectively. The yearly capital mobilisation
went down to RM5,446.2 million in 2000
from RM19,116.5 million in 1997. These data
compel us to evaluate the position of the
capital markets in Malaysia. At the thresh-
old of globalisation and liberalisation of capi-
tal markets, the dynamics should well be
recognised to take timely steps in revamp-
ing them. The dynamics of the capital mar-
kets can well be capitalised successfully in
practice if the following attributes are prop-
erly defined and adopted :

Investors’ Protection : The investors always
play a commendable role in the develop-
ment of capital markets. The investment de-
cision is completely an investor’s independ-
ent decision. It depends upon one’s own
rationale how to invest, where to invest and
when to invest. They are also expected to
be aware of the possible risk and return fac-
tors while making an investment decision.
But, things are dif ferent in the modern era.
The growing use of advanced communica-
tion and information technology, the con-
stant changes in the segments of capital
markets and the results of applied research

works have stemmed the common inves-
tors’ knowledge to be general instead of spe-
cific. The varying nature of investment cri-
teria has cer tainly made them for experts
help. Their investment strategy revolves
around the experts. During the later period
of the last decade, most of the companies’
financial results were found to be against
expectations. The Asian crisis of 1997 added
fuel to the distressed financial health in the
corporate regime. The consumer product
based manufacturing companies witnessed
a hard time to compete and survive in the
market. All these resulted in the low earn-
ings and ultimately the unpleasant rate of
returns to the investors. The investors hard-

earned capital began to depreciate in the
capital market investments , and finally, it
caused loss of investor confidence. This
could be felt looking at the reduced number
of public offerings, diminished contribution
of market capitalisation and the lower mean
share index to their mean values.

Despite the fact that small investors are
key engines to the growth of capital mar-
kets, they were not duly cared for by the
regulation agencies. Besides getting lower
returns, they were not served appropri-
ately in terms of share transfer, stock ex-
change transactions, delivery of stocks and

payments, to name a few. The modern capi-
tal market efficiency remained the subject
of criticism throughout the period.

The other side of the capital markets ex-
posed the loss of investor confidence and
explored cer tain measures to revive the
lost confidence. Although, the regulator y
bodies like the Securities Commission
(SC), Kuala Lumpur Stock Exchange
(KLSE), Registrar of Companies (RoC) etc.
have enforced laws and provisions from
time to time to regain and sustain the in-
vestors confidence back in the capital mar-
ket, the results have yet to be received in
favour. Just recently, the Capital Market
Masterplan (CMP) was launched making
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it a move towards a market-based system
of regulation. Then gradually, it will trans-
form to a broad-based system in the long-
term programme. There will be measures
to enhance investor empowerment
through a strengthening of rules relating
to shareholders’ rights and making avail-
able alternative avenues for the redress of
grievances. To achieve this objective of in-
vestors’ protection, the SC will assume the
task of leading educational and training
programmes to ensure investors are fully
aware of their rights and the risks they face
in their investments. The SC is also firm in
initiating efforts to improve the standards
of business conduct of market participants
and regulated entities.

In the direction of revamping the inves-
tors’ confidence, the KLSE introduced cer-
tain effective measures regarding listing
requirements. The adjusted shareholders’
equity is redefined including share capital,
share premium account, capital redemption
reser ves, translation reserves, retained
profits/losses, other reserves but excludes
redeemable preference shares and reserves
on consolidation. These listing require-
ments incorporate most of the existing pro-
visions of the Main Board Listing Require-
ments (MBLR) and Second Board Listing
Requirements (SBLR) and aim to build on
the existing framework whilst updating the
rules in tandem with current standards. In
line of action, a total of 6 Practice Notes viz.
financial condition, directors training, inde-
pendent director, classification, semi-annual
returns, corporate governance disclosures,
has been implemented with the hope to es-
tablish trust among the investing mass. The
procedural framework has also attempted
to make the form-filling requirement more
user-friendly and streamlined, and re-organ-
ised provisions to facilitate easy reference
and understanding. Apparently, these initia-
tions can be considered a good start to-
wards the investors’ protection and subse-
quently promoting their confidence.

Corporate Governance : Corporate gov-
ernance has become a subject of discus-
sion among academicians, industrialists,
economic planners and financial market
regulators. With globalisation, liberalisa-
tion and deregulation of financial markets
in 1991, the emerging economies wit-

nessed a tremendous growth in
corporatisation. Although, governing bod-
ies were in existence yet that couldn’t
march up with the rapid and growing pace
of evolution which ultimately resulted in
financial collapses almost throughout the
Asian regime. When the capital markets
plummeted towards their mean values,
perhaps that was the time when corporate
governance began to be realised.

Good corporate governance can earn a
good market at large. The need is to pay
greater emphasis on corporate governance
and shareholders’ value. As a matter of fact,
information and price transparency are at the
core of the capital market revolution. The
best of the capital markets  can be attained if
there is a close nexus between issuers and
investors. Reporting and disclosure stand-
ards attract greater attention from the issu-
ers’ viewpoint while minority shareholders
need to be driven in a better way to promote
investors’ activism towards investment.

The Capital Market Masterplan has initi-
ated to boost up the corporate governance
framework and shareholder value recogni-
tion. The Malaysian capital market will have
to stem to a transparent, accountable and
performance-oriented corporate system that
presents ef ficient and value-focused invest-
ment oppor tunities for investors. The SC is
empowered to actively stimulate ef fective
measures in consultation with relevant regu-
lators and the industry so as to achieve the
goal of good corporate governance. These
measures include further enhancing the
awareness of and accountability for the fidu-
ciary duties and obligations of company di-
rectors, management and of ficers and
strengthening minority shareholders rights.
The quality of the auditors of public-listed
companies needs to be improved.

Role of Market Intermediary : Most of the
times, it is felt that the capital markets was
negatively caused by the undesirable role
of the market intermediary i.e., stockbro-
kers. The standards of the stockbroking
industry have to be raised in line with best
international practices. At least they should
be required to produce risk-based capital
adequacy and an appropriate framework
for client’s asset protection. The broking
industr y may be encouraged for considera-
tion. Progressive deregulation’s regarding

commission rates and scope of business,
if re-examined, can prove wor thy for the
capital markets.

The bankers must continue to play a full
part in maintaining and growing business
in the country to ensure that it remains the
pre-eminent market intermediary centre.
They will have to deliver an efficient trad-
ing platform together with the products that
the investors want at a price they are pre-
pared to pay. Embracing the principle of
transparency, they will have to achieve cost
savings by overhauling regulatory structure
so that it suits today’s market. They must
realise that they will be driven by the mar-
ketplace and the focus must be on meeting
the needs of investors. Investors expect ef-
ficiency, transparency, ease of access, flex-
ibility and speed. Hence, they will have to
commit to delivering right technology and
the right products at the right place.

To sustain the sovereignty of the capital
market, they must not put their self-inter-
est ahead of the needs of the market.

Conclusion
The commitment of the government to-

wards the development of the capital mar-
ket in Malaysia can be observed through the
recent launching of the Capital Market
Masterplan. This move confirmed the widely
held belief that the continued development
of the capital market industry is an indispen-
sable agenda in the progressive economic
development of the nation as a whole.

At the dawn of the new centur y, we
would certainly like to see our capital mar-
ket flourishing. The capital market will
certainly sustain if implemented in tandem
with the dynamics of the modern capital
markets. The capital market masterplan
should provide a roadmap into the value
chain in an electronic world.
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Cracking the
Whip

July 2001 will go down in the history
books of corporate Malaysia. After
months of mulling, the government

decided to crack the whip on debt-laden
corporations.

The government could not have started
with a better candidate than United Engi-
neers (M) Bhd, the jewel in the Renong
Group. Changes are also in the air for
Malaysian Resources Corporation Bhd
(MRCB) while it is learnt that the pressure
has stepped up for the Lion Group and its
creditors to quickly implement a scheme
to settle its debts of RM10 billion.

The Lion Group, the second largest debtor
after the Renong Group, announced a scheme
addressing RM5.9 billion of its RM10 billion
debts in July last year. However the scheme
is back to the drawing board because cash-
flow projections for the group’s key operating
units are not flowing in as forecasted.

The Corporate Debt Restructuring Com-
mittee (CDRC) under the stewardship of
Datuk Azman Yahya has set a timetable for
debt laden companies to come out with a
restructuring scheme. By vir tue of Azman
also being at the helm of Pengurusan
Danaharta Sdn Bhd, an air of optimism pre-
vails that corporations and bankers will
make painful decisions.

The optimism stems from the view that
by Azman wearing two hats, loans of com-
panies that do not come out with a solu-
tion will eventually be transferred to
Danaharta where restructuring can take
place as in accordance to law.

Unlike CDRC, Danaharta has special pow-
ers vested to it by Parliament to restructure
companies. It has the authority to take over
companies and appoint special administrators
to run sick outfits. CDRC, in contrast, is a non-
binding body that acts as a mediator between
companies and creditors to come out with a
plan that is acceptable to all. Its gentle suasion
methods have produced a fair bit of results
but the haggling between shareholders and

creditors is a long drawn out affair resulting
in the delay of taking painful decisions.

Another reason for optimism is that
there are cer tain changes to the rules gov-
erning restructuring by CDRC to ensure
both bor rowers and lenders are disci-
plined. Among them is that unlike previ-
ously, only 75 per cent creditor approval is
needed for a workout scheme. Previously,
it was 100 per cent creditor approval.

Also all rejection of a scheme must be
accompanied with valid reason and pro-
posed amendments.

CDRC has also imposed stringent condi-
tions for accepting new cases. If previously
any company with debts of RM50 million
or above can seek CDRC’s help, now the
amount has been increased to RM100 mil-
lion. Also the companies seeking CDRC’s
help must be operationally profitable.

The recent changes have brought about
more urgency. For instance in the case of
the Lion Group, all parties are showing
more urgency,’ says a creditor. ‘However
the end result will depend on what happens
to the Renong Group.’

Choong Khuat Hock of Dresdner
Kleinworth Wassertein echoes a similar sen-
timent. He says that the government’s initia-
tive was good but adds that it was still early
to conclude if real changes are to come.

The widely anticipated and much spoken
off restructuring of the Renong Group got
of f the starting block when Danasaham
Sdn Bhd, a wholly owned subsidiary of
Khazanah Nasional Bhd, announced a bid
that will entail the eventual takeover and
delisting of UEM.

To describe UEM as a company is either
plain humility or total ignorance. UEM is the
country’s foremost money minting machine
that sees RM10 million going through its turn-
stiles at the numerous toll plazas stretched
along the North South Highway everyday.
Renong Bhd that easily counts itself as among
the elite, if not the top conglomerate in Ma-

laysia, owns UEM. More than 400,000 people
use the services and products associated with
the Renong Group daily.

Renong has eight listed companies to its
stable while UEM has another five. The
controlling shareholder of both companies,
Tan Sri Halim Saad has at least another
three companies that are listed outside the
ambit of the Renong-UEM group.

Since its remarkable transformation 11
years ago, the Renong Group was the envy of
others. After taking over the assets of the
Umno-linked Fleet Group and Hatibudi Nomi-
nees Sdn Bhd, in a RM1.2 billion exercise on
the eve of Labour Day in 1990, the Renong
Group became a giant over-night. The group
got the most lucrative contracts. Bankers were
more than ever willing to extend loans. In fact
one banker says that any financial institution
without exposure to the Renong Group was
then considered an ‘outcast’ in the financial
circles. In short, Renong was leading a pact
of Bumiputera companies in stamping their
mark in corporate Malaysia.

It was also a typical example of where
the close nexus of business and politics can
lead to a potent business entity. The busi-
ness links between the Renong Group and
Umno was supposedly severed during the
party’s tumultuous years between 1987 to
1989. However, many in and outside the
corporate world are not convinced.

Renong’s swagger towards stardom turned
into a stumble at the onset of the 1997/98 fi-
nancial crisis. Short term loans for long term
projects turned bad. The exuberance of the
banking community fizzled out quickly. Until
today nobody can put a figure to the debts of
the Renong/UEM Group. Conservatively, it
is estimated at RM20 billion.

In a 1999 restructuring scheme brokered
by the CDRC, the Renong/UEM Group is-
sued bonds that were backed by cash-flow
from Projek Lebuhraya Utara Selatan Bhd
to settle RM8 billion of its debts. PLUS is a
wholly-owned subsidiary of UEM that has
the concession for the lucrative North South
Highway. The bonds were rated triple A but
its yields were more that of a junk paper. The
high yields reflected the high risk of default.

What bankers fear is the perilous conse-
quence in the eventuality the PLUS bonds are
defaulted or that a major chunk have to be
refinanced. Bankers fear that they would end
up holding papers that remain a bond forever.
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The bonds were issued at face value of
RM8 billion and will cost the company RM16
billion on redemption. When the bonds were
issued in 1999, many were expecting half of
it to be refinanced at a low coupon rate within
four years and the remaining to be redeemed
from proceeds of the sale of assets under the
Renong/UEM Group.

However the lethargic economy prevented
the sale of assets. The prospects for at least
half the bonds to be redeemed was dim, drag-
ging down sentiments at the already weak
stock market and exacerbated fur-
ther the dismal rate of corporate re-
structuring as a whole.

“When Malaysia imposed selec-
tive capital controls, one of the main
fears was that it (capital controls)
would be used as a shield to delay
corporate restructuring and mak-
ing painful decisions. The fears
were coming true until the govern-
ment stepped in,” says Eddy Liew,
a local-based fund manager.

The grim statistics attest to the
poor rate of corporate restructur-
ing. As at 15th July this year 91
listed companies have negative
shareholders funds. Out of the 91
companies, 39 have yet to submit
any plans to regularise its financial
position. The remaining have an-
nounced plans but only 19 have got
the approval from authorities.

Merchant bankers say that about
half of the 91 companies are pro-
posing to inject property assets to
spring back life. The weak property
prices and stringent conditions,
rightly so, imposed by the Securi-
ties Commission only means that
many will have to go back to the
drawing board.

‘The whole situation was getting a
little deplorable,’ says L.K. Phua of
Singapore-based APS Asset Manage-
ment, a fund management company.

Government intervention was inevitable.
And in a move that many describe as send-
ing strong signals for change, the first tar-
get of spring-cleaning had to be the Renong
Group. By taking over UEM, Khazanah
takes control of the whole group.

“Only a body like Khazanah can inspire
confidence and take the knife to the heart
of the Renong Group to restructure effec-
tively. At the rate things were going, inves-
tors were staring at the possibility of the
PLUS bonds remaining a paper all the
way,” say a banker. “Also the issue of cor-

porate governance was at stake.”
The issue of corporate governance arises

following a put option between UEM and
Halim for the latter to buy a block of
Renong shares costing at least RM3.2 bil-
lion. The option expired in February this
year with Halim only making a RM100 mil-
lion instalment and of fering to settle the
rest in staggered payments.

The board of UEM, a sister company of
Renong, came under intense pressure
when it accepted the new terms of the ‘put

UEM being under the control of Halim and
the Renong Group. According to Surf88, an
independent advisory house, if UEM follows
strict accounting practice and write off the
RM3.1 billion put option (with Halim) that has
not materialised, the company would have a
deficit shareholders fund of RM1.4 billion.

“With deficit shareholders funds, the
prospects are even dimmer for recovery,”
says an analyst

At the time of writing, there is specula-
tion that foreigners, said to be holding about

17 per cent of UEM shares may
derail Danasaham’s efforts. How-
ever, considering the dim pros-
pects if UEM continues to be un-
der the Renong Group, many are
likely to accept the RM4.50 per
share and walk away.

“Many who are caught for
years may just give up and walk
away,” says Dr C.K. Lee, the
managing director of Alpha As-
set Management.

The offer documents have been
dispatched and the deadline for ac-
ceptance is 14 September.
Renong, the biggest shareholder
in UEM with a 38 per cent equity,
has already stated that it would
subscribe to the issue. Govern-
ment institutions hold 14 per cent
and the rest held by minorities.
Considering the alternative, it
seems that Danasaham’s takeover
of UEM is a foregone conclusion.

But whether real changes take
corporate Malaysia by storm is left
to be seen. Two young graduates
from Cambridge are looking at re-
structuring MRCB. By the time it
is over, the company is likely to
be only left with its construction
business. Media companies under
MRCB are likely to be divested.

The real test for Azman,
known as the doctor to corporate Malay-
sia, will come when the restructuring of
companies held by individuals such as the
Lion Group comes up for review. Unlike
Renong or MRCB, Tan Sri William Cheng,
an individual who built his empire of steel
on his own initiative, heads the Lion
Group.

Hence, the going will be tough. Can he
be persuaded to make difficult decisions?

 But if the Renong Group can be restruc-
tured ef fectively, the positive vibes will
probably tilt the tide in favour of CDRC and
Azman.

Companies with an
Unsettled Restructuring Plan

REVISED (1)

Expressway Lingkaran Tengah Sdn Bhd
Idris Hydraulic (M) Bhd
Business Focus Sdn Bhd
Chase Perdana Bhd
Tanco Holdings Bhd
Hai Ming Holdings Bhd
Total Outstanding RM3.4 billion

OUTSTANDING (2)

Lion Group
Gadek (M) Bhd
Sistem Televisyen Malaysia Bhd
Intrakota Komposit Sdn Bhd
Cygal Bhd
Actacorp Holdings Bhd
Johor Corporation
Projek Usahasama Transit Ringan Automatik Sdn Bhd
Sistem Transit Aliran Ringan Sdn Bhd
Metroplex Bhd
Land & General Bhd
Johan Holdings Bhd
George Kent (M) Bhd
HVD Entertainment Bhd
Total outstanding RM24.0 billion

Note : (1) — Companies whose restructuring plans have to be revised and
lenders approval must be obtained

(2) — Companies that have yet to come out with a workable
restructuring plan          Source :  CDRC

AN

option’. The situation spilled over and con-
tinued to be a drag to the stock market as
a whole, a situation that reversed when
Danasaham stepped in.

The government investment arm has of-
fered to mop up the shares of UEM at RM4.50
each, an exercise that will cost Khazanah more
than RM3.8 billion. The of fer is conditional
upon Danasaham getting 90 per cent accept-
ance, a target although steep but within reach.

Although the offer price is below UEM’s
net asset value that fetches at least RM6 per
share, minorities have little choice. They ei-
ther have to give up the shares or bear with
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The Effectiveness
of the Internal
Auditor
in Malaysian Listed Firms

Introduction
Internal auditing is an independent ap-

praisal function established within an or-
ganisation to examine, evaluate and vali-
date its activities in compliance with an
accepted set of standards. The objective of
internal auditing is to assist members of
the organisation to discharge their respon-
sibilities effectively. To this end, internal
auditing furnishes the stakeholders with
analyses, appraisals, recommendations,
counsel, and information concerning the
activities reviewed. Internal auditors are di-
rectly concerned with the prevention of
fraud in any form or extent in any activity
reviewed and ensures the accomplishment
of the organisation’s objectives. The scope
of an internal audit department typically
extends beyond financial repor ting to in-
clude operational (or management) audit-
ing, which is not constrained by the lim-
ited informational requirements of finan-
cial reporting.

Histor y dictates that auditing was a dis-
cipline that concerned with governmental
and family units. Dittenhofer (1984), for
example, wrote that auditors in ancient
times were appointed by the community
at large and were expected to be compe-
tent and proficient in recognising fraud,
errors or omissions. In present times, the
primary objective of auditing is to verify
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the integrity of persons charged with
responsibilities.

The first change in internal audit
concepts came in the early 1930s
(Kent, 1975) when internal auditors
were expected to assist the independ-
ent auditors in carr ying out a financial
audit. Since the establishment of the
Institute of Internal Auditors (IIA) in
the US, the scope of internal auditor’s
work has widened significantly from
examining the validity of financial
records to include the effectiveness of
organisation plans and objectives. The
organisational plans must be carried
out economically, efficiently and effec-
tively. The organisational objectives set
by management are reviewed and re-
vised periodically to accommodate
changes in the economic environment.
This function is also termed either as
‘operational auditing’, ‘management au-
diting’, strategic auditing’ and ‘eco-
nomic and efficiency auditing’.

In the future, it is expected that the
functions of internal auditors will
graduate from the prevailing practice
of cyclical audits to setting up a wide
variety of control systems for different
applications in different line functions
in the organisations. In short, the roles
of internal auditors in the future will
be more on the use of audit resources to
develop and implement effective internal
control systems (Menkus and Blevins,
1989).

The internal auditor is also expected to
be the management advisor and counsellor,
human resources developer, communicator,
change analyser, coach, public af fairs liai-
son and ombudsman (Wilson and Wood,
1985). Handerson (1986) suggested that
since the internal auditor’s functions cross
at all levels of management, they can act as
a counsellor for discussion of company prob-
lems, offering suggestions and helpful ad-
vice to all levels of staff on any matter af-
fecting the organisation’s operations.

In Malaysia, the role of internal auditors
has become more impor tant since the
mandatory requirement for all listed firms
to form an audit committee by 1 August
1994. Dittenhofer (1988) suggested that
the internal auditor also serves as a con-
sultant on company’s policy and proce-

dures, and provider of timely and effective
information to the management, board of
directors and the audit committee. There-
fore, internal auditors must have integrity,
competency and independence in deter-
mining the success of an organisation.

Oliverio and Newman (1993) evaluated
the importance of interaction between the
internal auditor with audit committees in
view to enhance the effectiveness of the
internal audit function. They found that the
interaction was valuable in supporting in-
ternal audit work or in assuring independ-
ence in their work.

Ratliff and Brachner (1991) compared
two companies in the same industry with
the same size but the internal auditor re-
ported to dif ferent persons (one reported
to the CEO and the other repor ted to the
financial controller). They found that re-
por ting to the CEO was more effective than
the financial of ficer in achieving the de-
sired organisational objectives.

The objective of this study is to as-
cer tain the factors contributing to-
wards the ef fectiveness of an internal
audit function of listed firms. This in-
formation is impor tant in improving
the quality of internal audit function.

Methodology
T wo hundred thirty copies of ques-

tionnaires were mailed to listed firms
to solicit the required information and
only 89 (39 per cent) completed ques-
tionnaires received. Respondents were
requested to provide information on
factors perceived as important for ef-
fective internal audit function, or fac-
tors related to competency, integrity
and independence. The details of vari-
ables in each group of information
above are summarised in appendix 1.
The variables used in this study were
sourced from findings of similar stud-
ies in developed markets (Brown
(1983), Winograd and Herz (1995) and
Schneider (1984)).

Six ratings were used to ascertain the
degree of importance of each variable
and the data was analysed using factor
analysis to summarise the variables in
the questionnaire into a smaller set of
new composite dimensions with a mini-
mum loss of information.

Findings
The reliability of the data collected was

tested using Alpha Cronbach test, which
documented a value of 0.9109 suggesting
reliability of the data for further analysis.
The Kaiser-Meyer-Olkin (KMO) test indi-
cated a value of 0.811, implying the appro-
priateness of factor analysis.

Using rotated component analysis to
simplify the loading of the initial factor
analysis and varimax rotation procedure to
accomplish the objectives of simplifying
the factor structure, seven factors were ex-
tracted from the analysis of 24 variables.
In Table 1, almost 70 per cent of the total
variance are attributable to the seven fac-
tors. The remaining 17 factors only account
for 30 per cent of the variance. The selec-
tion of the seven factors was based on the
eigenvalue greater than 1.00 as a cut-off
point. The eigenvalue showed the amount
of variance in a particular factor by rela-

“ … the scope of the internal
auditor’s work has widened

significantly from examining the
validity of financial records to
include the effectiveness of

organisation plans and objectives.”
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tion to the total eigenvalues in the analy-
sis. Factor 1 is considered the most impor-
tant as it accounts for the largest variance
(35 per cent) among the seven factors ex-
tracted, followed by Factor 2 and so on.

Table 2 shows the grouping of individual
variables into respective factors based
upon highest factor loading values. Factor
1 relates to interpersonal skills for ef fec-
tive internal audit functions which com-
prise of communication skills (A19), inter-
view skills (A21), self-discipline (A22), ob-
servation skills (A20), willingness to par-
ticipate in planning audit objectives (A17)
and approachability (A16). This factor ac-
counts for most of the variances totalling
35 per cent which is an implication of its
importance in an effective inter nal audit
function.

Factor 2 relates to the internal auditor’s
commitment and suppor t from audit com-
mittees and the board of directors (BOD).
The factor comprises of 6 variables namely
support from the audit committee and
BOD (A11), levels of commitment of audit
committee (A12), internal auditor’s repor t
to the audit committee (A08), ability to rec-
ognise business risks (A14), record of clear
written objectives (A07) and involvement
in ongoing training programmes (A06).
This factor contributes nine per cent of the
total variance. Support from the audit com-
mittee and board of directors help to in-
crease the internal auditor’s confidence in
per forming his/her duties.

Factor 3 relates to audit per formance
and integrity. This factor contains four vari-
ables namely satisfactor y follow-up proce-
dures (A13), ability to prevent and detect
fraud (A15), familiarity with established
rules and regulations (A03) and degree of
confidence (A18). These variables explain
the way internal auditors’ perform their du-
ties in practice.

Factor 4 relates to the ef ficiency of in-
ternal audit departments. Besides having
a clear code of conduct (A02) as a guide-
line for its staff, an adequate staff (A23) in
the depar tment ensures that audit proce-
dures are carried out effectively. Finally,
the effectiveness and ef ficiency of internal
audit depar tments can be improved
through the adoption of EDP in its inter-
nal audit procedures (A24).

Factor 5 relates to the auditing compe-
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Principle Component Analysis

Factor

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Eigenvalue

8.366
2.200
1.382
1.381
1.233
1.206
1.062
0.869
0.859
0.759
0.674
0.612
0.585
0.417
0.407
0.356
0.333
0.280
0.261
0.207
0.184
0.146
0.136
0.109

Cumulative Per cent

34.856
44.025
49.783
55.287
60.423
65.447
69.873

Rotated Component AnalysisT A B L E  2

Factor 1

.870

.772

.743

.723

.655

.449

Factor 2

.829

.820

.595

.556

.510

.497

Factor 3

.745

.682

.511

.445

Factor 4

.790

.552

.484

Factor 5

.813

.698

Factor 6

.741

Factor 7

.785

.476

T A B L E  1

Variables

A19
A21
A22
A20
A17
A16
A11
A12
A08
A14
A07
A06
A13
A15
A03
A18
A02
A23
A24
A04
A05
A01
A09
A10

Per cent of Variance

34.856
9.169
5.759
5.504
5.136
5.024
4.426
3.620
3.578
3.313
2.809
2.549
2.438
1.738
1.694
1.485
1.390
1.167
1.089
0.863
0.767
0.607
0.565
0.455
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APPENDIX 1
Variables in the Analysis

Impor tance of Competence in Internal Audit Function

A01 Adequate knowledge on company’s business operation
A02 Need to have a written Code of Conduct that includes ethical expectations for internal

auditor
A03 Familiar with the established rules and regulations such as Standards for Professional

Practice of Internal Audit
A04 Satisfactory qualification background on auditing
A05 Satisfactory auditing experience
A06 Ongoing training programmes that include thorough coverage of the company’s

operation, policies and procedures
A07 Has clear written objectives

Impor tance of Independence and Support from
Audit Committee and Board of Directors

A08 Report to audit committee to ensure independence of operations
A09 The manager of internal audit department communicates directly and privately with the

board and attends board meetings regularly
A10 The manager of the internal audit department reports individually to the organisation with

a sufficient level of authority to promote independence and ensure broad audit coverage
A11 The audit committee and BOD should support the work and champion the resources

required by inter nal auditor
A12 The level of audit committee’s commitment towar ds audit reports, fraud detection and

recommendations by internal auditor

Importance of Integrity and Interpersonal Skill in Internal Audit Function

A13 Internal auditor performs satisfactor y follow-up procedures on deficiencies in company
systems, methods, and procedures noted in prior audits

A14 Work performed by internal auditor recognises and adequately addresses the risks
present in the business area

A15 Internal auditor as an active participant in fraud pr evention and detection,
and ethics auditing

A16 Able to communicate with all department managers effectively
(internal auditor is approachable)

A17 Internal auditor is encouraged to speak out their opinions and participate in planning
objectives

A18 Degree of confidence when performing internal audit function
A19 Communication skills
A20 Observation skills
A21 Interview skills
A22 Self discipline (e.g. internal audit department has regular meetings, etc.)

Other Factors

A23 Has adequate staff in the depar tment
A24 Adopts EDP (Electronic Data Processing) frequently in internal audit function (data can

be extracted easily and in a timely manner from database through computer linkage)

tency, which comprises of a satisfactor y
qualification background on auditing (A04)
and satisfactory auditing experience (A05)
variables. The internal audit department
can achieve better performance and qual-
ity audit work, if their personnel are prop-
erly selected for satisfactory qualification
and audit experience.

Factor 6 relates to the knowledge of the
internal auditor that only contains one vari-
able which is the need for adequate knowl-
edge on a company’s business operations
(A01), which accounts for five per cent of
the total variance. This factor is considered
important for internal audit personnel to
perform their duties effectively in special-
ised industries such as insurance, banking
and finance.

Finally Factor 7 relates to the internal
auditor’s independence. The factor con-
tains two variables namely direct commu-
nication with the audit committee and BOD
(A09) and manager of internal auditor’s re-
port to the BOD and audit committee
(A10). Through this medium of communi-
cation, the internal audit function will be-
come more independent with the ability to
carr y-out more true and fair audit proce-
dures.

Conclusion
Internal audit functions have evolved into

a highly professional activity, and the scope
of its function has expanded from validat-
ing financial information to appraisals of all
phases of an organisation’s operations. Iden-
tifying factors that enhance the internal au-
ditor effectiveness is crucial to promote bet-
ter corporate governance and corporate fi-
nancial reporting procedures. The identified
factors that are perceived as important for
effective internal audit functions will help
the internal audit department evaluate and
revise current procedures to improve the
overall quality of internal audits. The find-
ings from this study suggest that interper-
sonal skills, internal auditor’s commitment
and support from audit committees and the
BOD, audit performance and integrity, au-
dit department efficiency, auditing compe-
tencies, internal auditor’s knowledge on
company’s business operations and the in-
dustry, and the auditor’s independence are
important attributes of a quality internal
audit function. AN



Akauntan Nasional September 2001

Handphone/Telephone Yes 4 points
No 0 point

Salary/Income Above RM40,000 3 points
RM20,000 – RM40,000 2 points
below RM20,000 0 point

Tenure More than 3 years with current employer 3 points
1-3 years with current employer 2 points
Less than 1 year with current employer 1 point
Self-employed 1 point
Unemployed 0 point

Home Own 3 points
Rent 1 point
More than 3 years at current address 2 points
1-3 years at current address 1 point
0-1 year at current address 0 points

Past track payment record Good 10 points
Fair 4 points
Bad 5 points
None 0 point

How Credit Scoring Systems
Help in Managing
Credit risk

Credit scoring is frequently
used on consumer credit
application and loans. Credit
risk is the uncertainty in ob-

taining the returns from investing in ac-
count receivables. You invest in account re-
ceivables when you allow consumer credit
sales to your customers.

What is the difference between con-
sumer credit and business credit?

Consumer credit includes loans, credit
cards, mail orders, overdrafts, hire pur-
chases, mortgages; it is a form of com-
merce in which an individual obtains
money, goods or services with a condition
of a promise to repay money/goods/ser v-
ices and a fee payable to the lender.

On the other hand, business credit re-
fers to credit facilities extended to busi-
nesses to help them manage their work-
ing capital and invest in major projects. As
business credit is the extension of credit
facilities to businesses to smoothen and
spur commercial activities, it is a very prof-
itable venture for financial intermediaries
and suppliers. It is very beneficial for cor-
porations and businessmen who need to
“roll” their money and maintain their cash
flow. It is very crucial for lenders and credi-
tors to assess their credibility first before
approving credit facilities as this helps to
minimise the probability of delinquent
debtors and non-performing loans. As the
saying goes, “prevention is better than
cure,” managing credit risk is far easier
than the monitoring and collection of
doubtful debt.

What is Meant by a Credit
Scoring Model?

 It is a system or programme that can
be constructed by using sophisticated
statistical methods to analyse the pay-
ment records of many past customers (Doug-
las Emery, John Finnerty & John Stowe in Prin-
ciples in Financial Management).

It can be a manual system or a computer
programme that helps the credit person-
nel assess the credibility of an applicant to
a certain extent. Such models of fer several
advantages.

They enable the creditor to accept the
clearly, good customers and reject the
clearly, bad customers very quickly. The
creditor then can devote costly evaluation
talent to analysing the “close calls.”

This procedure should be complied with
in order to ward off any attempt by the per-

sonnel concerned who give “favours” to a
third party in wanting credit. Therefore,
they are “objective” and can help the com-
pany avoid bias or discrimination.

The usage of such models in decision-
making allows different loan processors to
apply consistent standards across all credit
applicants. They also make changing stand-
ards easy. The company could change the
cut-off from 25 to say 28. This change would
then apply equally to all loan applicants.

For a credit card application the follow-
ing scoring sheet called a weighted applica-
tion is often used. A simple credit-scoring
sheet would be as shown in Table 1 below.

By Jesilin Manjula
LECTURER, KOLEJ IKRAM

M A N A G E M E N T
AC C O U N T  R E C E I VA B L E S
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1

2

2

1

CONSUMER
CREDIT SCORING MODEL?

Suppose Maria Abdullah is applying for
a credit card. After graduating with a de-
gree in information communication tech-
nology, Maria has a new job earning
RM45,000 per year. She has just moved to
her new job, has rented an apartment. Her
telephone is connected, and she has a good
record of repayment. What is her credit
score?

Telephone 4 points
Income 3 points
Employment 1 point
Residence 1 point
Credit report 10 points
Total score 19 points

If the cut-off is 15, Maria qualifies for the
credit card.

BUSINESS
CREDIT SCORING MODEL?

Z-Score Model
This is a model that is used to assess a

company’s overall “health” and the pro-
bability of insolvency of firms based on
their financial repor ts and accounting in-
formation. It usually involves a number of
ratios that are combined to give a single
index. The result of such a ‘run’ after plug-
ging in the necessary variables would de-
note a firm’s financial condition based on

a scale running from a healthy organisa-
tion through indifferent status to potential
failures.

There are a number of Z-Score models.

Altman’s Z-Score Model

Z = 0.012R1 + 0.014R2 + 0.033R3
+ 0.006R4 + 0.010R5

Where,
R1 = working capital/total assets
R2 = retained earnings/total assets
R3 = earnings before interest and tax/

total assets
R4 = market value of equity/book

value of debt
R5 = sales/total assets

Cut-of f point = Z – score of 2.675
If the result is more than 2.675 points, it
means the probability of failure of the firm
in business is higher.

Taffler and Tishaw Z-Score Model, UK.

Z = ko + C1R1 + C2R2 + C3R3 +
C4R4

where,
ko = a constant
C1-C4 = ration weights
R1 = profit before tax/current liabilities
R2 = current assets/total liabilities
R3 = current liabilities/total assets
R4 = ‘no credit’ interval

Source :  Article by Altman in the The Journal of
Finance.

How to Count Credit Scores?
We can calculate credit scores using the

following model that calculates the total
credit score, S.

S = 2.0X1 – 0.3 X2+ 0.1 X3+ 0.6 X4

e.g. The following client intends to obtain credit
facilities. Client A’s details are as below :

S = 2.0X1 – 0.3 X2+ 0.1 X3+ 0.6 X4 Client A

X1 = net working capital/sales (%) 15%

X2 = debt/assets (%) 40%

X3 = assets/sales (%) 105%

X4 = net profit margin (%) 12%

For client A

S = 2.0(15) – 0.3(40) + 0.1(105) + 0.6(12) = 35.7

Assumption;
The cut-off point is 26 points. If the customer earns
more than 26 points, the credit application will
be approved and credit facilities will be extended.

Pros and Cons of Using a
Credit Scoring System

In short, using the credit scores models help
a credit personnel assess the credit worthiness
of an applicant by being objective and efficient,
while exercising management control over
credit granting processes that promote better
understanding of your customers.

There are impor tant disadvantages of
credit-scoring models, too.

The models are only as good as the pay-
ment records used to construct the
models. Many samples do not have a
rich enough set of bad loans to build an
ef fective scoring model. In addition, the
models have to be updated occasionally.
When the model is updated with a new
sample, there is some “inbreeding”
whereby the new model is built on data
that eliminated many bad customers.

Credit-scoring models work best when
applied to large populations of loan appli-
cants. Consumer loan databases often in-
clude many thousands of loans, and credit
– scoring models can be built readily. Un-
fortunately, the number of business loans
in a database is often too small to be sta-
tistically reliable. Consequently, credit-
scoring models are more often used for
evaluating consumer credit than for evalu-
ating business credit, which more often
relies on judgmental methods.

Note :  This Is the Second Part to the Section on
“Managing Your Account Receivables”
Akauntan Nasional, July 2001.
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The policy option adopted by the
Malaysian Government for eco-
nomic recover y is quite contro-

versial and different from that of other cri-
sis-hit countries. The Malaysian Govern-
ment did not have to seek assistance from
the IMF, as the country’s saving rate is
high and short-term external debts are low,
but on its own accord sought to improve
liquidity, strengthen its banking institu-
tions and carry out financial re-structuring.

For policy-makers, the only measure of
effectiveness for a chosen economic recov-
ery policy is how well it keeps the economy
on the tracks of strong economic growth.
For free-market orthodox economists,
however, the choice of a recovery policy
also reflects the ideological preference of
the government. Malaysia’s approach to
overcome the economic slowdown has
been regarded by many as a deviation from
a pure capitalistic approach, premised on
the perceived ability of the market mecha-
nism in establishing long-run economic
stability without any external cor rective ac-
tions.

The Malaysian capital controls were
seen by some as a clear impediment
to liberalisation and globalisation.
However, there is overwhelming evi-
dence to suggest that capital controls
in Malaysia have successfully stabi-
lised speculation and re-established
market confidence. Although there is
insufficient evidence to suggest that
capital controls represent a better
policy relative to conventional policies
adopted by the other crisis-hit coun-
tries, the Malaysian experience has
shown that the capital controls are ca-

pable of generating a suf ficiently conducive
environment for economic recovery.

One interesting feature of an extreme
version of capitalism is its uncompromis-
ing stand on ef ficiency objective. Notwith-
standing the impor tance of this feature,
strict market r ules would make it imprac-
tical, and amendments and modifications
are necessary to suit domestic economic
environments.

Indeed, the Malaysian approach, which
has been regarded by many scholars as
unorthodox, has triggered widespread
policy debates, and has split further the
general consensus among economists, ana-
lysts, and policy-makers regarding some
cr ucial issues pertaining to the role of the
gover nment in the market economy.
Nevertheless, the success of Malaysia’s
recover y programme, with strong govern-
ment inter ventions in the economy, indi-
cates that alter native economic models
also have the potential to per form at least
as well as the IMF model for economic re-

covery implemented in other cri-
sis-hit countries including South

Korea, Thai-

land and Indonesia. The free-market or tho-
dox economists worr y that the effective-
ness of capital controls, if not carefully ana-
lysed and explained, could have the ulti-
mate effect of tarnishing the conventional
approach, and may even go so far as to dis-
rupt the policy transformation process in
the newly emerging markets.

One must view Malaysia’s so-called
unorthodox capital controls as a stop-
gap emergency measure to manage
extreme volatility in economic variables
during crisis times. Such volatilities
coupled with increasing political uncer-
tainties and market rumours tend to

weaken the link between economic
decisions and economic fundamen-
tals. Such was the case with the
Malaysian economy during the

recent crisis, particularly in the fi-
nancial sector. There was much un-
certainty and unpredict-
ability about the direc-
tion and relationship

E C O N O M I C S
G O V E R N A N C E

good governance
is necessary but
not sufficient
By Azmi Setapa
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of economic variables, which eroded the ef-
ficacy of monetary and fiscal instruments
in achieving policy targets.

In a situation where economic, social and
political factors are inter twined, market
forces need a longer time for adjustment
and correction, which can be ver y costly to
the economy. Adoption of the capital con-
trol mechanism was, therefore, necessar y
to curb speculations, to create a viable envi-
ronment for the full functioning of market
forces, and to increase the predictability and
relationship of economic variables.

It is appropriate to draw a clear demarca-
tion line between the capitalist model prac-
tised in western countries and the East
Asian Model with strong state interventions
in the economy. Arguably, if this line had
been drawn earlier, if the deficiencies and
risk of the East Asian macroeconomic man-
agement style had been highlighted earlier,
the depth and scale of the regional eco-
nomic crisis could have been lessened or if
not avoided altogether. Instead, prior to the
crisis, Asian economies had been praised
for their ‘good and prudent’ macroeconomic
management and development strategies.
Ironically, the successful Asian economies,
including Malaysia, Indonesia and Thailand
were described as “miracle economies” be-
fore the outbreak of the crisis.

While various and valid explanations and
views on the causes of the economic crisis
have been given by different economists,
the explanations and views, particularly
those of free-marketers, display an analyti-
cal bias. For instance, instead of accept-
ing and trying to eliminate the various

weaknesses associated with an
open balance of payments sys-

tem as factors causing the cri-
sis, the defacto pegged ex-

change rate system in place in the crisis-hit
countries has been blamed as the main cul-
prit behind the outbreak of the crisis. It is
well known that there is no general agree-
ment amongst economists on what consti-
tutes an ideal exchange rate regime. Addi-
tionally, while downplaying the negative
consequences of the free flow of short-term
capital on an economy, a series of other cau-
sational factors have been highlighted.
These include over-investment in the prop-
erty sector leading to asset bubbles, a low
level of development and insufficient level
of regulation and liberalisation in the finan-
cial sector. It is interesting to note that when

the good times rolled, such serious defects
were never brought to light.

In ar guing for a more balanced and
nuanced analysis of the economic crisis,
there is no intention to revert to an autar-
kic existence. That would be a foolish and
futile thing to do. After all, Malaysia’s eco-
nomic success prior to the crisis has always
been associated directly with the push for
economic liberalisation and openness.
While accepting the view that having sound
good governance and transparent eco-
nomic environment in both public and pri-
vate sectors is desirable, important and
necessary, there is also the parallel and
urgent need to restructure and improve the
international financial architecture so as to
control cur rency transactions and stabilise
the global financial system. So far, no seri-
ous attention has been paid to this issue
by the international community.

One such arena where a compromise be-
tween global and domestic imperatives is
particularly apparent is that of corporate gov-
ernance. Laudable initiatives have already
been made by the Malaysian Government
to enhance corporate governance in all sec-
tors of the economy. Significant progress
continues to be achieved in implementing the
recommendations of the Finance Committee
on Corporate Governance.

Malaysia has already implemented a
comprehensive set of reforms across vari-
ous economic sectors.

These cover not only corporate govern-
ance and transparency issues but also the
economy as a whole, including the finan-
cial sector. Nevertheless, domestic reforms
in a small open economy like Malaysia on
their own will be powerless to counter the
ef fect of any instability in the international
financial market. Thus, the delay in re-
forming the international financial archi-
tecture will leave this region vulnerable
to yet another financial crisis.

Source :  MIER, “The MIER Monthly Moni-
tor”, August 2001.

“…where economic, social and political factors are inter twined,
market forces need a longer time for adjustment and correction, which

can be very costly to the economy. Adoption of the capital control
mechanism was, therefore, necessary to curb speculations, to create a

viable environment for the full functioning of market forces, and to
increase the predictability and relationship of economic variables.”

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○
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A I R  T R AV E L

I S S U E S  O F  I N T E R E S T

Flying as an airline passenger is an
often memorable experience, but
there are times where the experi-

ence is memorable for all the wrong rea-
sons :  mechanical problems, poor service,
bad food, lost luggage, among others.
When problems arise in your travels, you
may be able to deal with them by complain-
ing to the airline or to one of the authori-
ties that oversee air transportation.

When you purchase a ticket, you and the
airline have entered into a
contract that covers many
different situations that you
may face during a flight.
And depending on luck, you
might end up walking out
from the experience exhila-
rated or, exasperated.
Here’s how you can cope if
you experience the latter.

When you want to com-
plain about the service you
receive during your flight,
you should give the airline
a chance to resolve it. Most
airlines have customer service representa-
tives who can take care of many problems
on the spot.

If you can’t resolve the problem on the
aeroplane or at the airport and want to file
a complaint, it’s best to call or write to the
airline’s consumer office at its corporate
headquarters. Take notes at the time the
incident occurs and jot down the names of
the carrier employees with whom you dealt
with. Keep all of your travel documents
(ticket receipts, baggage check stubs,
boarding passes, etc.) As well as receipts
for any out-of-pocket expenses that were
incurred as a result of the mishandling. If
you choose to file a formal complaint, you
should also consider doing the following :

� Type a letter and, if at all possible, limit

it to one page in length.

� Include your daytime telephone number
(with area code).

� No matter how angry you might be, keep
your letter businesslike in tone and don’t
exaggerate what happened. If the com-
plaint sounds very vehement or sarcas-
tic, you might wait a day and then con-
sider rewriting it.

� Describe what happened, and give dates,
cities, and flight numbers or flight times.

� Send copies, never the originals, of tick-
ets and receipts or other documents that

or reimbursement for some loss you in-
curred-but the airline needs to know
what you want before it can decide what
action to take.

� Be reasonable. If your demands are way
out of line, your letter might earn you a
polite apology and a place in the airline’s
crank files.

If you follow these guidelines, the air-
lines will probably treat your complaint se-
riously. Your letter will help them to deter-
mine what caused your problem, as well
as to suggest actions the company can take
to keep the same thing from happening to
other people.

When passengers comment on airline
service, most airlines do listen. They ana-
lyse and keep track of the complaints and

compliments they receive and
use the information to determine
what the public wants and to
identify problem areas that need
special attention.

They also try to resolve indi-
vidual complaints. Like other
businesses, airlines have a lot of
discretion in how they respond
to problems. While you do have
some rights as a passenger, your
demands for compensation will
probably be subject to negotia-
tion and the kind of action you
get depends in large par t on the

way you go about complaining.
Star t with the airline. Before you call or

write to DOT or some other agency for help
with an air travel problem, you should give
the airline a chance to resolve it.

As a rule, airlines have trouble-shooters
at the airports (they’re usually called Cus-
tomer Service Representatives) who can
take care of many problems on the spot.
They can arrange meals and hotel rooms
for stranded passengers, write checks for
denied boarding compensation, arrange
luggage repairs and settle other routine
claims or complaints

If you can’t resolve the problem at the
airport and want to file a complaint, it’s best
to call or write to the airline’s consumer
office at its corporate headquar ters.

Facing Problems
while flying?

By Haris Hussain

Here are some tips to help you to take care of the matters professionally.

can back up your claim.

� Include the names of any employees who
were rude or made things worse, as well
as anyone who might have been espe-
cially helpful.

� Don’t clutter up your complaint with
petty gripes that can obscure what you’re
really angry about.

� Let the airline know if you’ve suffered
any special inconvenience or monetary
losses.

� Say just what you expect the carrier to
do to make amends. An airline may of-
fer to settle your claim with a check or
some other kind of compensation, pos-
sibly free transportation. You might want
a written apology from a rude employee AN
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MASB ED 32 should be applied
to all discontinuing operations
of an enterprise. The objec-

tives of ED 32 is to establish a basis for seg-
regating information about a major opera-
tion that an enterprise is discontinuing from
information about its continuing operations
and to specify the minimum amount of dis-
closure about the discontinuing operation.

ED 32 is a presentation and disclosure
Standard. It addresses issues like how to
present a discontinuing operation in an en-
terprise’s financial statement and what infor-
mation to disclose. It also does not establish
any new principles for deciding when and
how to recognise and measure the income,
expenses, cash flow, and changes in asset and
liabilities relating to a discontinuing opera-
tion. Instead, the enterprises can refer and
follow the recognition and measurement
principles in other MASB Standards.

This proposed standard uses the term “dis-
continuing operation” rather than the tradi-
tional “discontinued operation” because “dis-
continued operation” implies that recognition
of a discontinuance is necessary only to-
wards the end of the process of discontinu-
ing the operation but in effect this standard
requires that disclosures about a discontinu-
ing operation begin earlier than that. It is
stated in the proposed standard that the ini-
tial disclosure event is the occurrence of one
of the following, whichever occurs earlier :

� the enterprise has entered into an agree-
ment to sell substantially all of the as-
sets of the discontinuing operation; or

� the enterprise’s board of directors or
other similar governing body has both
approved and announced a detailed for-
mal plan for the discontinuance.

Required disclosures include :

� a description of the discontinuing operation;

� the business or geographical segment(s)
in which it is repor ted;

� the date and nature of the initial disclo-
sure event;

� the timing of expected completion;

� the carrying amount of the total assets
and the total liabilities to be disposed of;

� the amounts of revenue, expenses, and
pre-tax profit or loss attributable to the
discontinuing operation, and related in-
come tax expense;

� the net cash flows attributable to the
operating, investing, and financing activi-
ties of the discontinuing operation;

� the amount of any gain or loss that is rec-
ognised on the disposal of assets or set-
tlement of liabilities attributable to the
discontinuing operation, and related in-
come tax expense; and

A C C O U N T I N G
M A S B

MASB ED 32 —
Discontinuing Operations
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� the net selling prices, after disposal
costs, from the sale of those net assets
for which the enterprise has entered into
one or more binding sale agreements,
and the expected timing thereof, and the
carr ying amounts of those net assets.

Disclosures would also be required if a
plan for disposal is approved and publicly
announced after the end of an enterprise’s
financial repor ting period but before the
financial statements for that period are
authorised for issue. Financial statements
for periods after initial disclosure must
update those disclosures, including a de-
scription of any significant changes in the
amount or timing of cash flows relating to
the assets and liabilities to be disposed of
or settled and the cause of those changes.

The proposed standard will become opera-
tive for annual financial statements covering
periods beginning on or after 1 January 2003.

Comment deadline :  20 November 2001

ED 19 (Revised) is a re-exposure of
ED 19 issued by MASB in January
2000. The intended effective date

of this document is for annual financial
statements covering periods beginning on
or after 1 July 2002.

The original ED 19 excluded from its
scope, borrowing costs incurred on gov-
ernment privatised projects. However, in
light of the comments received during the
exposure period of the document and the
two dialogues held by the MASB, the
Board has concluded that there is no valid
grounds in scoping out borrowing costs in-
curred on government privatised projects.
Hence ED 19 (Revised) has included the
above within the scope of this proposed
standard on borrowing costs.

However, practical difficulties potentially
faced by certain types of industries in com-
plying with the provisions of the proposed
standard, was noted and hence the Board
has allowed a transitional provision. As a

MASB ED 19 (revised)
— Borrowing Costs

transitional provision, the proposed stand-
ard states that where an enterprise has
adopted the allowed alternative treatment
as set out in paragraphs 9 to 28 but contin-
ued to capitalise borrowing costs even af-
ter all the activities necessary to prepare a
qualifying asset for its intended use or sale
are substantially complete, the enterprise
is required to comply fully with paragraphs
9 to 28 for financial periods commencing
on or after 1 July 2003.

Where an enterprise avails itself of this
transitional provision in the preparation
of its financial statements, it should com-
ply with paragraphs 29 and disclose, by
way of a note to its financial statements,
the financial impacts of the departure (i.e.
capitalising instead of expensing off) on
the enterprise’s net profit or loss, asset,
liabilities and equity for each period pre-
sented.

Comment deadline : 30 September 2001

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○
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plan assets, that excess must be amortised
over a period not longer than the estimated
average remaining working lives of em-
ployees participating in the plan. Faster
amor tisation, including immediate income
recognition for all actuarial gains and
losses, is permitted if an enterprise follows
a consistent and systematic policy.

• Past ser vice cost should be recognised
over the average period until the
amended benefits become vested.

• The effect of termination, curtailment,
or settlement should be recognised
when the event occurs.

Other Long-term Employee Benefits
• includes vacations, holidays, accumulat-

ing sick pay, retiree medical and life in-
surance, etc.

• actuarial gains and losses and past ser v-
ice cost are recognised immediately.

Termination and Equity
Compensation Benefits

Termination Benefits
Recognised as a liability and an expense

when and only when, the enterprise is com-
mitted to (a) terminate an employee before
the normal retirement date or (b) provide ter-
mination benefits as a result of an of fer made
in order to encourage voluntary redundancy.

Equity Compensation Benefits
Equity compensation i.e. shares, share

options and other equity instruments issued
at less than fair value, also, cash payments
depending on the future market price of the
enterprise’s shares. The proposed standard
requires cer tain disclosures about such
benefits, but does not specify recognition
and measurement requirements.

The proposed standard will be effective
for accounting periods beginning on or af-
ter 1 January 2003.

Members who wish to obtain a copy of
the above exposure drafts are requested
to write-in to :

The Standards Department,
Malaysian Institute of Accountants,

Dewan Akauntan
2 Jalan Tun Sambanthan 3,

Brickfields, 50470 Kuala Lumpur
Fax :  03-2273 1016

(Attention :  Mohd Hazrul Che Rahim)
or e-mail :  technical@mia.org.my

Comment deadline : 20 November 2001

M A S B

A C C O U N T I N G

MASB ED 33 —
Employee Benefits

MASB ED 33 when adopted as
a final MASB Standard will
supersede MASB Approved

Accounting Standard IAS 19, Accounting for
Retirement Benefits in the Financial Account-
ing Statements of Employers. The proposed
standard should be applied by an employer
in accounting for employee benefits.

The five categories of employee benefits
covered by the proposed standard includes :

a) short-term employee benefits, i.e. wages,
salaries and social securities contribu-
tion, paid annual and sick leave, profit
sharing and bonuses (if payable within
12 months of the end of the period), and
non-monetary benefits, i.e. medical care,
housing, cars and free or subsidised
goods or services for current employees;

b) post-employment benefits, i.e. pensions,
other retirement benefits, post-employ-
ment life insurance and medical care;

c) other long-term employee benefits includ-
ing long-service leave or sabbatical leave,
jubilee, other disability benefits, and, if not
payable wholly within 12 months after end
of the period, profit sharing, bonuses and
deferred compensation;

d) termination benefits; and

e) equity compensation benefits.

Short Term Employee Benefits
� wages, salaries and social security con-

tributions
� shor t term compensated absences
� profit sharing and bonuses
� non-monetary benefits

Recognition & Measurement

• Recognise the undiscounted amount of
shor t term employee benefits expected
to be paid in exchange for that service :

a)as a liability, after deducting any amount
already paid; and

b)as an expense, unless another MASB
Standard requires or permits the inclusion
of the benefits in the cost of an asset.

Post-employment Benefit Plans
Classified as either defined contribution

plans or defined benefit plans

Defined Contribution Plans is defined
as post-employment benefit plans under
which an enterprise pays fixed contribu-
tions into a separate entity (a fund) and will
have no legal or constructive obligation to
pay further contributions if the fund does
not hold suf ficient assets to pay all em-
ployee benefits relating to employee ser-
vice in the cur rent and prior periods.

Defined Benefit Plans is defined as
post-employment benefits plans other than
defined contribution plans.

Recognition & Measurement

Defined Contribution Plans
• An enterprise should recognise the con-

tribution payable to a defined contribu-
tion plan in exchange for the service of
an employee :

a)as a liability, after deducting any contri-
bution already paid; and

b)as an expense, unless another MASB
Standard requires or permits the inclusion
of the contribution in the cost of an asset.

Defined Benefit Plans

• Current service cost should be recog-
nised as an expense.

• Requires to use the Projected Unit Credit
Method (an accrued benefit method) to
measure their pension expense and pen-
sion obligation.

• The discount rate is the interest rate on
high quality corporate bonds of maturity
comparable to plan obligations.

• Measure plan assets and reimbursement
rights at fair value.

• Present defined benefit obligations net
of plan assets. Present reimbursement
rights as a separate asset.

• A net pension asset on the balance sheet
may not exceed the present value of avail-
able refunds plus the available reduction
in future contribution due to a plan surplus.

• If the net cumulative unrecognised actu-
arial gains and losses exceed the greater
of (a) 10% of the present value of the plan
obligation and (b) 10% of the fair value of

○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○ ○
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MASB Invites Public Comments on its Exposure Draft on

Investment property
T

he Malaysian Accounting Stand-
ards Board (MASB) recently pub-
lished and distributed an exposure

draft on investment proper ty, MASB ED
31 and invites members of professional ac-
countancy bodies, public-listed companies,
regulators, individuals and other interested
organisations to comment on the draft.

Raja Datuk Arshad Raja Tun Uda, Chair-
man of the MASB said : “The proposed
standard on investment property was de-
veloped to prescribe the accounting treat-
ment for investment property and related
disclosure requirements.”

MASB ED 31 is based on International
Accounting Standard (IAS) 40, Investment
Proper ty which defines investment prop-
erty as proper ty (land or a building — or
part of a building — or both) held to earn

rentals or for capital appreciation or both.
Explaining the details of the proposed

Standard, Raja Arshad said, “This proposed
standard provides more definite guidelines
to determine whether a proper ty should
be classified as investment property the cri-
teria of which is explained in great detail
in the exposure draft. The determination
of whether a property is an investment
property is impor tant because MASB 31
advocates the fair value model or the cost
model for the subsequent measurement of
investment proper ty. Unlike the revalua-
tion model which is applied to certain non-
financial assets e.g. property, plant and
equipment, under the fair value model, all
changes in the fair value are recognised in
the income statement. Under the revalua-
tion model, increases in carrying amounts

above a cost-based measure are recognised
as revaluation surpluses.

The existing standard, MASB Approved
Accounting Standard IAS 25, Accounting for
Investments, allows a choice of four account-
ing treatments for investment property. With
the introduction of MASB ED 31, either the
fair value model or the cost model will be
applied. This should enhance comparability
of financial statements of enterprises. The
additional disclosure requirements of MASB
ED 31 will also enhance comparability.”

The Chairman urged interested parties to
comment on the Exposure Draft before 28
September 2001. Copies of the Exposure Draft
are available free of charge at the office of the
Malaysian Accounting Standards Board, Suite
5.01-5.03, 338 Jalan Tuanku Abdul Rahman,
50100 Kuala Lumpur. Tel :  03-2715 9199. AN
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Lately I’ve been thinking about old
TV programmes. Especially those
that marked the high point of my
waking hours when I was of school

age. (Can you tell I didn’t have much of a life
back then?) Two series from rather different
eras come to mind — I Dream of Jeannie and
Dallas. If you and I are of roughly the same
age and share the same taste in Hollywood
exports, you’ll remember the actor who was
the common denominator, Larry Hagman.

Although Dallas subsequently cata-
pulted him to superstardom, I never liked
J.R. Ewing; to say I found him the most re-
pugnant character of my TV-centric youth
wouldn’t be putting too fine a point on
things. However, Hagman’s earlier Major
Anthony Nelson character in Jeannie was
— to my mind — most appealing.

Part of that opinion had to do with my
far greater admiration, back then, for self-
deprecating astronauts than conniving oil-
men. Even today, with my daily profes-
sional preoccupation with money dynam-
ics, my preferences haven’t changed. I’d
much rather look up at the stars on a moon-
less, clear night than down at a column of
numbers any day. But bills have to be paid.

As an accountant, you know all about the
reality of such bills! As well as about cashflow,
income, expenses, compound interest, and
even casting errors (of the non-Hollywood
variety). You also know that you, my clients

and I have a far greater chance of finding a
genie in a bottle than we do of becoming bil-
lionaires by striking oil in our backyards.

Because we live in Malaysia, even if we
did accidentally unear th a gusher of black
gold through over-exuberant digging, we’d
find the crude belonged to the government
and not to us.

Them’s the breaks, as some r ustic Ameri-
cans might put it. And it was one of their
countr ymen, John Paul Getty, who suppos-
edly gave this formula for becoming rich :
“Rise early, work hard, strike oil.”

For us, only the first two bits are good
advice. But if, in the midst of working for
our money, we also adhere to the wisdom
of looking for ways in which our money can
work for us then one day we won’t need to
rise too early or work too hard.

Frankly, regular people like you and I
only have two choices :  to always live hand
to mouth and never grow rich, or to com-
mit to a lifestyle of consistently spending
less than we earn and investing the dif fer-
ence in growth assets. The first choice is
how most people — by my estimate, 90 per
cent, (I’ll come to the derivation later) —
will continue to wend their way through
the decades. The second choice is the road
less travelled; and is the far better way.

Of course, there is the always popular
third choice :  to tr y and get rich quick. But
the gover nment’s recent adver tising blitz
against such schemes (a.k.a. Skim Cepat
Kaya) should raise alarm bells in your head
about the viability of tantalising stories

cooked up by crooks intent on placing an
enormous amount of geographic terrain
between your money and your wallet.

So, if choice one is unpalatable and
choice three unwise, that leaves us with
choice two — the long, slow way. But
merely reading a column like this is not
going to change your life.

What’s required is a three-step process.

Step 1 Read this piece in its entirety.

Step 2 Use what you learn here to objec-
tively assess your wealth-accumu-
lating propensity.

Step 3 Either make necessary changes
to bad financial habits or continue
with your good ones.

It is a basic axiom of modern life that we
can’t manage what we can’t measure. That
is why a central module of my own finan-
cial planning approach is built upon the
work of two American marketing profes-
sors Dr. Thomas J. Stanley and Dr. William
D. Danko. Five years ago, they co-wrote
The Millionaire Next Door. It has since be-
come the definitive text on the real life-
styles of the low-key, unassuming rich.

Their book explored the specific traits
that have led the majority of American mil-
lionaires to succeed. It also delved into the
habits and perceptions that stand in the
way of building a seven-figure net worth.

Since the book has been around for half
a decade, I was startled that not one of the
19 retirees and pre-retirees I taught at a one-
day retirement planning workshop, re-

M O N E Y  T R E E
F I N A N C I A L  P L A N N I N G

Take The Sure, Slow,
Steady Train to Riches
By Rajen Devadason

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

Not surprisingly, entropy also works in our financial

lives. This regular feature represents Akauntan Nasional’s
(AN) serious bid to educate all Malaysians of the need for
wise adherence to sensible financial planning principles
and strategies. Each accountant is a centre of influence —
in your of fice, to your colleagues and clients; and in your
home, to your family. Money Tree is thus designed to help
you learn and then teach — in steps — all that is impor-
tant in crafting a life of financial abundance, bounty and
contentment.
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cently, had read it. All the participants were
integral cogs of the multinational Kumpulan
Guthrie Bhd. (And I must admit, despite this
glaring omission in their reading list, that
class was populated by many who had done a
commendable job preparing for retirement.)

As a result of extensive research done on
wealth distribution demographics within the
US, Stanley and Danko derived this simple
formula to calculate a person’s expected
level of wealth. For those of you with the
paperback Pocket Books version of their
book, you’ll find the relevant description on
page 13. In lay terms, this is how you work
out your expected net worth :

First, jot down your age in years. Sec-
ond, work out your pre-tax annual house-
hold income from all sources except inher-
itances and other one-off windfalls. Multi-
ply those two numbers.

Third, divide the product by 10. Fourth, sub-
tract any inherited (or one-off) wealth. That
number is what your net worth should be.

Since you’re highly numerate, I’ll aban-

don the wordy description in favour of a
mathematical formula :

Exp – W = {(A x I) x 10%}

where, Exp is expected wealth, W is the
quantum of any inheritance or windfall, A is
your age, and I is your pre-tax annual income.

If we do a little bit of algebraic rearrange-
ment, we end up with :

Exp = {(A x I) x 10%} + W

Look at that formula. You’ll notice three
things. The older you are, the more wealth
you are expected to have accumulated.
Ditto for your pre-tax income. And, should
you have been for tunate enough to receive
a one-off windfall, your expected level of
wealth is elevated by precisely that amount.

Although this formula was derived from
marketing and demographic research
done in the US, I have found that it applies
well to the Malaysian context.

This simple formula, which I have written
and spoken about extensively (always taking
care to attribute Stanley and Danko), is a use-

WEALTH THROUGH
OIL OR SWEAT?
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ful mathematical indicator of your tendency
to accumulate or consume wealth. However,
its range of applicability is limited to working
adults who haven’t yet retired. (I just managed
to get away that proviso with my Guthrie
group because my class was either poised to
retire or had just entered retirement a few
short months before. This allowed them to
use the average of their annual earnings from
1998 to 2000, for the ‘I’ portion of the formula.)

Anyway, that’s how you derive your ‘ex-
pected’ net worth. For now, keep reading;
later, I’d like you to do so for yourself.

For the next bit to make sense, let me draw
a parallel with an old fashioned method of
IQ determination. When you were a kid —
perhaps around the time I was watching the
first Malaysian airings of the slimmer, friend-
lier version of Larry Hagman opposite the
magical Barbara Eden — do you remember
taking simple IQ tests? In those days, a child’s
IQ was worked out by taking his mental age
(as measured by a test of some sort) and di-
viding it by his actual chronological age.

So, if a 10-year old per formed in his IQ
test as well as an ‘average’ 13-year old was
expected to, then his IQ was deemed to be
= (13/10) x 100 = 130. Needless to say, the
methodology of IQ determination for adults
is rather different, far more sophisticated,
and not something I’m qualified to wax elo-
quent about. But you should get my drift.

In the context of determining a person’s
wealth accumulation quotient (WAQ) —
which I pronounce ‘whack’ — a similar re-
lationship is seen.

A person’s actual net worth or wealth level
in WAQ determination corresponds directly
to a child’s actual mental age in old-style IQ
calculations. This individual’s expected net
worth or expected wealth (Exp) then cor-
responds to a child’s chronological age.

Mathematically, this can be represented
as :
WAQ = actual net worth/expected net worth.

If you’re interested in running the num-
bers for yourself, use the Stanley-Danko
formula, Exp = {(A x I) x 10%} + W, to cal-
culate your expected net worth.

But what about your actual net wor th?
As it turns out, that’s simplicity itself.

You should already have it listed out in
your net worth statement. Just in case you
haven’t, spend a bit of time building one. You
probably won’t need any help in that depart-
ment, but for the sake of completeness I’m

 “I can wait till

   the cows come home,

         I’m not going to strike

oil! Perhaps what I

   really need to do is

       work smart?”
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including a net worth template.

Your net worth today is the current mar-
ket value of all your assets minus that of
all your liabilities. I believe our present is
built upon the foundation of all our yester-
days. In simple language, this means your
current net worth is the result of all your
past economic decisions.

So, if you’re happy with that number, con-
gratulations! But if you aren’t, don’t despair!
Even if too many past economic decisions
have been wrong ones, there is always tomor-
row. For as long as there is breath, there is
hope and the chance to make things better.

The Guthrie group was quick to catch my
drift. When I asked for the logical extension
of ‘our present is built upon the foundation
of all our yesterdays’, the almost synchro-
nised (unrehearsed!) response was ‘our fu-
ture will be built upon our foundation today’.

In a bid to solidify that present founda-
tion, we’ve looked at two simple formulas.
Used in concert, with reference to your ac-
tual net worth statement, you will be able
to use them to derive your personal WAQ.
The WAQ is a simple number.

But what does that number mean?
Based on Stanley and Danko’s book,

which I urge you to rush out and buy (and
then read for yourself!), people fall into
three main categories.

Let me introduce you to three hypotheti-

 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

Net Worth Statement

Note :  The writer, a financial planning consult-
ant and trainer, is co-author of the best seller
Financial Freedom — Your Guide to Lifetime Fi-
nancial Planning and its just released sequel Fi-
nancial Freedom 2 — Through Malaysian Equi-
ties and Unit Trusts, (publisher :  KL MUTUAL).
He welcomes questions and comments on any
aspect of personal finance in Malaysia. Feel free
to ‘snail mail’ c/o Akauntan Nasional or e-mail
rajendevadason@yahoo.co.uk.
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modest circumstances, Peter’s expected
wealth level = {35 x 28,000 x 10%} + 2,000 =
RM100,000. His WAQ = actual wealth/ex-
pected wealth = 300,000/100,000 = 3.00.

What do those three dif ferent WAQ val-
ues mean?

According to Stanley and Danko, those
with a WAQ of less than 0.5 are deemed to
be under accumulators of wealth. Those
with a WAQ of between 0.5 and 2.0 are av-
erage accumulators of wealth. And those
with a WAQ of more than 2.0 are prodi-
gious accumulators of wealth.

Using the logical acronyms, we find that
Ung is a UAW, Alice an AAW, and Peter a
PAW. (I pronounce those abbreviations
‘yoo-aw’, ‘aw’ and ‘paw’.)

Malaysians who are slated to do best in
the game of managing their finances and
accumulating significant wealth in the dec-
ades ahead are the PAWs. I hope you fall
in that categor y. To find out, just determine
your WAQ to see if it is more than 2.0.

My ongoing (far from complete) research
suggests that no more than 10 per cent of
Malaysians fall in that categor y, which
leaves perhaps 90 per cent outside it.

If you are among the wise few, just con-
tinue doing what you are doing well. How-
ever, if you are not a PAW — and especially
if you have a WAQ of less than 1.0 — I urge
you to scrutinise your situation and focus on
improving your personal wealth standing.

Even if J.R. Ewing never had to wor ry
about such mundane matters, you and I
should. I suggest you do three things :

Work toward reducing your debt;

Optimise the use of your excess
cashflow; and

Beef up your portfolio.

One definition of genius is consistently
doing the simple things well. If we were to
work on just those three areas, consist-
ently, it is likely we — like Major Tony Nel-
son — will one day find our own brand of
liberating ‘magic’.
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cal characters — with impossible names —
to illustrate this. We have Ung Spendalot,
Alice Average and Peter Poweranger.

Actual Expected

Wealth Wealth
  Person (RM) (RM) WAQ

 Ung Spendalot 100,000 400,000 0.25

 Alice Average 200,000 160,000 1.25

 Peter Poweranger 300,000 100,000 3.00

Ung, Alice and Peter derived their actual
wealth from their individual net wor th
statements. Once again, the Stanley-Danko
formula for expected wealth is :

Exp = {(A x I) x 10%} + W
Ung Spendalot is a 50-year old single

lady. She earns a pre-tax annual income of
RM75,000, and received a RM25,000 inher-
itance from her aunt last year. Sadly, she
blew the whole windfall amount on a round-
the-world trip that also depleted her scant
savings. Her net worth statement shows
that she has gross assets worth RM500,000
and total liabilities in the r egion of
RM400,000. Her actual wealth, therefore,
is RM100,000. But her expected wealth
level = {50 x 75,000 x 10%} + 25,000 =
RM400,000. Her WAQ = actual wealth/ex-
pected wealth = 100,000/400,000 = 0.25.

Alice Average is a far more restrained 36-
year old. She earns a pre-tax annual income
of RM44,000, which includes a one-month
contractual bonus. Her father gave her
RM1,600 for her last bir thday; it’s the first
time he’s ever given her such a large cash
gift. Alice chose to save half and use the
other half to upgrade her PC’s hard drive.
Alice has gross assets of RM300,000 and li-
abilities totalling RM100,000. Her actual
wealth equals RM200,000. Her expected
wealth level = {36 x 44,000 x 10%} + 1,600 =
RM160,000. Her WAQ = actual wealth/ex-
pected wealth = 200,000/160,000 = 1.25.

Despite Peter Poweranger’s impressive
name, he is a janitor for an office block in
KL’s Golden Triangle. Peter augments his
meagre earnings there by selling nasi lemak
from 6a.m. to 8:30a.m. He is 35, and makes
RM28,000 a year. Last month his grandfa-
ther passed away, leaving him RM2,000.
Peter gave 10 per cent to charity and in-
vested the rest. He has gross assets of
RM300,000 and no liabilities, so his actual
wealth stands at RM300,000. But given his

AS AT
(1.8.2001)

Assets RM

Money in bank a

Present value of
investments a

EPF a

House a

Car a

Others a

Total A

Liabilities RM

Family loans l

Credit Card balances l

Mortgage l

Car Loan l

Others l

Total L

Net Worth         = A minus L
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Analysing Business
Information to
Improve Sales

B U S I N E S S / P R A C T I S E
TECHNOLOGY

Ready access to data allows better
use of limited resources. The mo-
ment that data is electronic (not

paper), it can be managed and monitored
more accurately, resulting in a better un-
derstanding of the ebbs and flows within
your business.

We all know that a failure to understand
and monitor developments can lead to a
loss of control. A business needs to achieve
breakeven sales (enough sales to cover
business costs) to judge whether it is mak-
ing a profit or loss. To do this, it needs to
monitor sales, along with fixed and variable
costs, to determine if it is making a profit.

In a rapidly evolving, competitive envi-
ronment, using traditional paper-based sys-
tems, which are slow and potentially dis-
organised, could be cour ting disaster. And
that’s not even taking into account the need
to monitor and control cash and working
capital, debtors, stock and creditors.
Should you manage to do that, you will be
on the way to managing growth. A tough
task if this means pouring through numer-
ous filing cabinets every month. Yet, too
rapid an expansion can be equally disas-
trous, leading to negative or poor cash flow.
However, the smart businessperson will
use IT tools to help manage and achieve
this business growth.

Using Spreadsheets
For day-to-day analysis, accounting software

and spreadsheet programmes will prove in-
valuable. Spreadsheets lend themselves to a

number of financial planning applications be-
cause they can recalculate results instantly if
any single figure is changed. This is particu-
larly useful for a “What if?” analysis (for ex-
ample, what if my suppliers change their
prices by five per cent, or what if my sales in-
crease by 10 per cent?). The range of tasks

that a spreadsheet can perform is enormous.
It can be used for key financial ratios, job cost-
ing, cash flow forecasts, business plans, budg-
ets, order scheduling and timetabling.

Any production process that uses a
number of materials to produce a range of
items can have its costing process simplified
by using a spreadsheet. For example, a baker
can set up a spreadsheet file to display his
recipes, calculate the production costs for
each batch, and the selling price for each item
given a required profit margin. When the
costs of ingredients change, the updating of
one list — the ingredient costs section of the

spreadsheet — will result in an immediate
update of batch costs and selling price.

As familiarity grows, spreadsheets can
be developed to calculate things such as
economic order quantities, most profitable
product mixes, and so on. Using a
spreadsheet makes it very simple to main-
tain breakeven charts, to calculate sales
trends and to look for correlations.

Accounting Applications
Accounting work is also much easier and

quicker with a good software package.
There is a wide range of applications on
the market for handling business account-
ing routines such as sales, purchase and
nominal ledgers, managing stocks, debt-

Creating and sharing information is the life-blood of business. Yet
understanding how a business is progressing, by accessing
information quickly or in an overview format, is not always easy.
For small businesses, however, this is a critically important task.

“A spreadsheet can perform

a range of tasks. Any pro-

duction process that uses a

number of materials to pro-

duce a range of items can

simplify its costing process

by using a spreadsheet.”
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ors and creditors, and expenses.
There are also important computer ap-

plications, along with related applications
such as stock recording and payroll,
which can be calculated with this account-
ing software. If you employ a number of
people, a payroll system will greatly
streamline the arduous task of calculat-
ing wages, tax and National Insurance.
Some software suppliers have combined these
programmes to form an integrated package
of accounting routines. These allow you to
monitor and cost the time that employees
spend working on various client accounts.

Keeping Track
Using relationship programmes (databases

where related information is stored across

separate units called “tables”), you can track
a job all the way from the original order —
from receiving a customer’s order, through
the manufacturing process, to shipping and
delivery. Such systems can be graphical and
easy to use. And as soon as information has
been entered into the system, it can be shared
over a network with other departments, such
as accounts. It can also feed efficiency data
into a spreadsheet, to help understand ef fects
on profit or loss. This enables you to see what
particular jobs make money and where your
company is making a loss.

Storage Options
Electronic storage of data relating to all

aspects of your business helps you better

understand business performance, where
danger areas lie, or in which areas you
should be concentrating. Ready access to
data allows better use and management of
limited resources, with the additional bo-
nus of minimal space requirements.

The impact of all of these methods on
your business can be profound and can al-
low up-to-date assessment of your firm’s

progress. To recap, you can use :

� Spreadsheets for monitoring sales and
costs, enabling you to control break-even
sales and perform financial analysis.

� Accountancy programmes to manage pay-
roll, National Insurance and tax liabilities.

In addition :

� Storage media such as CD discs can con-
tain vast quantities of information on a sin-
gle disc — ideal for archiving company files.

� A single computer network can allow
everyone in a firm to share common in-
formation, from phone books to accounts
to a photographic archive, and work on
documents collaboratively.

� The same information can be transmit-

ted rapidly within the company via e-
mail, and then anywhere in the world
via the internet.
� Mobile communications allow em-
ployees to tap into the network or receive
information when they are on the road.

Using these methods, you can ac-
cess valuable database information in
seconds, using less space than before,

helping you understand the business more
effectively and run it more efficiently. Fur-
thermore, with a network, data can be col-
lated from different sources and integrated
into a single document.

This notion is already commonly applied
in modern business software, which can
easily combine a spreadsheet, manage-
ment report and photograph — each of

“With a network, all types of data

can be collated from different

sources and integrated into a

single document — you can easily

combine a management report,

spreadsheet and photograph.”

which could be prepared by a different
member of staff.

Networking and Archiving
Networking and archiving of material al-

lows all this information to be shared and
allows fast, more ef ficient understanding
of the business. Word-processed docu-
ments and spreadsheets can exist side-by-
side or even in the same integrated appli-
cation, and can be called up on a screen,
or printed out, in seconds.

Using this information, along with your
spreadsheets and accounting information,
should allow you to formulate a growth strat-
egy that tracks business and anticipates de-
mand, which helps give you the advantage. AN
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E T I Q U E T T E

B E T T E R  L I F E
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AN

When faced with an army of
cutlery, stay put, finish the soup —
but for god’s sakes don’t slurp it

A t one of ficial state dinner, as a VIP
 guest drank from his finger bowl,

Queen Elizabeth calmly did the same —
demonstrating the true virtue of a good
host. It’s easy to forget fine dining etiquette
nowadays, especially when your food
agenda revolves around fast food outlets and
street-stall chow downs. So when the meet-
ing calls for Michelin-worthy restaurants,
we all get clammy hands and nervous spells.
Amid the range of a commanding cutler y,
your first instinct would be to run and hide.
But relax. Eating correctly is easier than you
think. The trick to do it is to watch how oth-
ers handle their food. Here, a quick look at
how the freshie can survive fine dining.

Cutlery
If you are totally clueless on cutlery, just

follow the lead of others. Basically, you want
to work your cutler y in, starting with the
piece that’s laid out far thest from the plate.
So with each course that’s presented, you
pick up a new spoon/knife and if you do it
right, you’d have used all your cutler y by
the time you get to desser t. Dessert spoon
and fork are either brought along with the
dessert or placed horizontally over the plate
and parallel to each other.

Soup
Spoon soup away from your body, not to-

wards you. Sip, not slurp, the soup sideways
without putting the entire spoon in the mouth.
Slurping is probably the worst thing someone
can do to soup. When the bowl’s nearly empty,
sometimes it is acceptable to tilt it to get the
last bit. Again, tilt the bowl away from the body.
But the best way to finish up the soup is to
break a roll, dip it into the bowl and use it to
sponge the remaining soup. When you’re
done, place the used spoon on the soup plate,
and not leave it in the bowl.

Entrée
The fork and knife should be placed well bal-

anced on the plate when you’re pausing for a
drink. Place the fork on the left and the knife
on the right so that they crossover at the cen-

tre of the plate. Never
place used flatware on the
table. You don’t want to
dirty the tablecloth or get
other material on the utensil.

In really fine restaurants, busboys are
trained to ‘read’ the cutlery. So if you want
a second serving, your knife and fork should
sit on the right side of the plate. This basi-
cally allows room for more food to be placed.
When you are finished, pair up the knife and
the fork horizontally or diagonally in the
plate. The cutting edge of the blade should
be pointing towards you. As for the fork, it
can be placed upwards or downwards.

Hand food
Eating with your hands is acceptable for

certain foods. Again, if you’re not sure how
or when, look at the host or your neighbour
(but make sure he knows the proper eating
r ules too). Hors d’oeuvres, canapés,
crudités, sandwiches and small fruits and
berries on the stem are generally hand-
friendly foods. With artichokes, it’s best to
eat the leafs with your hands until you see
the heart, then use a fork and knife to cut it.
You can also pick on asparagus so long as
they’re not covered with sauce. Breads must
always be broken and never cut with a knife.
Others that can be eaten by hand include
cookies, chips, French fries, fried chicken
and burgers. While the food may be finger
lickin’ good, we suggest you reser ve the
rule only for Colonel’s fried chicken, and
not the cordon bleu establishment.

When food’s not good
The rule of thumb is :  food comes out

the same way it goes in. If you pop an olive
into your mouth using your fingers, remove
the pit using same. When you happen to
chew on steak fat and you want to spit it out,
it’s polite to bring the napkin to your mouth
and remove it discreetly. Never place half-
chewed food back on the plate — it’s sim-
ply bad manners. Except for fish, you can
pick the bones with your fingers since
they’re too fine to be taken out with the fork.

Table manners
One that’s often overlooked is proper way

to behave (and sit) at the table. This is as
equally important as using the right knife
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for your main meal. So sit, don’t slouch. El-
bows should be off the table at all times.
For the ladies, it’s very impolite to apply lip-
stick at the table. If you do need to touch
up, excuse yourself to the ladies’ room. Also,
you don’t eat of f other people’s plates when
dining formal — no matter how chummy
you are with your partner. And if you’re a
true gentleman, you will sit only after the
host and ladies have been seated.

The easiest way to fine-tune your eating eti-
quette is by practice. The more you get ac-
customed to fine dining, the better you are at
developing fine eating skills. So, bon appetit!

The warung warrior
Good eating habits at the stall? Read and

learn :
Don’t lick your knife. If it hasn’t already
cut your tongue, it’ll cut your suave sta-
tus to half.
For that matter, don’t lick any cutlery.
That goes for your spoon, knife and plate.
And please, don’t use the pointy edge
of the knife to scrape the spinach from
your teeth!
Absolutely no burping in public. Your
makan member doesn’t need to smell
your garlic breath from your naan just
now. If you have to, excuse yourself
from the table.
Sitting ‘apek’ style is permissible only
if you’re eating and playing mahjong at
the same time. You don’t want to look
like a loser when eating at the stalls.
If you do sit ‘apek’ style and happen to wear
shorts, make sure there’s something un-
derneath. Don’t turn off your fellow din-
ers’ appetites by some unsightly sight.
Stop sucking the ice cube and spitting
it back in the drink.
Don’t spit your food back on the plate. Spit
it into a paper napkin and do it discreetly.
When calling for the bill, please say ‘Ex-
cuse me, bro’ or ‘Bill, bro’, and don’t
scream ‘Hullo!’ at the top of your lungs.

No Burping, Please …
We’re Malaysians
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We all think that, given a little
luck, and a million or two, we
could be Getty or Rothschild.

But do you really have what it takes to be a
tycoon? When you handle money, does it
multiply or shrink? Could you keep your
finger on the pulse of a vast empire? Above
all, have you the nerve to take a gamble if
the odds look right?

When you sold your last car did you :
a. Make a profit.
b. Come out about right.
c. Let it go too cheaply to save any

trouble.

If you had an unexpected windfall
would you :
a. Invest it for a steady rate of interest.

b. Blow it.
c. Have a flutter on the stock market.

When you get the bill to renew an
insurance policy do you :
a. Pay it.
b. Ring round for some more quotes.
c. Throw it away.

If you were offered a less enjoyable
job at a bigger salary would you :
a. Accept it.
b. Refuse it.

c.    Need to think about it.

      When you swapped
things at school, were you :
a. The one who came out on top.
b. The one who later realised

he/she had been cheated.
c. The one who didn’t take par t.

      If you have a sixth sense
that a social get-together will
prove a problem, do you :
a. Trust your instinct and stay

away.
 b. Go. You are too rational to

be scared off.
 c. Go, but treat the guests with

caution.

     If you were offered a fas-
cinating job that would leave
you with much less leisure
time, would you :
a. Accept immediately.
b. Talk it over with your partner.
c. Refuse.

     Do you feel tired?
a. After work
b. Rarely
 c. Most mornings

Q U I Z

B E T T E R  L I F E

Could You Be a

BUSINESS TYCOON?
Everybody dreams that, given the breaks, they could be

another Rockefeller. But are you made of the right, ruthlessly

dedicated stuff? Try this quiz to find out.

If you are having a cel-
ebration in a restaurant
and you get cold soup,
warm white wine and
bad service, do you :
a. Become furious, but

say nothing.
b. Put the restaurant

on your blacklist.
c. Tell the manager

what you think.

If you were just leav-
ing the office and re-
ceived a massage say-
ing that a big deal on
the other side of the
world was running into
trouble, who would you
telephone first :
a. The pilot of your

private jet to tell him
to stand by.

b. Your jeweller to
arrange a consola-
tion prize for the
partner you were
about to take out.

c. Your man on the spot
to tell him what to do.
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You would like people to think of
you as :
a. Nice.
b. Successful.
c. Rich.

If a child was struggling with a puz-
zle would you :
a. Help.
b. Encourage.
c. Ignore the youngster.

Do you do something on impulse?
a. Never.
b. Often.
c. Once in a while.

If you were in a fast sports car with
an attractive passenger, would you :
a. Drive fast and enjoy it.
b. Drive fast to impress your companion.
c. Stay within the speed limit.

If you were asked to throw up your
job to join a team diving for a
sunken treasure ship, would you :
a. Think about your pension scheme.
b. Find out more about the expedition.
c. Start packing.

When you go shopping, do you find
the bill is usually :
a. More than you expected.
b. What you estimated.
c. Less than you feared.

What would you be more likely to
lose sleep over :
a. Money problems.
b. Troubles in your love life.
c. Neither. You always let your

worries wait until morning.

How many hours do you feel you
need to sleep :
a. Nine or ten.
b. Six or less.
c. Seven or eight.

For you, flying is :
a. The quickest way from A to B.
b. Hell.
c. Fun.

180-240 :  Your name isn’t Rockefeller
or Rothschild by any chance, is it? If
not, and if you have answered truth-
fully, what is holding you back? Don’t
tell yourself you just haven’t had the
chances. Tycoons aren’t given breaks.
They make them. Just be careful that
your ruthless ambition doesn’t mean
you trample over everyone you know.
And take some time of f from money-
spinning once in a while — you need
a break!

90-170 :  Sorr y, you don’t have that
extra edge that separates the tycoons
from the rest of us. You do get a con-
solation prize, though. You’ve got what
it takes to be a success. You can af ford
to aim quite high and not be disap-

CALCULATE YOUR SCORE

1. a. 0 b. 5 c. 10

2. a. 10 b. 5 c. 0

3. a. 10 b. 5 c. 0

4. a. 5 b. 0 c. 10

5. a. 5 b. 10 c. 0

6. a. 10 b. 0 c. 5

7. a. 10 b. 0 c. 5

8. a. 10 b. 0 c. 5

9. a. 10 b. 5 c. 0

10. a. 0 b. 10 c. 5

11. a. 0 b. 10 c. 5

12. a. 0 b. 10 c. 5

13. a. 0 b. 5 c. 10

14. a. 10 b. 0 c. 0

15. a. 0 b. 10 c. 5

16. a. 0 b. 10 c. 5

17. a. 5 b. 0 c. 10

18. a. 0 b. 10 c. 5

19. a. 10 b. 0 c. 5

20. a. 10 b. 0 c. 5

21. a. 10 b. 5 c. 0

22. a. 10 b. 0 c. 0

23. a. 5 b. 10 c. 0

24. a. 10 b. 5 c. 0

pointed. Don’t lose this talent to be
content with a happy moderation. If
you try too hard you may fail, and
blame yourself. Money can’t buy love,
but you probably have enough of both.

0-80 :  You will never make a tycoon in
a million years and you probably know
it. But then, you don’t really want to, do
you? For a start, you lack the single-
mindedness to dedicate all your work-
ing hours to making money. It’s wonder-
ful to be liberated from financial
fascinations, but just make sure you
don’t get into trouble. Bad money man-
agement, debt and hardship can in-
crease strain on personal relationships.
So, don’t try to be a tycoon — it’s not for
you — but do keep an eye on your cash.

Last time you thought about taking
an unsatisfactor y purchase back to
a shop :
a. You did.
b. You meant to, but didn’t.
c. You asked someone to do it for you.

At the end of the day do you usu-
ally feel :
a. You have achieved more than you

thought possible.
b. You have only got through half as

much as you planned.
c. Unhappy at having wasted so much

time.

Do you make decisions :
a. Quickly.
b. Agonisingly.
c. By default.

Do you feel :
a. You prefer to do things yourself.
b. You would be quite happy to let

someone else do them.
c. That choice would be a fine thing.

If you picture yourself as a tycoon,
do you see yourself :
a. Barking orders, studying repor ts and

hopping on your jet for a business trip.
b. Spending your for tune.
c. Worrying.
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Acommon workplace problem, no
matter how good your work-place

environment is, is that of clashing with
other co-workers. It’s happened to most of
us at sometime or someplace
and it could have happened for
any number of different rea-
sons. Rumours, stepping on
each other’s toes, messing up
another employee’s work
schedule and even simple back-
biting are the usual causes for
such mishaps.

You also might have reacted
in a number of different ways to-
wards this clash. You might
choose to ignore it, have it out
with your co-worker or pre-
ferred a cold war treatment.
More often than not, the solu-
tion would have resulted in hos-
tilities all round and great un-
happiness at the workplace, not to mention
the awfully awkward time it would have
given the rest of the employees. Some-
times, due to work place ethics, none of
these solutions may have been available to
you.

What you can and cannot do to resolve
the situation depends on where your posi-
tion is within the company. An employer
cannot be fighting with a clerk about some-
thing nasty that has been circulating
around. Nevertheless, there is a basic for-
mula that can be employed to alleviate mat-
ters all around. Generally, if you follow a
basic pattern of resolving your differences
with other people, you are more likely to
resolve the problem in an acceptable man-
ner to both parties, without regard to your
position.

In order to establish such a pattern, you
need to focus your thoughts on the matter
at hand. First of all, you need to regain con-
trol of your emotions as let’s face it :  the
situation escalated into a clash simply be-
cause one or both of you lost your tempers
and let your emotions control your
thoughts and actions. The absence of ra-

tional thought has been the downfall of
many relationships where a cool temper
and a kind word may have salvaged the
situation.

Often a heated argument starts only be-
cause one person didn’t take a couple of
seconds to censor what they were going
to say before they said it. It is hard to re-
main objective and stand quietly by when
another person is slinging mud and ready
to do battle for their cause. And unless you
are trained in some mystic tradition of the
East that allows you to keep calm within a
raging tempest, you are more likely than
not to be carried away by your emotions
and say something nasty in the heat of the
moment.

If it is possible to get away for a few min-
utes, you can gain by using that time to
calm down or at least get your thoughts
into some sort of focus. By staying calm
and objective, you project self-confidence
to others, which will also result in an in-
creased amount of respect from your op-
ponent and other co-workers within your
company. A cool rational head is always
preferred to a hotheaded one whose judg-
ment is clouded by anger.

Once you’re in control again, the next
thing to do is to review the situation. You
may or may not be able to keep calm, and

for most of us, the answer is not. However,
you should resolve to settle this as calmly
as possible by telling yourself that you will
not rise to the bait should one be dangled

in front of you. Consider the op-
tions that you have at this point.
Have you made a mistake or is
the whole thing your fault? If
you’ve made a mistake or it re-
ally is your fault, admit it, apolo-
gise and offer to correct it. If
you’re not the one at fault here,
what are the other options left
to you?

You can square of f and fight
or you can resolve to settle this
calmly. If you chose to fight, bear
in mind that it may just make a
bad situation worse. That is one
co-worker and his or her cro-
nies, who will not be in your cor-
ner anymore should you ever

come into a tight corner. On the other hand,
if you feel that you are justified in your
claims and that you have a cause to fight,
then by all means give it a go. Remember,
your actions and words are your responsi-
bility and no one can make you do or say
anything that you don’t want to.

If nothing seems to be working consider
bringing in a third party. Be open to the
other party’s suggestions. Usually, the
more willing you are to resolve a problem,
the more willing the other party becomes.
Sometimes, the only alternative is to ap-
proach a superior. If you feel that’s the only
option left, tell the other person before you
go to your super visor so that you are not
labelled as a ‘tattle tale’.

At all costs, avoid personal attacks. At-
tacking someone on a personal level re-
flects badly on you and vice versa. And don’t
discuss it with other co-workers. Keep the
problem between you and the other per-
son. This will establish trust with your
other co-workers. By following these sim-
ple guidelines, you can avoid a clash of the
titans and contribute towards a happier and
healthier workplace.

W O R K P L A C E

B E T T E R  L I F E

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 : 03-2274 5055 or Fax : 03-2274 1783
e-mail : maaa@mia.org.my

MALAYSIAN ASSOCIATION
OF ACCOUNTING ADMINISTRATORS

Editor for MAAA News : Low Han Men,  Aric

MAAA EXAMINATION — COLLABORATION WITH OPEN

UNIVERSITY OF MALAYSIA (UNITEM)
Report by Norzainah Mokhtar

Following the meeting with the National Accreditation Board (LAN) in July

2001, the MAAA-UM (FBA) Joint Task Force held a series of meetings to

develop the MAAA Diploma in Accounting (DIA) examination syllabus

that meets the requirements of LAN.

Besides fulfilling LAN’s requirements, the Joint Task Force has to ensure that

each paper meets the required standards in terms of relevancy. The DIA examina-

tion will be divided into four Stages comprising 25 papers with 89 credit hours.

Presently, the Joint Task Force is in the advance stage of reviewing the entire sylla-

bus before finalising for submission to the Ministry of Education (MOE) for its

approval.

One of the LAN requirements was that students have to register with an institu-

tion of lear ning to prepare themselves for the DIA examination. To overcome the

problem of students in smaller towns, who may not be able to have access to an

institution of learning, the Joint Task Force had to consider adopting the Open

University concept.

A meeting was held on 8 August 2001, between the Association and the Open

University of Malaysia (UNITEM). The Association’s President, Izhar Abd Kahar,

V ice President, Koo Yew Fook, Associate Professor Dr S. Susela Devi and Aric Low

Han Men who are members of the Joint Task Force Committee and accompanied

by the secretariat staff, Juliana Chan and Norzainah Mokhtar, met with Ramli

Bahroom, the Financial Controller of UNITEM, who also serves on the UNITEM

Management Committee.

At the end of the meeting, the Joint Task Force agreed in principle to collaborate

with UNITEM with regards to preparing students for the DIA examination. This

collaborative ef fort will enable students to register for the DIA examination via dis-

tance learning and still meet the requirements of LAN.

More meetings with UNITEM will be held to discuss the relevant working pa-

pers before formalising the collaborative arrangement.

MAAA WEBSITE
For members who are not aware, the MAAA Website was recently launched by

the President, Izhar Abd Kahar, at the recent Annual General Meeting held on 23

June 2001. Members are invited to visit the web site and offer their comments. The

MAAA Website can be accessed through :

• http://www.mia.org.my/mia/miaWeb.nsf/pages/MAAAContent

• http://www.mia.org.my under the “Sponsored Bodies” section.

IMPORTANT NOTE

Members who can be contacted by e-mail are requested to provide their

e-mail addresses to the Association for more efficient communication. Please

e-mail us at maaa@mia.org.my.

M A A A  N E W S
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In a quiet suburban neighbourhood in Tokyo, amid a landscape of
quaint rooftops dotted with potted plants, a
lone white minaret peeks out in the distance.
It offers a startling contrast to the low-lying
houses of Shibuya district. The minaret
belongs to one of Japan’s biggest ever
mosques to be built, the Tokyo Mosque.
The magnificent marbled walls and dome
stand proudly not only as a symbol of the
Muslim faith, but a testament to the
cordial relations that have long
existed between the Japanese
and the Muslim community.

While there are no clear records
of how Islam first came to Japan
the religion was thought to have

found a place in the intellectual images of the
Japanese in 1877. It was around this time that
a book on the Prophet Muhammad (PBUH)
was translated into Japanese, giving them an
insight into Islam’s history and culture. But
the first real Muslim community however
sprouted in Japan only in 1920. In the wake
of the Bolshevik Revolution during World
War I, several hundred Muslim refugees fled
the war-torn Russia. They included the
Turkoman, Tadjik, Kirghiz, Uzbek, Kazakh
and other Turko-Tatar Muslims from central
Asia and Russia. The anti-communist Japan
government gave these refugees asylum and
settled them in several main cities that in-
cluded Tokyo, Kansai and Nagoya.

Among the Turko-Tatar refugees was the
son of an Imam in Bashikiria, Kurban Ali.
Using his savvy political and diplomatic skills,
he managed to persuade the imperial govern-
ment to set up an office for the Turkish Mus-
lims not far from the site of the present
mosque. Soon after in October 1937, with do-
nations from the Muslims and other corpo-
rate concerns like Mitsui, Mitsubishi and
Sumitomo, as well as Japan’s leading shipping
magnate at that time, Kameshaburo
Yamashite, work began on Tokyo’s first
mosque. It was opened on Maulud day (birth
of the Prophet Muhammad PBUH) 12 May
1938, in an impressive ceremony with the
presence of top Japanese government officials
and diplomats from the Muslim countries.
Even back then the mosque’s cultural beauty
had drawn heavy interest in Islam among the

Marble
Wonder

By Anis Ramli

T R AV E L  A N D  L E I S U R E
J A PA N
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method, in which an external support is built
to stabilise a structure, often using it in the ex-
terior of his buildings to open the interiors. In
addition, Sinan was famous for designing
mosques as part of a complex, often incorpo-
rating many other establishments such as a
school, guesthouses and a hospital.

To highlight the best of the Classical Otto-
man Architecture, the Turkish government

engaged the help of Turkey’s top authority
in mosque constr uction, Hilmi Senalp.
Senalp created the basic design for the
mosque, splitting it into three levels to in-
clude a basement, a main prayer hall, and a
women’s prayer hall. Senalp also used mas-
sive numbers of Turkish marble specifically
imported for the project for his designs. The
marble slabs work not only for aesthetic pur-
poses, but help cool down the temperature
when the weather outside gets excessive.

When the mosque opened its doors on 20
June last year, it was also designated as a
Muslim cultural centre. The building’s base-
ment houses a guesthouse, a library, a multi-
purpose hall, residence and an of fice. The
most magnificent part of the building is the
dome, which stands at 23 metres tall. It is

supported by six pillars, two
of which are concrete-filled
steel tubes that represent a
synthesis of the Ottoman
T urkish architecture and
modern technology. It was
constr ucted using the truss
wall method, which involved
the installation of a tr uss
framework of metal laths and
the placement of concrete
atop that framework. The in-

terior of the dome is lavishly decorated with
verses from the Quran done in calligraphy.

The 16-sided minaret stands at 41 me-
tres tall and was constr ucted through the
placement of a cylindrical internal mould
and external moulds in three-metre stages.
It is this minaret that first catches the eye
and can be easily seen as soon as one steps
out of the Yoyogi-Uehara subway station.

Inside, the mosque is decorated with col-
oured tile windows and more calligraphy.
Verses from the Quran decorate many of the
walls, even the chandelier. The 99 names and
attributes of Allah are also etched all around
the interior walls. Altogether, the mosque oc-
cupies a whopping area of 734 square meters
with a total floor area of 1,476 square metres.

The mosque is at its liveliest every Friday
when the Muslim men gather for their Fri-
day afternoon prayers. Non-Muslims too
have frequented the mosque, often to satisfy
their curiosity at seeing this marble mansion
in the middle of a quiet neighbourhood.
While its unique architecture continues to
draw many to visit the mosque, for the local
Muslim community at least, the mosque rep-
resents a home away from home.

non-Muslim scholars as well
as the Japanese government.
The mosque functioned both
as a place of worship as well
as a meeting point for the
Muslim community until it
was demolished in 1986 after
falling into disrepair. In fact,
the present day mosque actu-
ally lies on this same site.

The present day Tokyo
Mosque began construction
in 1998 and took two years to complete. It was
a state project administered by the govern-
ment of the Republic of Turkey, that involved
both the Turkish people as well as the Japa-
nese. The whole project was estimated to have
cost more than three billion yen. While the
Turkish government provided a generous 1.2
billion yen to support the construction, dona-
tions from the various Muslim communities

also made this project possible.
The mosque’s elaborate details and fur-

nishings represent the works of 70 Turk-
ish craftsmen deployed to handle the fin-
ishing details. While they also worked on
the mosque’s religious requirements, the
Japanese firm Kajima worked on the main
construction to ensure the building con-
formed to the Japanese building codes.

The Tokyo Mosque is modelled after the
16th century mosques in Turkey designed by
its famous son Mimar Sinan (1489-1588). Sinan
was an exceptional architect in his time and
often adopted the designs of the Hagia Sophia
for his work. He was enthralled with buildings
whose central dome appears weightless and
in which the interior surfaces would appear
bathed in light. He was fond of the buttressing AN
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The Main Hall of MMU packed with people during the final stage of the Inter-Varsity
Accounting Quiz. Sitting at the front row are MIA Melaka Branch Committee Members (from
left) … Pion Yew Peng, Vice-Chairman of Education and Membership Committee; Ang Teck
Soon, Vice-Chairman of Financial Management and Accounting Committee and Abd Halim
Husin, Vice-Chairman of MIA Melaka Branch

Ng Eng Kiat (centre), President of MMU
Accounting Club presenting a souvenir to Lee
Hin Kan (left), Chairman of MIA Melaka
Branch. Standing beside them is Dr. Gauth
Jasmon, President of MMU AN

I N S T I T U T E  N E W S
M E L A K A

Inter-Varsity Accounting Quiz 2001

The Accounting Club of the Multimedia
University (MMU) recently hosted
an Inter-Varsity Accounting Quiz that

saw seven locally based universities vying
for the championship trophy and cash prize
of RM500. The event was officiated by Pro-
fessor Ghauth Jasmon, President of MMU.

In organising the Quiz, MMU sought the
assistance of the Malaysian Institute of Ac-
countants which provided cash sponsor-
ship, questions for the quiz and also four
judges comprising committee members of
the MIA Melaka Branch. Prior to the event
proper, MIA Melaka Branch held several
meetings with MMU to ensure the smooth
running of the Quiz. The Melaka Branch
committee members involved in this event
were :

1. Lee Hin Kan, Branch Chairman;
2. Abdul Hamid, Branch Vice-

Chairman;

3. Capt (PA) T.Y. Goh, Director of
Education and Membership
Department;

4. Piong Yew Peng, Vice-Director of
Education and Membership
Department;

5. Patrick Wong, Treasurer; and

6. Ang Teck Soon, Vice-Chairman
of Financial Management and
Accounting Committee.

Apar t from the host, the other partici-
pating universities were Monash Univer-
sity Malaysia, Universiti Islam
Antarabangsa (UIA), Universiti Putra Ma-
laysia (UPM), Universiti Malaya (UM),
Universiti Teknologi MARA (UiTM) and
Universiti Tenaga Nasional (Uniten). The
quiz was aimed at testing students’ under-
standing of the application and implemen-
tation of accounting procedures in addition
to giving them a better understanding of
the role and functions of the various pro-
fessional accountancy bodies in Malaysia.

28 July 2001, Multimedia
University, Melaka Campus

Each university was allowed to send a
maximum of two teams that comprised
four par ticipants each. A total of 48 stu-
dents took par t in the Quiz.

In the qualifying round, par ticipants
were required to do a set of 60 objective
questions in 30 minutes. According to the
students, the questions were fairly simple
and the challenge was against time. Of the
12 teams that par ticipated, only four were
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selected to enter the final round. They were
Monash University Malaysia, UM, Uniten
and host MMU.

The excitement was in the final round,
which consisted of three phases. The first
phase was short calculation where partici-
pants were required to write and show the
answers to the judges within the stipulated
time. Marks were disclosed for this phase.
The second phase involved objective ques-
tions, however the answers and marks
were not revealed for this phase. The third
phase was the quick answer phase where
the excitement peaked as whichever team
pressed the buzzer first got to answer. Par-
ticipants only needed to read out their an-
swers and the marks were disclosed. It was
a very exciting phase for both the partici-
pants and the audience as tension mounted
with each team trying to outdo the other.
Although host MMU was leading initially
and looked set to win, they were beaten
by Uniten by a mere one point. Uniten won
the championship trophy and cash prize
of RM500 while MMU and UM had to set-
tle for first and second runners-up respec-
tively, receiving RM300 and RM150 each
together with a trophy for each team mem-
ber. Each participant received a certificate
of participation.
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The MIA Melaka Branch delegation at a meeting with the Heads of
Departments of the Inland Revenue Board Melaka

The committee members for the MIA (Northern Branch) Toast-
masters Club for 2001/2002 (from 1 July 2001 to 30 June 2002)

are :

President Chan Choung Yau, CTM

VP Education Chin Wai Khim

VP Membership Samantha Lo, CTM

VP Public Relations Andrew Chee Ming Yau

Secretary Lim Beng Khoon

Treasurer Raymond Tan Gim Leong

Sergeant at arms Allan Tan Chong Yew

The Club meets every 2nd and 4th Thursday of the month at
8pm at the branch of fice (behind Citibank), Jalan Sultan Ahmad
Shah, Penang. Membership is opened to all MIA members, account-
ing graduates and students pursuing the professional examinations
of approved scheduled bodies under the Accountants Act 1967.
Spouses and children (18 years and older) may also join.

Invitation From MIA
Penang Branch

Toastmasters Club

P E N A N G

AN

Ramli bin Leen, Registrar of Companies, Melaka branch addressing
the MIA Melaka committee members, Abd Halim Husin, Vice Chairman;
Lee Hin Kan, Chairman and Venkatramanan, Chairman of the Public
Practice Committee

Courtesy Call on
Registrar of Companies, Melaka Branch

Date :  11 May 2001, Time :  3.30 p.m., Place :  Registrar of Companies, Melaka Branch

Venkatramanan, Lee Hin Kan, Ramli bin Leen (Registrar of
Companies) and Abd Halim Husin at the ROC Melaka office.

Courtesy Call on the
Inland Revenue Board
Date :  4 May 2001, Time :  3.30 p.m., Place :
Inland Revenue Board, Melaka Branch Office

Left to right: Abd Halim Husin, Lee Hin Kan, Penolong Ketua
Pengarah Cawangan, Ketua Pengarah Cawangan Melaka
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Dr. Mohd Sukor Mahfur, Director of
IRB Sabah totally agreed with the
smart partnership between account-

ants and the Inland Revenue. At the recent
dialogue with IRB organised by MIA Sabah
Branch, Dr. Mohd Shukor Mahfur was sup-
ported by his senior IRB officers from the
Kota Kinabalu, Sandakan,
Tawau, Labuan and
Keningau branches to an-
swer the numerous que-
ries raised by the more
than 60 practitioners and
tax agents present.

As a result of our
members’ requests, MIA
Sabah Branch and IRB
Sabah agreed to join
forces in organising a
one-day workshop on
Borang C and R for tax
preparers, tax agents
and tax payers alike in
Kota Kinabalu and all

Smart Partnership With IRB Sabah
organised by the MIA Sabah Branch PPT
Committee. With the change in self-as-
sessment and new forms and retur ns,
members are concerned with their added
responsibilities and liabilities as tax
agents and consultants. The dialogue was
attended by all senior managers, propri-

etors and par tners of
local and inter national
fir ms.

Members also ex-
pressed their reserva-
tions on the scale of
fees, S114, fees for tax
ser vices and right of
lien etc., to which the
Sabah Branch Chair-
person promised to
look into their concer ns
and raise the issues
with the appr opriate
committee or authority
for deliberation and
consideration.

(L-R) Poon Chiong Phui, Sabah Committee; Joshua Kong, member; Edward Lo,
member; Dr. Mohd Sukor Mahfar, IRB; Alexandra Thien, Sabah Chairperson;
Desmond Chu, Sabah Secretary; Tay Jin Tsan, member and Michael Tong, member

chapters of Sandakan, Tawau and Labuan
in the month of August. These workshops
aim to guide our members in how to prop-
erly fill-in Borang C and R on S108.

Many income tax issues and policies
were fur ther discussed at the Practition-
ers dialogue conducted at the MIA of fice

AN

In a move to strengthen relations with
regional offices of relevant authorities,
the Institute’s Penang Branch recently

organised courtesy visits to the Head of the
Inland Revenue Board-Bukit Mer tajam,
Sabin Bin Samitah and the Deputy Head,
Registry of Companies, Penang,
Radhakrishnan. Branch Chairman, Steven
Teh was accompanied by committee mem-
bers, Adelena Lestari
Chong, Andy Chew,
Fan Kah Seong and
Ng Swee Weng.

Steven expressed
the willingness of the
Institute to work
closer with the IRB
and ROC for mutual
benefit and for the
betterment of our na-
tion. Subsequently,
Sabin confirmed his
acceptance of our in-

vitation to sit in the Public Practice & Tax
sub-committee. Meanwhile, the ROC
Head, Har un has indicated that either he
or his deputy would attend the meetings
of the Secretarial Practice sub-committee.
The Branch is thankful to have representa-
tives of the authori-

ties in its sub-committee which would fa-
cilitate an ef fective platform to exchange
views, clarify issues and resolve dif ficulties
that members may encounter in the course
of providing tax and secretarial services to
the business community. AN

MIA Penang Branch Chairman, Steven
Teh (right), receiving a memento from
Sabin, the Head of IRB, Bukit Mertajam

Taxation and matters related to the accountancy profession were
among key issues being discussed between Sabin (left) and Steven
Teh (centre). Also around during this discussion was Andy Chew,
Honorary Secretary, as well as MIA Penang Branch committee
members
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Sabah welcomes new members after they receive their certificates from
Alexandra Thien in the MIA Sabah office

Practitioners at the meeting in the Sabah Office to discuss common
issues and problems relating to their duties and responsibilities

Chin Chee Kong was in stitches when he
presented a consolation prize (two brushes)
to Ms Chin, staff of a member firm, for
achieving the lowest score.

AN

T he Sarawak Branch Accountant
Games for badminton, bowling and
tennis was organised to foster greater

fellowship among members and encourage
interaction with graduates and accounting stu-
dents from member firms who will be our fu-
ture members. From these competitions, the
Sarawak branch selects her team representa-
tives to play friendly matches against other
professional and statutory
bodies. For the past decade,
accountants had not fared fa-
vourably in the field of spor ts
or games except when the
MIA Dart Team won the 2000
Inter-Professional Games.

Congratulations to our
champions — Lim Boo
Hiong and Tay Chek Hong
(badminton), T ing Hui
(bowling) and Allistair
Smith and Kelvin Lam (ten-

Are Accountants Poor Sportsmen, Sportswomen?

David Tiang (2nd from left), Simon Tan (centre) & Thomas Law (front)
celebrating with the bowling winners — Charles Lee (left), Allan Teo (right)
and Ting Hui (2nd from right).

S A B A H / S A R AWA K

Group photograph of accountants who participated in the tennis competition. Our
superman and partner (extreme left) are our super winners.

nis). We are counting on you.
Let us not forget that we cannot all be win-

ners and the real sportsmen are those who
dare to par ticipate against all odds. And
where are all the lady accountants? Where
are the 38 per cent? Are they too busy cook-
ing for their husbands, taking care of their
babies, climbing up their corporate ladders
or simply unable to find the time? We are in

the new millennium, man has walked on the
moon but have our women ventured out of
the dark ages into a darker one?

The MIA Sarawak badminton team defeated
the teams from ROC, ACCA and the Treas-
ury Dept while the bowling team did equally
well against the Press & Reporters.

Once again MIA takes the lead in organis-
ing the biennial Inter-Professional Games to

be played in October. This
year MIA Sarawak is better
prepared with team players
selected from competitions
played earlier in the year. The
favourites are the engineers,
doctors and lawyers as indi-
cated by history, but account-
ants will field our new found
talents together with more
mature and experienced
players and hope for com-
mendable per formances.



Akauntan Nasional September 2001

I N T E R N AT I O N A L  N E W S
C C S

The 27th Coordinating Committee on Services
Meeting in Hanoi, Vietnam — 27-29 June 2001

T
he 27th CSS meeting
was attended by count-
ries from the ASEAN

region — Brunei Darussalam,
Cambodia, Indonesia, Laos,
Malaysia, Myanmar, Philip-
pines, Singapore, Thailand
and Vietnam. This represents
the final leg of negotiations
under the Asean Framework
Agreement on Ser vices
(AFAS).

Information
on AFAS

It is noteworthy that the
ASEAN Framework Agree-
ment on Services which was
signed on 15 December 1995
in Bangkok, Thailand, seeks
to enhance cooperation in
ser vices amongst member
states, eliminating substan-
tially all restrictions to trade
in ser vices amongst member
states and liberalising trade in
services by expanding the
depth and scope of liberalisa-
tion beyond those under taken
by member s tates under the
General Agreement on Trade
in Ser vices (GATS) of the
World T rade Organisation
(WTO). The Fifth ASEAN
Summit called on member
states to enter into a first
round of negotiations, begin-
ning 1 January 1996 and con-
cluding no later than 31 De-
cember 1998, on specific com-
mitments on market access,
national treatment and addi-
tional commitments covering
all service sectors and all
modes of supply. It subse-
quently car ried out an initial
round of negotiations and con-

The Malaysian delegates with the Ambassador to Vietnam, HE Dato’
Zainal Zain. From left to right :  Teo Chee Hai, the Institute of
Surveyors Malaysia; Sazalina Kamarudin, MIA; Muthafa Yusof, MITI,
HE; Zarina Zakaria, MITI; Mrs Goh Joon Hai, Nik Hasyudeen Yusof,
MIA and Goh Joon Hai.

cluded a set of commitments
embodied in the Protocol to
Implement the Initial Package
of Commitments under the
ASEAN Framework Agree-
ment on Ser vices signed on 15
December 1997 in Kuala
Lumpur, Malaysia

 The 27th Meeting

At the 27th CCS Meeting,
Malaysia was represented by
officials from the Ministry of
International Trade & Indus-
tr y, Muthafa Yusof and Zarina
Zakaria. The Malaysian Insti-
tute of Accountants (MIA) was
represented by Goh Joon Hai,
Nik Mohd Hasyudeen and
Sazalina Kamarudin (accompa-
nying secretariat). There were
several working groups for the
CCS meeting — the construc-
tion, telecommunications and
business sectors.

Discussions on the business
sector (for accountancy that
includes bookkeeping, ac-
counting and auditing) were ta-
bled at the Business Sector
Working Group Meeting. The
other sectors in deliberations
were the construction and tel-
ecommunications sectors.

The CCS Meeting was also
held to discuss negotiations on
Mutual Recognition Agree-
ments and commitments to-
war ds meeting the Asean
Framework Agreement on
Services (AFAS).

During its visit to Vietnam,
MIA paid a cour tesy visit on
the Malaysian Ambassador to
Vietnam, HE Dato’ Zainal
Zain.

At the Coffee Break … Nik Hasyudeen with Antoieta Fortuna Ibe,
Philippines; Tint Swai, Counsellor from the Embassy of Myanmar
and Goh Joon Hai.

The delegates from Laos PDR and Zarina Zakaria from MITI in
the floral kurung with Singapore’s ICPAS President, Tan Boen Eng

AN
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A
fter extensive consultation with its
Standards Advisory Council, na-
tional accounting standard setters,

regulators, and other interested par ties,
the International Accounting Standards
Board (IASB) today announced its initial
agenda of nine technical projects.

IASB Chairman, Sir David Tweedie, ob-
served, “The IASB was formed with a
clear mandate — to promote convergence
on a single set of high-quality, understand-
able, and enforceable global accounting
standards. This is the first step towards
that goal. Four projects provide leadership
or convergence, which of course is our
Board’s primar y purpose, two others are
designed to make existing standards
easier to apply, and three more aim to
improve the basic standards we inherited
from our predecessor organisation. We’re
on our way.”

Projects intended to provide leadership

IASB Announces Agenda of Technical Projects
and promote convergence include :

� Accounting for Insurance Contracts

� Business Combinations

� Performance Repor ting

� Accounting for Share-Based Payments

Projects intended to provide for easier
application of International Financial Re-
porting Standards include :

� Guidance on First-Time Application of
International Financial Reporting Stand-
ards.

� Activities of Financial Institutions :  Dis-
closure and Presentation.

Projects intended to improve existing In-
ternational Financial Reporting Standards
include :

� Preface to Inter national Financial Re-
porting Standards.

� Improvements to Existing International
Financial Reporting Standards.

� Keidanren (Japan Federation of Economic Organisations)

� The Japanese Institute of Certified Public Accountants

� Tokyo Stock Exchanges

� Japan Securities Dealers Association

� Japanese Bankers Association

� The Life Insurance Association of Japan

� The Marine & Fire Insurance Association of Japan, Inc.

� The Japan Chamber of Commerce & Industry

� The Security Analysts Association of Japan

� Corporation Finance Research Institute, Japan

Japan Announces Establishment of the
Financial Accounting Standards Foundation

I
n February 2001, the aforementioned private-sector organisa-
tions, established a working committee to initiate the estab-
lishment of the proposed Financial Accounting Standards

Foundation (FASF), a private sector organisation to include the
Accounting Standards Board (ASB). The ASB is a body expected
to have responsibility for the development of accounting stand-

AN

� Amendments to IAS 39, Financial Instru-
ments: Recognition and Measurement.

In addition to these, 16 other issues are
being worked on by one or more of our na-
tional standard setting partners. The IASB
will be working with these partners, or at
least monitoring these efforts, in order to
ensure that any difference among national
standard setters or with the IASB is identi-
fied and resolved as quickly as possible.

In commenting on this second group
of issues, Sir David said, “This shows the
strength of our liaison relationship with
national standard setters. We intend to
operate as a partnership. We could never
deal with all of these issues alone, but we
can pool resources, monitor each others’
work and develop new standards to-
gether as we seek to remove the major
differences between our existing stand-
ards.”

ards in Japan; the FASF is expected to assume an oversight role
regarding ASB activities. The organisations named above have
worked together with the working committee, and are now pleased
to announce the establishment of the FASF, based on the neces-
sary approvals of the competent authorities.

The objectives of the FASF are to promote progress of corpo-
rate finance disclosure and soundness of the capital markets in
Japan by developing generally accepted accounting standards. The
FASF will also contribute to the development of a high quality set
of internationally accepted accounting standards.

The FASF will be managed by the Board of Directors and the
Trustees. The Board of Directors will assume responsibility for
fund raising, personnel affairs and general operations of the FASF.
The Trustees will be responsible for the selection of Directors
and Auditors and give advice on significant matters such as busi-
ness plans and budgets of the FASF. The ASB is structured to
independently develop accounting standards and implementation
guidance. In addition, the Theme Advisory Council will be formed
to consider the selection of ASB’s agenda items. For each agenda
project, a Technical Sub-Committee will be set up as a working
group.
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With regard to funding, from the view-
point of ensuring the independence and
stability of its operations, the FASF will
adopt a membership system that strongly
encourages participation from a wide
range of interested parties. It is expected
that membership fees will cover the oper-
ating expenditures of the FASF.

The FASF will start its activities soon
after its formal establishment so that the
ASB can immediately start functioning as
the new accounting standards setting body
in Japan. The ASB will have complete re-
sponsibility for the development of ac-
counting standards, which are essential in-
frastructure of the Japanese economy. The
ASB will develop accounting standards and

Basic capital :
100 million yen at inception (besides this,
endowment of the residual property of the
Corporate Finance Research Institute, Ja-
pan is planned in connection with the dis-
bandment of the Institute)

Number of secretariats :  10 (as planned)

Outline of the Accounting

Standards Board

Name :
Accounting Standards Board (abbreviated
as “ASB”)

ASB members :
To be announced shortly

Number of research staf f :
15 (as planned)

implementation guidance that appropri-
ately reflect the business environment of
Japanese companies. The ASB will also
communicate with the cor responding or-
ganisations abroad and contribute to the
development of global accounting stand-
ards by having a liaison relationship with
the International Accounting Standards
Board (IASB).

Outline of the Foundation

Name :
Financial Accounting Standards Founda-
tion (abbreviated as “FASF”)

Location  :
9 Kowa Building, 8-10, Akasaka 1-chome,
Minato-ku Tokyo

Australian Acounting Standards Board
Urgent Issues Group

T
he major items discussed at the Ur-
gent Issues Group meeting of the
Australian Accounting Standards

Board (AASB) on 26 July 2001 are outlined
below. The UIG agreed on one new Con-
sensus, which is subject to veto by the
AASB. The AASB is expected to consider
the Consensus at its 27 September meet-
ing.

Intragroup Non-Reciprocal Transfers
Consensus Agreed

The UIG reached a Consensus on ac-
counting by acquirers for assets pur-
chased from other entities in the same
economic entity for monetary or no con-
sideration through non-reciprocal trans-
fers or transfers with non-reciprocal com-
ponents. The Consensus requires such a
transfer to be recognised at the fair value
of the transfer. The difference between
the fair value of the transfer and the
amount of the consideration is to be rec-
ognised by the acquirer as revenue, un-
less the definition of “contribution by own-
ers” is satisfied, in accordance with Ac-
counting Standards AASB 1004 and AAS
15 “Revenue”. The Consensus applies to
reporting periods ending on or after 26

July 2001. Transitional provisions require
initial adjustments, where practicable, to
apply the requirements to previous intra-
group non-reciprocal transfers. Keith
Alfredson, the Chairman of the UIG, said :
“The Consensus clarifies the appropriate
accounting for non-reciprocal transfers
and components in intragroup acquisi-
tions, as there had been significant diver-
sity over whether revenues or equity con-
tributions should be recognised in such
cases. The Consensus prevents the ac-
quired assets and liabilities from being
recognised by the acquirer simply at the
amount of the monetar y consideration
given (if any), without consideration of the
fair value of the assets and liabilities trans-
ferred.”

Subscriber Acquisition Costs
(Telecommunications Industry)

At its meeting late in June, the AASB ve-
toed the proposed Abstract, which had
been agreed by the UIG at its 14 June meet-
ing. The proposed Abstract required incre-
mental direct costs incurred in obtaining
subscribers to telecommunications serv-
ices to be recognised as an asset only
where the asset definition and recognition

criteria (probability of future economic
benefits and reliable measurement) are
satisfied, with all other costs to be
expensed. The vetoed proposed Abstract
has no ef fect. The AASB remitted the pro-
posed Abstract to the UIG for further con-
sideration. UIG members agreed that a
revised Consensus should require direct
subscriber acquisition costs (both incre-
mental and fixed) to be recognised as an
asset where the asset definition and rec-
ognition criteria are satisfied, and amor-
tised over the period of expected benefit
(for example, up to the contract period,
where specified). The UIG also agreed to
change the transitional provisions, to re-
quire acquisition costs recognised previ-
ously as assets or expense, other than in
accordance with revised requirements, to
be written off or recognised (when practi-
cable) as assets respectively, with adjust-
ment against retained profits. A Consen-
sus is expected to be reached at the next
meeting. Alfredson noted:

“The UIG decided that an Abstract lim-
iting capitalisable subscriber acquisition
costs to direct costs would improve finan-
cial reporting practice, compared with hav-
ing no Abstract at all, and agreed to the
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change in approach. A revised Consensus
would be expected to apply to repor ting
periods ending on or after the day when
the Consensus is reached.”

Recognition of
University Operating Grants

The UIG discussed the veto of the pro-
posed Abstract (agreed at the June meet-
ing) by the AASB. The AASB had decided
that the general issue of accounting for
government grants was of such a magni-
tude that it would include the topic on its
agenda rather than remit the proposed
Abstract to the UIG for further considera-
tion. The vetoed proposed Abstract has no
effect. UIG members encouraged the
AASB to issue an authoritative pronounce-
ment on the matter as a priority.

Fair Value of Equity Instruments
Issued as Purchase Consideration
The UIG continued its discussion of

this topic, contrasting the approach in the
Draft Interpretation SIC-D28 (issued by
the Standing Interpretations Committee
of the International Accounting Stand-
ards Board) with that in Accounting
Standards AASB 1015 and AAS 21 “Ac-
quisitions of Assets”. The Standards state
that in some instances the price at which
marketable securities could be placed in

the market is a better indicator of fair
value than their market price. Members
agreed that a subcommittee should con-
tinue to address various factors that may
require a quoted market price to be ad-
justed to determine the fair value of eq-
uity instruments issued as purchase con-
sideration, such as escrow provisions, im-
pending listing of the instruments on an
exchange, and block premiums or dis-
counts. The UIG will  also consider
whether any Consensus should apply to
transactions from the date of Consensus
rather than to reporting periods.

Classification of
Resetting Preference Shares

The UIG discussed the features of reset-
ting preference shares with representa-
tives from the Commonwealth Bank and
Westpac Bank, such as the resetting of
dividend rights at periodic inter vals, and
the holders and issuers both having vari-
ous rights at reset dates. For example, the
holders may be able to conver t the pref-
erence shares into ordinary shares at a
discount or sell the preference shares to
a nominated third party. The issuer may
also have the right to convert the prefer-
ence shares into ordinar y shares. A ma-
jority of members took the view that re-
setting preference shares were not in sub-

stance conver ting financial instruments,
and that such financial instruments would
therefore be subject to the general classi-
fication rules of Accounting Standards
AASB 1033 and AAS 33 “Presentation and
Disclosure of Financial Instruments”. A
draft Abstract will be prepared for the next
meeting.

Controlled Entity becomes a
Joint Venture Entity or Associate
UIG members discussed the account-

ing for a controlled entity becoming a joint
venture entity or associate when it issues
new equity instruments to third parties.
The issue is whether revenues, expenses
or direct adjustments to equity should be
recognised. Members agreed that further
examples should be prepared to illustrate
the effect of the loss of control of the en-
tity and the initial application of the eq-
uity method of accounting, when appro-
priate.

Review of UIG Operations
Members continued to develop a survey

questionnaire concerning the structure
and activities of the UIG. Comments from
constituents will be invited on the basis of
the questionnaire as input to a review of
the UIG’s operations by the UIG and the
AASB.

AASB Releases
Proposed Revised Policy Statement on

“International Convergence and Harmonisation”

K
eith Alfredson, Chairman of the
Australian Accounting Standards
Board (AASB), announced today

the release of Exposure Draft ED 102 “In-
ternational Convergence and Harmonisa-
tion Policy” for comment by 28 September
2001. ED 102 merges and proposes revi-
sions to current Policy Statement 4 “Aus-
tralia — New Zealand Harmonisation
Policy” and Policy Statement 6 “Interna-
tional Harmonisation Policy” to r eflect
changes arising from the reconstitution of

the AASB and the International Account-
ing Standards Board (IASB) and also the
current strategy of the Public Sector Com-
mittee of the International Federation of
Accountants (PSC).

The proposed policy takes into account
the AASB’s role as one of the eight national
standard setters which have ongoing liai-
son relationships with the IASB as part of
the call by Sir David Tweedie, Chairman
of the IASB, for an international partner -
ship amongst the IASB and the national

accounting standard setters with the ob-
jective of making rapid progress toward the
goal of a single set of high quality global
accounting standards.

The main proposals of ED 102 are that
the AASB will endeavour to :

� align its work programme with the work
programmes of the IASB and PSC;

� lead certain projects on the IASB and PSC
agenda and provide support on others;

� consider the views of the IASB and PSC
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and other IASB liaison standard setters
in its deliberations on issues;

� issue, where relevant, IASB and PSC dis-
cussion papers and exposure drafts, with
minimum modifications, dealing with do-
mestic issues, for input from AASB con-
stituents;

� ultimately accept the views of the IASB,
PSC and the majority of other IASB liai-
son standard setters on an issue in ques-
tion where such acceptance will lead to

international convergence on the issue,
even though that view is not the preferred
position of the AASB, unless such accept-
ance is considered not to be in the best
interests of both the private and public
sectors in the Australian economy; and

� adopt various strategies to maintain and
enhance relationships with the IASB,
PSC and the other IASB liaison stand-
ard setters.

Alfredson commented that : “In my view,

with the reconstitution of the IASB and the
increasing activities of the PSC, history will
eventually record 2001 as the year in which
international accounting standard setting
was transformed into a robust process de-
signed to lead to a set of high quality glo-
bal accounting standards supported by na-
tional standard setters around the world.
As Chairman of the AASB, I am deter-
mined that the AASB will continue to place
a high priority on international accounting
standard setting.”

AASB Releases
Revised Merged Accounting Standard —

AASB 1041 “Revaluation of Non-Current Assets”

K
eith Alfredson, Chairman of the
Australian Accounting Standards
Board (AASB), announced the re-

lease of revised Accounting Standard
AASB 1041 “Revaluation of Non-Current
Assets”, which applies for annual report-
ing periods ending on or after 30 Septem-
ber 2001. The revised AASB 1041 may be
applied for annual reporting periods end-
ing before 30 September 2001 (for exam-
ple, financial years ending on 30 June 2001)
provided that, in respect of corporations,
an election is made under subsection
334(5) of the Corporations Act 2001. The
revised Standard supersedes AASB 1041
and Australian Accounting Standard AAS
38 (of the same title) as issued in Decem-
ber 1999. Under the AASB’s policy of mov-
ing to a single set of Australian accounting
standards, the revised AASB 1041 has been
issued as a merged Standard that incorpo-
rates the revision of AAS 38.

The principal changes from the super-
seded Standards include :

a) limiting the requirements to disclose rec-
onciliations of the carrying amount at the
beginning and end of the reporting pe-
riod to each class of property, plant and
equipment (under the superseded Stand-
ards, reconciliations were required for
each class of non-current assets);

b) removing the requirement to disclose

comparative information in respect of
these reconciliations;

c) permitting entities to change from the
cost basis to the fair value basis, or to
discontinue applying the fair value ba-
sis, to measure a class of non-current
assets at any time in the future, but only
if such a change satisfies the criteria
for a voluntar y change in accounting
policy in Accounting Standard AASB
1001 and Australian Accounting Stand-
ard AAS 6 “Accounting Policies” (the
superseded Standards permitted enti-
ties to discontinue the revaluation of a
class of non-cur rent assets only on their
initial application). This change results
in closer conformity with International
Accounting Standards; and

d) specifying that a revaluation of non-cur-
rent assets to fair value in consolidated
financial statements required by other
Accounting Standards, particularly
AASB 1024 “Consolidated Accounts”
and AAS 24 “Consolidated Financial
Repor ts”, does not give rise to a re-
quirement to subsequently revalue
those assets in the consolidated finan-
cial statements. This was the subject
of some uncertainty under the super-
seded Standards.

Where entities discontinue revaluations
of a class of non-current assets, they are
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only permitted to restate its carrying
amount based on the cost of acquisition of
the assets comprising the class if they dis-
continue revaluation when initially adopt-
ing the revised AASB 1041. If revaluation
is subsequently discontinued (see (c)
above), the class of non-current assets is
measured based on the carrying amounts
of the assets comprising the class as at the
date of discontinuing revaluation.

The revised AASB 1041 also contains
amendments that address other implemen-
tation issues raised by constituents, includ-
ing the content of transitional provisions
for adoption of the fair value basis by pub-
lic sector entities.

Alfredson commented that : “The revised
Standard was developed through a limited-
scope review conducted by the AASB in
response to various concerns raised by con-
stituents in respect of the superseded AASB
1041 and AAS 38. It should result in signifi-
cant cost savings in the preparation and
presentation of financial repor ts, because it
eliminates the requirement to disclose rec-
onciliations of classes of non-current assets
other than property, plant and equipment,
removes the requirement to disclose com-
parative information in respect of reconcili-
ations of property, plant and equipment, and
clarifies the application of a number of the
Standard’s requirements.”
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As all members in public

practice are aware, By-

Law 5-2 of the Institute’s By-

Laws (On Professional Con-

duct and Ethics) states that “No

member in public practice shall

… nor shall he allow his prac-

tice, including any branches of

his practice, to be under the

management and control of a

person who is not a member of

the Institute.” Therefore, mem-

bers should ensure that they

have MIA members managing

their respective branches.

However, the Institute has

been granting branch exemp-

tion under By-Law 5-2(2) to

members in public practice in

view of their difficulties in re-

cruiting and retaining MIA

members to manage their

branches.

In this respect, the Public

BRANCH EXEMPTION

UNDER

BY-LAW 5-2 (2) The Institute is pleased to
announce that upon the

coming into force of the Ac-
countants (Amendment) Act,
2001, on 28 June 2001, which
introduces substantive amend-
ments to the Accountants Act,
1967, (the “Act”), each mem-
ber of the Institute who holds
the designation of “Public Ac-
countant” or “Registered Ac-
countant” respectively, will
now be entitled to hold the des-
ignation of “Char tered Ac-
countant” with effect from 28
June 2001.

Accordingly, all members
who have been registered with
the Institute as either public ac-
countants or registered ac-
countants and continue to be
so registered as at 28 June
2001, will have their respective
designations in the Institute’s
Register of Members automati-
cally conver ted to that of char-
tered accountants. These
members are now entitled to
describe themselves as a
“Chartered Accountant” and to
use the designatory letters

“C.A.(M)” after their names in
accordance with section 17(1)
of the Act.

Furthermore, these mem-
bers are advised to make the
necessar y changes to their
namecards and if in public prac-
tice, to make the necessar y
changes to the respective mem-
ber firms’ signages/name-
plates, reports, stationery, ac-
counts, invoices, official notices,
publications, cheques, banking
documents and other like docu-
ments issued by member firms.
As an interim measure, these
members are allowed a grace
period of six months from the
date hereof to make these nec-
essary changes.

Save for the necessar y
changes in designation and des-
ignatory letters as mentioned
above, the requirements con-
tained in the Institute’s By-Laws
(On Professional Conduct and
Ethics), par ticularly those per-
taining to Method of Practice
and Descriptions and Designa-
tory Letters, shall continue to
apply to all members.

Please be informed that the
Minister of Domestic Trade

and Consumer Affairs has fixed
the effective date for the Com-
panies (Amendment) Act, 2001
(Act A1108) (the Amendment
Act) to be as at 1 August 2001.
The above Amendment Act
was gazetted on 5 July 2001.

Clause 2 of the Amendment
Act provides for the amend-
ment of Section 69D(1) of the

Companies Act, 1965 by sub-
stituting the word “two” with
the word “five” and Subsection
(2) by substituting the words
“two per centum” with the
words “five per centum”. The
amendment to Section 69D is
to redefine what is meant by a
‘substantial shareholder’.
Prior to this amendment, a
shareholder is a substantial
shareholder if he holds not

Practice and Tax Committee

(PPTC) has been seriously de-

liberating on this issue since

last year. The Council, on the

recommendation of the PPTC,

has decided that applications

for branch exemption will no

longer be accepted effective 1

January 2002. As such, mem-

bers with branches currently

not being managed by MIA

members are expected to en-

sure that they comply with this

requirement before 1 January

2002. Non-compliance with By-

Law 5-2 may subject them to in-

vestigation and disciplinary

proceedings by the Institute.

The Institute is also in the proc-

ess of amending the By-Law to

give effect to the decision made

by the Council on the above

matter. Please be guided ac-

cordingly.

CHANGE OF DESIGNATION TO

“CHARTERED ACCOUNTANT”

EFFECTIVE DATE FOR COMPANIES (AMENDMENT)
ACT, 2001 (ACT A1108)

less than two per cent of the
shares of a company. The
amendment is to increase that
limit to five percent.

Clause 3 of the Amendment
Act provides for the amend-
ment of Section 69I of the Com-
panies Act, 1965 by inser ting
after the words “the Securities
Industr y Act, 1983” the words
“and the Securities Commis-
sion as defined in the Securities

Commission Act 1993”. The
amendment to Section 69I is to
ensure that a copy of any no-
tice under Division 3A of Par t
IV is also served on the Securi-
ties Commission in addition to
the Stock Exchange.

Finally, Clause 4 of the
Amendment Act stipulates the
deletion of the entire Section
69P of the Companies Act,
1965.
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ing prior to submission to the ROC.
In ensuring future compliance, the ROC

will refer to the Institute, the names of audi-
tors where financial statements audited by
them have been rejected by the ROC’s sys-
tem on numerous occasions. Any member
so referred by the ROC may be subjected
to enquiry by the Institute’s Public Practice
Committee, which may eventually lead to
investigation and disciplinar y proceedings.
During the enquiry process, the members
concerned may need to demonstrate to the
Committee on how his firm dealt with the
issues of quality reporting.

2. Presentation of Audited
Financial Statements

The ROC have identified some presen-
tation problems which attribute to the re-
jection of the audited financial statements
by its computer system. To avoid future
rejection by the ROC’s computer system,
the ROC suggests the following :

i. Do not use ‘***’ as a representation for
any figur e/amount although such
amount may be immaterial in the con-
text of repor ting. This is apparent es-
pecially when dealing with the presen-
tation of the share capital amount;

ii. State the actual figure rather than
rounding up to the nearest thousand if
the share capital base is less than one
thousand; and

iii. To use ‘-’ or ‘/’ instead of a decimal
point.

3. Compliance with
Section 169(15)(c) and
Section 174(2)(a)(iii)

The above provisions were amended in
1998 to enhance disclosure in the audited

financial statement. However, the ROC in-
formed that it still receives reports which
fail to include the statement that the finan-
cial statement has been made in accord-
ance with the applicable approved account-
ing standards.

The Institute issued a technical bulletin
in respect of the requirements under sec-
tion 174(2)(a)(iii) and the same has now
been adopted as a Recommended Practice
Guide (RPG 3). However, pursuant to the
ROC’s report, there are still many mem-
bers who do not comply with the above pro-
visions.

To ensure future compliance, the ROC
will refer to the Institute, cases where
members have failed to comply with the
above provisions and appropriate action
will be taken against such members after
due inquiry.

4. Combining of the Directors’
Report and the Statement by
Directors

The ROC has agreed that the Directors’
Report and the Directors’ Statement may
be combined into one report. However, the
ROC suggests that the heading of this re-
port must be worded to reflect the same,
as follows :

“Directors’ Report and Statement for the
year ended..................................”

5. Lodgement of the Profit and
Loss Accounts (Income
Statement) for Dormant
Companies

The ROC is also concerned about the
current practice of members in dispensing
with the profit and loss accounts (income
statement) for dormant companies. The

M E M B E R S  U P DAT E
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LODGEMENT OF FINANCIAL
STATEMENTS WITH THE REGISTRAR

OF COMPANIES (ROC)

Ameeting was held at the ROC’s Of-
fice between the ROC’s repre-
sentatives from the Corporate Ac-

counts Department and the Institute’s rep-
resentatives. Pursuant to the meeting, the
Institute conveyed to all members the
ROC’s views in respect of the lodgement
of financial statements.

1. Inaccurate and Misleading
Financial Statements

The Registrar of Companies (ROC) com-
piled the following statistics for queries is-
sued by them in respect of balance sheets
and income statements which are inaccu-
rate, misleading and not properly casted.

 As at March 2001   Year 2000   Year 1999

       200  614      1,047

Although section 167(1) of the Compa-
nies Act, 1965 provides that, the prepara-
tion of the financial statement is the respon-
sibility of company directors and auditors,
who are to give a “true and fair view” of
the state and affairs of the company as at
the end of the financial year, they must en-
sure that the standard of reporting of the
financial statement under the Companies
Act, 1965 is not in any way compromised.

The ROC informed that once a set of au-
dited financial statements is received, it will
be sent to their Database Unit for keying
into the ROC’s information system. In the
event there is a casting error in the audited
financial statement, it will immediately be
rejected by the computer system. The ROC
pointed out that the error could also be due
to the rounding up of figures. In view of
the above, members are advised to ensure
that both the balance sheet and the profit
and loss accounts (income statement) are
accurate and are not in any way mislead-
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ROC said that the above practice is not
acceptable and reiterated the requirement
under Section 169 of the Companies Act,
1965 which provides that “every company”
shall have a profit and loss accounts to be
tabled to members and this requirement
extends to dormant companies. The ROC
informed that financial statements that are
lodged without the profit and loss accounts
(income statement) would be rejected.

6. Section 174(8) of the
Companies Act, 1965 on the
Responsibilities of the Auditor

Section 174(8) provides that “If an audi-
tor, in the course of the performance of his
duties as auditor of a company is satisfied
that :

a) there has been a breach or non-observ-
ance of any of the provisions of this Act;
and

b) the circumstances are such that in his
opinion the matter has not been or will
not be adequately dealt with by com-
ment in his repor t on the accounts or
consolidated accounts or by bringing
the matter to the notice of the direc-
tors of the company or, if the company
is a subsidiary, of the directors of its
holding company,

he shall for thwith report the matter in
writing to the Registrar.

Penalty :  Imprisonment for two years or
thirty thousand ringgit fine or both.”

The above provision stipulates that au-
ditors should only repor t to the ROC if they
are satisfied that the matter of non-compli-
ance of the Companies Act, 1965 will not
be adequately dealt with by comments in
their reports or by bringing the matter to
the notice of the management of the said
company. The ROC highlighted that there
are still a number of auditors who repeat-
edly qualified the accounts on fundamen-
tal issues over a period of 3 consecutive
years (in one case) with no attempt to bring
the matter to the attention of the Registrar
of Companies. In the event of persistent
qualification, auditors should ask them-
selves whether mere reference in the au-

dit report or the issuance of a management
letter to the board of directors is sufficient
grounds for such auditors to claim compli-
ance of section 174(8) without taking fur-
ther steps to inform the ROC. Also, audi-
tors are expected to consider whether
there is evidence of improvements subse-
quent to the qualification of the financial
statements in the previous year/s. If the
answer is in the negative, then such audi-
tors should consider bringing the matter
to the attention of the ROC in compliance
with the above provision.

The ROC takes a very serious view on
this issue as it involves the interests of the
public. Non- compliance is an of fence and
may attract penalty/ies as stipulated under
the said provision.

7. Consent to Act and
Professional Clearance

The ROC requests that the provision
with regards to the requirement of obtain-
ing the consent letter prior to appointment
as an auditor be strictly complied with.
Section 9(8) provides that a person may
only be appointed to act as auditor of a com-
pany if he or she has consented in writing
before such appointment.

The ROC also stressed on the requirement
of obtaining a professional clearance letter
from the outgoing auditor, before a consent
to act letter can be sent to the company.

The Institute wishes to point out that
outstanding fees should not be the grounds
for non-issuance of professional clearance,
pursuant to the Institute’s By-Law 14-12,
unless the fees in dispute relate directly or
indirectly to qualifications in the audit re-
port or other professional disagreements.

8. Use of the Audit Firm’s
Letterhead

The ROC requested that the auditors’
report be made on the firm’s letterhead so
as to avoid unauthorised use of the firm’s
name by any third par ty/ies. In addition,
this will facilitate the ROC to contact the
respective auditors for future enquiries, if
necessar y.
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TAX DEDUCTIONS FOR

TIMBER LICENCE

The Special Commissioners have for

the first time applied the decision in

Margaret Luping & 2 Ors v. KPHDN

to a case with similar facts.

The taxpayer was the holder of a Tim-
ber Licence issued by the State Gov-

ernment of Sabah. One of the require-
ments of the licence was that the taxpayer
should pay the State Government sums of
money described as “nett proceeds” to be
kept in a trust account known as the “Land
Alienation Deposit Account” in the joint
names of the Government and the taxpayer
for identification purposes. If the taxpayer
undertook an approved project, it could ap-
ply to the State Government for the release
of a part or all of the nett proceeds for the
approved project. This was the State Gov-
ernment’s policy meant to encourage de-
velopment on the land where the timber
was extracted.

The taxpayer paid approximately RM2.7
million, but was refunded a quar ter of the
amount. The taxpayer claimed the payment
of the nett proceeds as a deduction but the
Director-General of Inland Revenue disal-
lowed the taxpayer’s claim.

The taxpayer then appealed to the Spe-
cial Commissioners of Income Tax who
held that they were bound by the decision
of the Court of Appeal in Margaret Luping
& 2 Ors v. KPHDN (2000) MSTC 3804. In
that case the Court of Appeal held that the
payments were deductible. In making this
decision the Court of Appeal held that it
first had to determine whether the pay-
ments were allowable deductions under
Section 33(1) and if they were, then
whether they would be disallowed by Sec-
tion 39(1).

MRD Sdn Bhd vs. Ketua Pengarah Hasil,
Dalam Negeri, Special Commissioners of,

Income Tax, Rayuan No PKCP (R) 1/99,
18 April 2000, (2001) MSTC 3,248.

CASE STUDIES
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A TAX DEDUCTIBLE

HOLIDAY

Holiday air tickets provided to employ-

ees as part of their service contract were

deductible by the employer.

The taxpayer entered into ser vice agree-
ments with three of its directors. The

service agreements entitled the directors
and their families to leave passage once in
every two years. The taxpayer-incurred ex-

penses of leave passages for years 1983,
1984, 1985 and 1986 and claimed the ex-
penses for those years. The Director-Gen-
eral of Inland Revenue disallowed the claim

and raised additional assessments accord-
ingly.

The Special Commissioners dismissed

the taxpayer’s appeal. The taxpayer then
appealed to the High Court and argued that
the expenditure was not prohibited by Sec-

tion 39 and was wholly and exclusively in-
curred in the production of income under
Section 33(1).

The Director-General of Inland Revenue

argued that the air passages were referred
to as “private and vocational” in the con-
tract of service and as such the cost of it

was not wholly and exclusively incurred in
the production of gross income of the tax-
payer.

In allowing the taxpayer’s appeal the
High Court judge held that the question
for the court to consider was not whether
the leave passage contributed to the pro-

duction of income, but whether the serv-
ices rendered by the employees contrib-
uted towards the production of gross in-

come. In this case the free leave passage
was a reward for services rendered; it was
a cost to the employer in respect of ser-

vices rendered.

KHK Advertising Sdn Bhd vs. Ketua,
Pengarah Hasil Dalam Negeri, High Court,

Kuala Lumpur — Civil Appeal No R1-14-4-99,
15 November 2000, (2001) MSTC 3,845,

(2001) 1 AMR 463

ARE CONSULTANCY AND

RETRENCHMENT

EXPENSES DEDUCTIBLE?
Consultancy and retrenchment expenses
incurred immediately before liquidation
were held to be non-deductible.

The parent company of the taxpayer
commissioned a company to conduct an

efficiency study of its subsidiaries, including
the taxpayer. Consequently, the taxpayer and
another subsidiary were amalgamated and
the taxpayer was placed in voluntary liquida-
tion. In addition, a number of the taxpayer’s
staf f were retrenched by the taxpayer. The
taxpayer applied to have the costs of the study
and retrenchment deducted against income.

The Special Commissioners allowed the
appeal of the taxpayer. They found that the
ef ficiency study increased the speed time
in production, reduced non-productive time
and improved plant maintenance. The costs
of the efficiency study, and retrenchment
was held by the Special Commissioners as
incurred in the production of income and
deductible. The Director-General of Inland
Revenue appealed to the High Court.

The High Court allowed the appeal of the
Director-General of Inland Revenue and held
that it was impossible to accept the conten-
tion that the efficiency study was meant for
the benefit of the taxpayer, whose business
was taken over by a related company with the
taxpayer being voluntarily liquidated soon
thereafter. As regards the retrenchment costs,
from the facts it was concluded that the re-
trenchment exercise was done for the benefit
of the successor company of the taxpayer. The
timing of the retrenchment exercise was very
close to the take-over of the business of the
taxpayer and the liquidation of the taxpayer.
Further, the application to the Foreign Invest-
ment Committee to amalgamate the three
related indicating that the efficiency study and
the retrenchment exercise were meant more
to facilitate the take-over of the taxpayers busi-
ness. As such, the costs of the retrenchment
exercises were similarly not incurred in the
production of income.
Ketua Pengarah Hasil Dalam Negeri vs. IF Sdn Bhd
High Court of Malaya Civil Appeal No R2-14-9-98.

5 June 2000, (2001) MSTC 3,835.

TA X AT I O N

C O L U M N S

LAND PURCHASED FOR

BUSINESS SUBJECT TO

INCOME TAX

The intention for purchasing property
must be clearly noted in the accounts as
it determines whether the land is subject
to income tax or real property gains tax.

The taxpayer purchased land to build
flats and apartments. However, the project
was deferred due to an economic downturn
and no work was done. The land was
shown as stock in trade in the taxpayer’s
accounts for l0 years. There was no com-
pany resolution or minutes of meeting to
note the change of intention to convert the
land from stock in-trade to an investment.
The land was sold and the taxpayer paid
real property gains tax on the grounds that
it was a realisation of an investment. The
Director-General of Inland Revenue re-
jected the payment and determined that
the gains were subject to income tax.

The taxpayer appealed to the Special
Commissioners. In dismissing the taxpay-
er’s appeal, the Special Commissioners
held that the original investment was to ac-
quire the land for resale. It was immaterial
that the transaction was an isolated trans-
action. A developer’s licence was not nec-
essary to carry on a trade in land. The fact
that the taxpayer held the land for 11 years
before sale did not, in any way give it the
character of an investment.

Fur ther the Special Commissioners
held, an isolated transaction could amount
to business if it had the attributes of an ad-
venture or concern in the nature of trade
because the definition of “business” under
the Income Tax Act includes an adventure
of concern in the nature of trade.

As such, the gains realised were not in-
vestment gains but income from a business
being an adventure or a concern in the
nature of trade and thus taxable under sec.
4(a) of the Income Tax Act.

GW Sdn Bhd vs. Ketua Pengarah Hasil Dalam
Negeri, Special Commissioners of Income
Tax, Rayuan PKCP (R) 93/99, 13 January

2000, (2001) MSTC 3,248.
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Penang members have accepted the
challenge to deliver CPA Australia’s
historic first-ever state conference.

They have a vision to profile CPA Australia
to their community and beyond.

The conference theme “Navigating
Through a Changing World” encapsulates
the vision of Penang members to be the
guiding light to business, to examine new
opportunities and adapt new cost-efficient
systems and processes. Management of
technology is to be the backdrop against
which the Conference is to examine strate-
gies to navigate through change. To help
us in this, we have been so fortunate and
privileged to secure the services of the lead-
ing guru in the management of technology,
Prof. Dr. George K. Chacko, an outstand-
ing and internationally recognised author-
ity in operations research and management.
Chako teaches this topic (i.e. management
of technology) for the MBA Programme of
the Multimedia University in Cyberjaya to
whom we are grateful for releasing Prof.

Chacko for the Conference.
There is no doubt that financial profes-

sionals have a critical role to play in the
management of technology, as they do, all
other high-value assets. Financial disci-
plines and investment criteria are still criti-
cal in measuring the returns on the usu-
ally substantial capital expenditure on tech-
nology, which has to measure up to :

� Cash Flow Parameters

� Return on Investments

� Measurable Cost-Benefit Indicators

� Optimisation & Accounting Standards on
Valuing Investments in Technology

For the rest of the faculty, all outstanding
presenters, will be (in order of appearance) :

� YBhg Tan Sri Ramon Navaratnam,
Economist, Author & Former Deputy Di-
rector General, Ministry of Finance;

� John Petty, Management Consultant,
National Councillor CPA Australia, Presi-
dent of NSW Division;

N E W S  F RO M  P R O F E S S I O N A L  B O D I E S

C O L U M N S

Monday, 17 September 2001

Mandarin Oriental Hotel, Kuala Lumpur

2.15 p.m. – 5.30 p.m.

The Governor of Bank Negara, Tan Sri
Dato’ Dr Zeti Akhtar Aziz, will be the

Guest Speaker at CIMA’s Lecture of the
Year 2001. This event is organised once a
year by the Chartered Institute of Manage-
ment Accountants (CIMA) to honour dis-
tinguished Malaysians who are recognised
and respected in their fields.

Tan Sri Dato’ Dr Zeti will speak on cur-
rent issues relevant to the Malaysian busi-
ness community. As business leaders, it is
important to remain well-informed so that
strategic decisions can be made in moving
businesses forward.

For fur ther information please contact
03-705 1591 (Debbie or Siew Lian) or fax
03-705 1594, e-mail : debbie.pereira@
cimaglobal.com or chan.siewlian@
cimaglobal.com

CIMA Lecturer
of the Year 2001

AN

The Malaysia division of the Chartered
Institute of Management Accountants

(Cima) has endorsed themanagementor.com
as a recommended electronic continuing
professional education (eCPE) portal for its
members.

Cima Malaysia President, Datuk O. K.
Lee, was reported saying that Cima Ma-
laysia also recognised the portal as a stra-
tegic opportunity for its members to fur-
ther promote and enhance the CPE.

According to Lee, the eCPE, Asia’s first
knowledge portal developed by manage-
ment professionals for management pro-
fessionals, will help Cima members to keep
abreast of new knowledge in a particular
field of specialisation.

Lee said Cima decided to have the por-

CIMA Endorses eCPE Portal
For Its Members

tal placed in the library where it could be
accessed by its members and students.

“This new option will benefit our mem-
bers in remote locations, who are unable
to attend face to face CPE programmes in
big cities,’’ he said.

The portal, the largest of its kind, pro-
vides practical and conceptual input in 33
management areas across six channels —
manufacturing, sales and marketing, fi-
nance and accounting, information technol-
ogy (IT), human resource management
and strategic management.

Careercommunity.com Ltd., an Indian-
based company, launched its portal
themanagementor.com in August last year
and already has more than 7,000 individual
subscribers and about 80 corporate sub-
scribers. AN

 THE PENANG STATE CONFERENCE

CPAs in Penang : A Guiding Light
� Assoc. Prof. Roger Debreceny, Nanyang

Technological University, Singapore;

� Ken Pushpanathan, Staf f Partner,
Andersen;

� Assoc. Prof. Dr. Susela Devi, University
of Malaya; and

� Dr. R. Thillainathan, Finance Director,
Genting Group.

It is with great pleasure that we take this
opportunity to announce that the Chief
Minister of Penang, YAB Tan Sri Dr Koh
Tsu Koon, has so graciously agreed to
officiate at the Conference’s opening cer-
emony.

We live in exciting and challenging
days. For CPA Australia in Malaysia, there
will be many new peaks to climb, particu-
larly for outstation centres. The vision is
to have outstation centres replicate activi-
ties and services in Kuala Lumpur. It is
no idle pipe-dream. It can be done. Penang
has made a start. It lies in the hands of
members.
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The CPA Australia
Visa Gold and Gold Mastercard

An Affinity Credit Card Programme with Alliance Bank

O
n 3 August 2001, CPA Australia,
together with Alliance Bank
launched the Alliance Bank — CPA

Australia Affinity Credit Card Programme at
the Shangri-La Hotel Kuala Lumpur. The
event was graced by H. E. Peter Varghese,
High Commissioner for Aus-
tralia to Malaysia who also wit-
nessed the signing of the Affin-
ity Programme Agreement by
Albert Wong, President of Ma-
laysia Branch, CPA Australia and
Ng Siek Chuan, Chief Executive
Director of Alliance Bank.

With the tagline “A partner-
ship that further enhances
your status”, this affinity pro-
gramme is yet another high
point of our many membership

 Apart from the full range of privilege
credit card facilities and loyalty pro-
gramme rewards offered, members will
also enjoy a two-year annual fee waiver and
a 50 per cent discount in the 3rd year.

During the press conference that followed
the launch, Albert Wong com-
mented that “having the CPA
Australia credit card is itself an
incentive for our members as it
highlights their professional sta-
tus”. He further added that the
Malaysia Branch would take a
small percentage from the CPA
Australia credit card transac-
tions that will be placed in a fund
which will provide amongst
other benefits, scholarships for
the CPA Programme.

T
he contest for the CPA Australia
Challenge Trophy was organised
over two weekends in August. For

the 5th year running, accounting under-
graduates from various colleges and uni-
versities throughout Malaysia were out to
prove their skills and knowledge in the
CPA Australia Inter University
Quiz Competition (Qualifying
Round) on 11 August, and in
the Finals on 25 August.

This year, the Quiz, which is
now a highlight in the tertiary
calendar of both local
Malaysian universities and col-
leges that run Australian twin-
ning programmes, attracted a
total of 16 teams (each consist-
ing of 3 participants and 1 re-
serve) i.e. a total of 64 partici-
pants. The teams came from far
and wide, including Universiti
Utara Malaysia in the northern
state of Kedah. HELP Institute

Accounting Undergraduates Prove Their Mettle!
Although the competition was intended

to provide fun and excitement for students
and lecturers alike, the competitive spirit
was electrifying. The Organising Commit-
tee received numerous questions about the
topics to be set, how to prepare, what books
to read, questions used for past quizzes, etc.

Even when it was not their turn,
there was furious activity as par-
ticipants tested themselves,
pounding on their calculators in
an effort to reach the answer to
the question that was being
posed to the teams that were in
competition at that time! Most
displayed the seriousness of
exam preparation, much to the
amazement of the Organising
Committee!

All that hard work proved re-
warding and fruitful for the
teams from Sepang Institute of
Technology, Kolej Damansara
Utama, University Malaya

Ng Siek Chuan and Albert Wong exchanging documents while H.E.
Peter Varghese looks on.
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We did it again! The Champions from University Malaya with their
lecturer cum coach, Ng Kok Thye (third from left), receiving the CPA
Australia Challenge Trophy from CPA Australia Councillor &
Chairman of the Public Affairs Sub Committee, Damanhuri Mahmod
(third from right).
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services, which will provide members with
two internationally recognised credit cards
that carry our ver y own logo. Members
can be justifiably proud of this sense of
ownership that these cards bring, as they
reflect your status as a “CPA (Aust)”.

played host to the qualifying round, while
the finals were held on 25 August at the
Holiday Villa Subang Hotel.

Much preparation went into this compe-
tition. Questions were on a range of account-
ancy topics such as management account-
ing, finance and financial accounting.
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Part of the CPA Australia Delegation in Kuching.

N E W S  F R O M  P RO F E S S I O N A L  B O D I E S / D I S C I P L I N A R Y

C O L U M N S

(Team 1) and Monash University Malay-
sia (Team 1), which made it into the finals.

In the end, it was University Malaya’s Team
1 that triumphed. They will get to display the
CPA Australia Challenge Trophy on their
premises (for yet another year as they were
last year’s champion as well!). The all-girl team
won itself the fantastic prize of an all-expense
paid trip to Australia and a year’s subscription
to the Passport Programme (student mem-
bership). The Runner-up for this year’s com-
petition was the team from the Sepang Insti-
tute of Technology who received a 50 per cent
subsidy for a trip to Australia.
e-mail :  tang@my.cpaonline.com.au

singhs@my.cpaonline.com.au
Tel : 03-2698 8412
Fax : 03-2698 8788/223

C
PA Australia mem-
bers in Malaysia,
particularly those in

Kuching and Kota Kinabalu
were both for tunate and
privileged to have met Des
Person, National President,
when he visited both these
outstation centres and Bru-
nei recently. He was accom-
panied by Jim Dickson, Di-
rector Inter national.

Also on hand to greet and
accompany him throughout
his visit were Albert Wong,
President of CPA Australia,
Malaysia Branch, Kuching
Coordinator, Thomas Law
and other councillors, namely,
William Seen, Jimmy Quek,
and K. K. Leong. Highlights
included a courtesy call on the
Deputy Chief Minister and Fi-
nance Minister of Sarawak,
Tan Sri Dato’ Amar George
Chan as well as a Members’
Dinner with about 70 Kuching
members in attendance.

The National President’s
visit attracted much media at-

tention judging from the turn
out at the Press Conference
that was held on the afternoon
of 10 May. There were repor t-
ers from national as well as lo-
cal dailies including the New
Straits Times, Berita Harian,
The Sarawak Tribune, The
Borneo Post and Sin Chew Jit
Poh.

The CPA Australia delega-
tion also paid a courtesy call
on YB Datuk Tham Nyit
Shen, Deputy Chief Minister
and Industrial Development
Minister of Sabah.

In Brunei, Des took time off
from his busy schedule (part of
the Asian Federation of Account-
ants meeting) to attend another
dinner with about 30 members
of CPA Australia at the Empire
Hotel & Country Club.

Hosting the activities sur-
rounding the visit were Lim
Huck Hai Chairman, Public
Practice Sub-Committee and
Damanhuri Mahmod, Chair-
man, Public Affairs Sub-
Committee.

Councillors of CPA Australia Play Host to
National President, Des Pearson

The Institute has taken the following discipli-
nary action against a member for breaching
Rule 46(1)(c) of the Accountants Rules, 1972
and committed an act amounting to “unprofes-
sional Conduct within the meaning as provided
under Rule 43 of the Accountants Rules, 1972”

CASE

A member, Aziz @ Abdul Aziz Bin Tahir
(Memno. 1538), who also holds an audit
license has been adjudicated a bankrupt
since 19 November 1997 and that he has
not obtained an order of discharge from
the above said order. Therefore he has
breached Rule 46(1)(c) of the Accountants
Rule, 1972 which states :

(1) If facts are brought direct to the knowl-
edge of the Disciplinary Committee that any

DISCIPLINARY CASE

Des Pearson (right) presenting a token of appreciation to YB Datuk Tham
Nyit Shen,

AN
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member of the Institute (c) is a bankrupt
who has not obtained his order of discharge
or whose order of discharge is suspended
for a term not yet expired or is subject to
conditions not yet fulfilled; the Disciplinary
Committee may if it deems fit, after due in-
quiry has been made in accordance with the
rules of the Institute, exercise in respect of
such member, all or any of the disciplinary
powers conferred upon it by Rule 47.

The Disciplinary Committee as empow-
ered under Rule 47 of the said Rules has
decided that his name be removed from the
Register of the Institute and thereupon he
shall cease to be a member of the Institute.

Pursuant to Rule 56 of the Accountants
Rules, 1972 he is required to return his
certificate of membership to the Registrar
of the Institute to be cancelled within 14
days from the date of notice.




