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editor’s note

One of the key thrusts of the Malaysian 
Institute of Accountants (MIA) is dis-
seminating information and sharing 

knowledge and experience so that our mem-
bers can achieve continuous improvement.

In this issue, our cover story focuses on 
the strategies that our members in public 
practice can use to improve their business 
and prosperity in a world that’s becoming 
even more competitive and where traditional 
markets are shrinking. There are signs that 
audits for the majority of companies may no 
longer be mandatory in future, and this is the 
bread-and-butter of smaller practices. What 
can our members do to deal with this? The 
answers lie in service and market diversifica-
tion. On 13 January 2011, MIA organised a 
seminar on Build Your Business: Assessing 
Options, Building Capabilities, Competing for 
the Future, to address these very issues. A 
key highlight was the forum on practising 
in a foreign land, where panellists shared 
the lessons they had learnt from venturing 
abroad. If you were unable to attend, we are 
happy to share with you some of the insights 
offered by our speakers in this month’s 
cover story and hope that you’ll make time 
to attend other similar events in future. Such 
knowledge can be eye-opening and provoke 
much-needed paradigm shifts to get us out 
of the ruts of mundaneness and mediocrity.

Elsewhere, we’re happy to announce to you 
that the MIA has taken steps to upgrade 
members’ competency and quality through 
a new programme known as the Chartered 
Accountant’s Relevant Experience (CARE). 
CARE is a systematic assessment pro-
gramme with stringent monitoring on the 

level of competencies of its participants for 
three years beginning the day they register  
as CARE participants. Implemented effective 
1 November 2009, CARE replaces the previ-
ous system and sets out a range of competen-
cies that need to be obtained before candi-
dates can qualify as a chartered accountant. 
Learn more about CARE in this issue.

If you work closely with PLCs, you will prob-
ably find that the article on listing require-
ments for recurrent related party transac-
tions is a relevant read to avoid violating 
any regulations. And preparers of finan-
cial reports would probably be interested 
in our article on improving good business 
reporting as we wait for the release of the 
International Good Practice Guide that aims 
to enhance the quality and meaningfulness of 
disclosure for all stakeholders.

Over in trends, we find out that paradoxi-
cally, going slow can actually produce speedy 
and good results. Rushing can be detrimen-
tal to personal and business performance as 
companies and even countries like France 
and Germany have found. The key lies in pri-
oritising your tasks, sieving out the unimpor-
tant and taking the time to do your chosen 
tasks in a measured and thoughtful manner.  
Let’s learn from this.

On behalf of the Council Members and the 
Management of the Malaysian Institute of 
Accountants, we wish our readers a Happy 
and Prosperous Chinese New Year. 

Happy reading!    

EDITOR

Building Capabilities, 
Competencies for the Future

A key element in the world of publishing is what readers have to say.  We want to hear from you on just about anything that 
appears in each issue of Accountants Today. Why not drop us a line now?  e-mail: communications@mia.org.my  

LETTERS TO THE EDITOR ///// 

...we’re happy to 
announce to you 
that the MIA has 
taken steps to 
upgrade members’ 
competency and 
quality through a new 
programme known 
as the Chartered 
Accountant’s Relevant 
Experience (CARE). 
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T
he Malaysian 

Institute of 

Accountants (MIA) 

has improved its 

monitoring system 

for graduates’ experiences 

required for admission as 

chartered accountants through 

a new programme known as 

Chartered Accountant’s Relevant 

Experience (CARE).

CARE, a systematic 

assessment programme sees 

stringent monitoring on the 

level of competencies of its 

participants for three years 

beginning the day they register 

as CARE participants.

 The CARE programme, 

implemented effective 1 

November 2009, which replaces 

the previous system sets out a 

range of competencies that need 

to be obtained before qualifying 

as a chartered accountant. 

To be designated as a chartered accountant, a 

person must: 
 pass any of the final examinations specified in Part I of the 
First Schedule of the Accountants Act, 1967 and gain 3 years of 
working experience in the service of a chartered accountant or 
in a Government department, bank, insurance company, local 
authority or other commercial, financial, industrial or profes-
sional organisation; and/or;

 become a member of any of the recognised bodies specified in  
Part II of the First Schedule of the Accountants Act, 1967; and/
or

 Pass the MIA Qualifying Examination and gain 3 years of work-
ing experience in the service of a chartered accountant or in 
a Government department, bank, insurance company, local 
authority or other commercial, financial, industrial or profes-
sional organization

“The CARE programme requires documentation on the various 
fields that its participants should have in the three years namely 
auditing, taxation, management accounting, financial reporting, 
business planning, finance and information technology, the combi-
nation of the various fields and the percentages to make up for what 
is relevant. If a participant does not meet the required combination 
of the various fields, we will advise the MIA Council to add up to 
those in order to be considered as having enough experience. This 
is a more systematic programme,” said Chief Executive Officer of 
MIA Rosli Abdullah.

The CARE programme requires a mentor for each participant. 
As at 3 December 2010, a total of 1,218 graduates from local univer-
sities have registered for the programme. 

Raising the Bar on

Quality

MIA - CARE
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RAISING THE BAR ON QUALITY

“It gives credentials to the certifications. If another fellow accountant 
says that the experience is in the field of audit, we take it that it is the 

audit that we meant and not just counting of inventories.”

Chief Executive Officer of MIA, Rosli Abdullah on the CARE Mentoring programme
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Rosli said participants must find their 
mentors who will certify their relevant 
experiences and these mentors must 
be qualified or rather accountants. “It 
gives credentials to the certifications. If 
another fellow accountant says that the 
experience is in the field of audit, we 
take it that it is the audit that we meant 
and not just counting of inventories,” 
Rosli added.

According to Rosli, some of the par-
ticipants have not been able to get men-
tors for the programme.        

A mentor can be someone within the 
employing organisation such as immedi-
ate superior / manager or partner of the 
firm or someone outside the employing 
organisation who has regular contact with 
the participant, and working in account-
ing related professions. He / She must 
be a qualified chartered accountant regis-
tered with MIA or a member of one of the 
accounting bodies recognised by MIA or 
a member of any other accounting body 
as may be approved by MIA from time 
to time.  

“If a participant works in an organi-
sation where there is a superior who is 
a member of the Institute, he/she can 
be the mentor. But, there are partici-
pants who work in organisations where 

there are no accountants and hence, they 
may have problems in getting mentors. 
However, they can go to other bodies or 
accountants that are working somewhere 
else to be their mentors. We don’t like to 
nominate mentors for all the graduates. 
They have to look for their own. We will 
only help them in circumstances where 
they really cannot find mentors them-
selves,” he said. 

Participants should discuss with their 
mentors their work plans in achieving 
the required level of competencies of 
the CARE programme and update the 
records of the experiences gained. 

Among the responsibilities of a mentor 
include assisting the participant in choos-
ing appropriate areas of competency under 
the CARE programme and providing valu-
able guidance to the participant in achiev-
ing the required competence and verifying 
the experiences obtained by signing - off 
the CARE log record .

According to Rosli, MIA will also 
come up with a list of training organisa-
tions under the CARE programme. “If a 
participant works in one of the approved 
organisations that is in the list, we do not 
have to go through the process of finding 
information on the organisation as we 
know the organisation provides training 

for accountants or relevant experience 
for accountants that they employ. We will 
verify the organisations that are not in our 
approved list. For example, if a partici-
pant works in a company which is small 
and not known, we have to do a bit of 
verification as the company may not have 
accounting jobs and may have outsourced 
the function to third parties. So, the work 
does not live up to the benchmark of rel-
evant experience,” he added. 

The CARE programme supports the 
International Federation of Accountants’ 
(IFACs) International Education 
Standard (IES) 5, Practical Experience 
Requirements.  

Accounting graduates who aspire 
to become MIA members as chartered 
accountants are eligible to participate in 
the CARE programme. Graduates with 
experience gained before 1 November 
2009, have a choice of using either the 
previous system or registering for the 
CARE programme:

The minimum duration to complete 
the CARE programme is 36 months and 
it must be completed within a rolling 
60-month period or any period approved 
by MIA. The duration must be suffi-

RAISING THE BAR ON QUALITY

Once you register, you have to update 

your experience in a CARE log 

record regularly like daily, weekly 

or monthly and get it verified by the 

mentor. If you update it diligently 

for three years, it’s faster for you to 

get the membership because all the 

records are in the system. We will 

also have an online application 

so that participants can just click 

and transfer the data to the online 

application and MIA will just act 

from there.
Rosli Abdullah
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cient to allow the graduates to devel-
op and demonstrate the competency 
requirements of an entry-level chartered 
accountant. An employment period of less 
than six months with any organisation 
will not be counted as part of working 
experience. “Part-time” experience will 
also not be counted as part of the working 
experience.

Participants are expected to demon-
strate a specific level of proficiency in 
the seven interconnected areas, namely 
auditing, taxation, management account-
ing, financial reporting, finance, infor-
mation technology and business plan-
ning. These seven areas describe the 
workplace skills that need to be attained 
throughout the duration of the CARE 
programme. This can be done throughout 
the entire 36-month period or prorated 
over a 60-month period or any other peri-
od approved by MIA. 

The level of proficiency to be achieved 

depends on which area of work or task  
the graduates are seeking to gain. The 
professional qualities and skills that all 
graduates are expected to develop and 
demonstrate throughout the CARE pro-
gramme are professionalism and ethical 
behaviour; personal attributes; and pro-
fessional skills.

However, auditing, taxation, manage-
ment accounting and financial reporting 
remain the four core areas. These four 
areas under specific competencies are 
critical for entry-level for a chartered 
accountant. Therefore, there is a mini-
mum working days’ experience require-
ment which graduates must acquire to 
fulfil the requirements of the CARE pro-
gramme.

Of the 600 working days experience 
required, graduates must obtain a mini-
mum of 300 working days or 50% in 
at least two core areas at Level 1 and 
Level 2. The remaining 300 days or 50% 

required working experience provides 
flexibility for graduates to cover other 
specific competency areas or any other 
relevant areas described by MIA. 

As the CARE programme is an online 
system, participants can update their 
experiences regularly and can obtain 
membership in a faster way. “Once you 
register, you have to update your expe-
rience in a CARE log record regularly 
like daily, weekly or monthly and get it 
verified by the mentor. If you update it 
diligently for three years, it’s faster for 
you to get the membership because all 
the records are in the system. We will also 
have an online application so that partici-
pants can just click and transfer the data 
to the online application and MIA will just 
act from there,” he said.

Chartered accountants can work in 
areas such as auditing, practise, business 
and commerce, financial services and 
banking, and the public sector.
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cover story

The writing on the wall 

indicates that audits for small 

and medium companies may 

no longer be mandatory in 

future, in line with global trends 

to reduce the compliance 

costs of doing business. Given 

tighter regulations to increase 

audit quality, such as those 

imposed by the Audit Oversight 

Board (AOB), and a saturated 

market for audit services, small 

and medium practices (SMPs) 

need to find new avenues and 

new strategies to grow their 

business robustly. The solutions, 

according to a recent MIA 

event on Build Your Business: 

Assessing Options, Building 

Capabilities, Competing for the 

Future, lie in service and market 

diversification. 

Accountants Abroad 
Practising in a Foreign Land

10     ACCOUNTANTS TODAY | FEBRUARY 2011

Nazatul Izma
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ACCOUNTANTS ABROAD  PRACTISING IN A FOREIGN LAND

A s the business landscape 
changes, accountants in pub-
lic practise, particularly those 
operating small and medium 

practises (SMPs), face a hard road ahead.
Numerous challenges abound. 

Stagnant fees, rising costs, intense com-
petition, and regulatory changes and 
trends are all obstacles that public prac-
titioners have to contend with in the 21st 
century.

How can practitioners adjust and 
adapt themselves in order to optimise 
their business? The answers, according to 
panellists at a recent MIA event on Build 
Your Business: Assessing Options, Building 
Capabilities, Competing for the Future, lie 
in diversification. 

For instance, service diversifica-
tion entails establishing new businesses 
that are not directly related to the firm’s 
present services. Accountants can opt to 
expand their services into areas that offer 
opportunities for value creation and pre-
mium pricing, such as halal consultancy, 
corporate recovery and restructuring or 
IPO exercises, which were key topics 
under scrutiny at the MIA seminar.  

Or they can explore foreign markets 
that offer similar prospects for growing 
their business. 

“Accountants can no longer afford to 
ignore opportunities in the foreign mar-
ket,” said Dr. Paul Cheng, Senior Partner, 
Cheng & Co, who spoke on expanding 
into the dynamic and progressive market 
of Hong Kong. Given the saturated market 
in Malaysia, SMPs are advised to look for 
new markets overseas in order to grow 
their business and diversify their sources 
of revenue. As a plus, expanding into over-
seas markets also spreads business risks. 
As the cliché says, don’t put all your eggs 
in one basket.

But it’s not a cakewalk. There’s no 
place like home and undoubtedly, there 
will be challenges and obstacles which are 
unavoidable when setting up shop from 
scratch in a foreign land. For best results, 

SMPs should ensure they meet the cri-
teria on the following checklist (which is 
not exhaustive): possess extensive experi-
ence, exposure in foreign markets, excel-
lent human capital resources, adequate 
financial resources, and understanding of 
the new market’s cultural mindset. They 
should also be prepared for a complete 
change of business behaviour, since strat-
egies that worked at home may not be as 
fruitful in foreign markets. Overseas, it’s 
hardly business as usual.

UNDERSTAND THE NUANCES 
OF POLITICS AND CULTURE

 Politics and culture can be a barrier, 
or a facilitator. “Before investing abroad, 
a firm must do an in-depth analysis on 
cultural and environmental issues,” said 
Dr. Cheng.

For instance, in Vietnam, drinking 
is part of the culture, said Lim Chor 
Ghee, Partner, VIETVALUES Audit & 
Consulting Group in Vietnam, who illus-

trated his presentation with colourful 
slides of his staff at work and at play. “We 
use Vietnamese culture to run the firm 
like a family and to socially bind them 
together.” For VIETVALUES, bonding 
is a strategy to manage the challenging 
issue of retention. Turnover is typically 
high because the Vietnamese are a very 
young and very enterprising people eager 
to set up for themselves or to leave for 
greener pastures. This go-getting attitude 
and pervasive sense of optimism is good 
for the growing country, but the high 
staff churn is a headache for employers.

Politics is deeply intertwined with 
business in the socialist republic of 
Vietnam, a country described like a “mini-
version of China” in terms of regulations. 
As per China, Party members are highly 
influential. “The Party Congress moves 
the economy,” said Lim. It is also difficult 
to ascertain a person’s level of influence 
based on his appearance and official posi-
tion. A casually-dressed coffee drinker 

As the business landscape changes, accountants in public practise, particularly those 
operating small and medium practises (SMPs), face a hard road ahead.

PATIENCE, DEEP POCKETS ARE REQUISITES
SMPs wanting to go abroad need inexhaustible stores of 

patience and deep reserves, concurred panellists at the forum 

on Practising in a Foreign Land, the  highlight of the MIA 

seminar on Build Your Business.  “You must have the mental 

and financial stamina to go in and sit there and do marketing 

and wait for jobs to come in,” said Arthur Law, Partner, Law & 

Associates, who spoke on doing business in Cambodia. To illus-

trate, Law said that for the first nine months in Cambodia, his 

staff did nothing until his firm 

secured their first job in the 

tenth month of operations. 

But setting up the infrastruc-

ture and doing this ground-

work is necessary because it 

is “difficult to get jobs without 

a physical presence.” 

trate, Law said that 

B

tu

w
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aa 

Be prepared for a com-
plete change of business 
behaviour, since strate-
gies that worked at home 
may not be as fruitful in 
foreign markets.
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enjoying a cuppa by the roadside could 
be a Party member who approves your 
applications.

Apart from talent retention and cul-
tural and political barriers, other risks 
involve currency movements, expensive 
operating and living costs, and difficulties 
of profit repatriation. For instance, repat-
riating profits out of Vietnam is tough 
so investors need to be prepared to stay 
there for the long-haul.

FORTUNE FAVOURS 
THE BOLD

Although the panellists may have 
painted a bleak picture of the challenges 
facing accounting firms wanting to ven-
ture abroad, at the same time they were 
vocal in pointing out the positives.

“MIA members have a big advan-
tage,” Law remarked. First, Malaysian 
accountants are familiar with interna-
tional accounting and auditing stand-
ards. Second, Malaysians are able to 
conduct meetings and write reports in 
English, which is considered impressive 
in emerging markets such as Vietnam 
and Cambodia, where English skills are 
limited. “Our command of English is our 
heritage and advantage,” said Law.

But English isn’t the only language 
in the Malaysian arsenal.  “There is 
a sizeable market for Chinese-speaking 
vendors for clients. Many firms are pro-
ducing financial reports in Chinese. This 
is the next growth market that Malaysian 
firms can tap,” said Law. 

Malaysians also have a cultural advan-
tage within the region. In Cambodia, for 
example, prospective clients of Malaysian 
firms are more likely to be foreigners from 
the Asian region, whether they are fellow 
Malaysians, Singaporeans, Taiwanese, 
Thais or Chinese. “Malaysians have a dis-
tinct advantage over Caucasians because 
we can relate to them (Asians) better,” 
said Law. 

A key sweetener to going abroad is 
also the differential in fees and the ability 
to charge premium prices. In addition, 
Malaysian accounting firms operating 
abroad might also be able to leverage on 
the lower costs of doing work at home, 

where circumstances permit. As a rule 
of thumb, it costs three times as much 
to operate in Hong Kong as compared to 
Malaysia, but fees too are up to five times 
higher. Firms considering investing in 
Hong Kong were advised to compete on 
costs if there are possibilities of under-
cutting by outsourcing work back home 
to Malaysia in order to keep a ceiling 
on costs. Other factors in Hong Kong’s 
favour are the simplicity and ease of 
doing business, where the corporate tax 
rate is just 16.5%, tax is not imposed on 
profits earned outside Hong Kong and 
a business can be set up and operated in 
five working days or less.

Meanwhile, some panellists called for 
faster and innovative liberalisation – mir-
roring international trends - in order 
to strengthen local accounting firms, 
which would in turn help those who 
intend to venture abroad. “This is very 
important because to expand overseas, 
you must have deep pockets,” said Chen 
Voon Hann, Chief Executive Officer, 
CAS International, which is a network 
of accounting and consulting firms. This 

could include measures like equity lib-
eralisation, such as that proposed by 
Singapore’s Committee to Develop the 
Accounting Sector (CDAS) in its final 
report released in April 2010, which listed 
liberalising ownership rules for public 
accounting entities in its vision to posi-
tion Singapore as a leading centre for 
high value-adding professional account-
ing services.  

For instance, regulations could be 
loosened to allow non-accountants to own 
a percentage of equity in accounting firms. 
Chen pointed out that stock exchanges, 
hospitals and airlines are likewise regu-
lated industries that are listed in order to 
broaden their equity holdings. “Shouldn’t 
we think out of the box when it comes to 
equity in accounting firms?” he asked. 
Equity liberalisation would also dovetail 
with global and regional trends and regu-
latory changes taking place to strengthen 
accounting firms. Can Malaysia afford to 
discount such strategies? In today’s fast-
paced day and age, failing to move with 
the times could cost the profession, as 
well as the economy, dearly. 

ACCOUNTANTS ABROAD  PRACTISING IN A FOREIGN LAND

Some panellists called for faster and innovative liberalisation 

– mirroring international trends - in order to strengthen local 

accounting firms, which would in turn help those who intend 

to venture abroad. “This is very important because to expand 

overseas, you must have deep pockets,” said Chen Voon Hann, 

Chief Executive Officer, CAS International, which is a network of 

accounting and consulting firms. This could include measures 

like equity liberalisation, such as that proposed by Singapore’s 

Committee to Develop the 

Accounting Sector (CDAS) 
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“There is a sizeable mar-
ket for Chinese-speaking 
vendors for clients. Many 
firms are producing financial 
reports in Chinese.This is 
the next growth market that 
Malaysian firms can tap,”
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Crime-busting, 
hi-tech style
Increased globalization and digitalization are making it more 

difficult to detect and prevent fraud. What can be done to 

police against corporate crime?

Majella Gomes
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CRIMEBUSTING, HITECH STYLE

How do you detect fraud when 
you suspect someone’s doing the 
dirty, but you can’t see it? 

In the wake of various financial 
scandals, public expectations of more 
transparent governance and better polic-
ing are high. Auditors and accountants 
are expected to be more vigilant and 
responsible where fraud is concerned, 
but increased globalization and digitali-
zation are complicating matters; crime 
isn’t local anymore. Fraud is now likely 

to involve more than just one individual 
company in a country. And in all prob-
ability, unearthing one incident is likely 
to lay bare a fraud network that may span 
several countries across a region, and 
create international repercussions.

Rethink internal controls, 
leverage technology
What’s even more worrying is the extent 
of internal complicity in the perpetration 
of fraud. “Almost 92% of the time, the 
internal auditors know about the fraud, 
but labour under the delusion that the 
problem can be fixed,” said independ-
ent forensic auditor Juan Ivan Rogers 
from Panama. “Inevitably, there will be a 
need to ‘cook the books’ in the hope that 
the next quarter will see the problem 
straightening itself out – but that never 
happens. The problems are more likely 
to compound themselves!”

What is needed, he stated, is a com-
plete rethink of the company’s internal 
controls. Fraudulent practices, such as 
money laundering for instance, are com-
pletely unacceptable under any circum-
stances, and are indicative of the lack of 
adequate assessment by the audit function 
and glaring weaknesses in the system. 

“The loss of values has compromised the 
freedom of the accountant,” he remarked. 
“In the early 20th century, auditors were 
actually responsible for detecting fraud, 
but in the 1940s, this function was taken 
away. Ironically, accountants and auditors 
were held responsible for the big finan-
cial scandals of the 90s, and punished!”

He added that the emergence of anti-
fraud forensic accounting is a fairly new 
area; 80% of the problem can be solved 
by prevention. However, there needs to 

be a prevention and compliance risk pro-
gramme in place in companies, and spe-
cial forensic accounting reports should 
be prepared by forensic auditors. Digital 
analysis can also be applied to different 
areas of a database to ascertain if fraud 
is being perpetrated. “Computers show 
up certain trails that can be used in 
analysis, but there are other methods of 
prevention, including risk management, 
secure Internet links, firewalls and an 

appropriate corporate strategy for the 
identification and mitigation of fraud,” 
said Rogers.

Education and personal 
integrity
Above all, users of the system need to be 
educated on policy, and must understand 
what threats they face within their own 
industry, and where their weak points 
are. Documentation is important, and 

continuous updating of methods of fraud 
is necessary because ultimately, fraud 
will affect everyone and every aspect of 
the business.

“A fraud perpetrator is a pathologi-
cal liar!” stated Leonardo J Matignas 
Jr, founding member of the Philippine 
Association of Certified Fraud Examiners. 
“The volume of business being proc-
essed electronically today is staggering. 
In most cases, the processing of these 

Computers show up certain trails that can be used in analysis, but there are other methods 
of prevention, including risk management, secure Internet links, firewalls and an appropriate 

corporate strategy for the identification and mitigation of fraud.
Juan Ivan Rogers, Independent Forensic Auditor, Panama
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CRIMEBUSTING, HITECH STYLE

transactions does not leave an audit trail, 
and while IT knowledge is a necessity, 
there are people within an organization 
who can take advantage of the situation, 
and use the very same systems to per-
petrate fraud. Compounding the prob-
lem is the fact that many accountants 
still regard computers with suspicion 
or fear. We need to know how to handle 
fraud once it has been committed, and 
how to utilize the power of data mining 
to produce actionable intelligence that 
can mitigate the consequences of such 
fraud.” 

Matignas made no bones about the 
most effective method of prevention. “It’s 
in the leadership from the top,” he said. 

Even shredding machines have chips that can be searched for information. Forensic auditors therefore look for 
patterns that indicate fraud. They translate electronic data into a readable format when presenting evidence, but 

there is a general lack of awareness of what information is held on IT systems, and how it exists.
David Cafferty, CIMA Technical Advisory Group 

“Good corporate governance, and the will 
to do the right thing, using the right proc-
esses and the right people – these are the 
best means to put a stop to fraud.”

On the other hand, David Cafferty, 
CIMA Technical Advisory Group, 
remarked that the profession wasn’t real-
ly ready to deal with electronic evidence 
where fraud was concerned, despite 
the extensive use of equipment like lap-
tops, mobile phones, PDAs, tablets, etc. 
Remarking on the need to understand 
that all electronic equipment, including 
swipe card machines, have chips that 
store information, and are therefore vul-
nerable to the commission of fraud, he 
said, “Even shredding machines have 
chips that can be searched for informa-
tion. Forensic auditors therefore look 
for patterns that indicate fraud. They 
translate electronic data into a readable 
format when presenting evidence, but 
there is a general lack of awareness of 
what information is held on IT systems, 
and how it exists. Accountants are just 
not tech-savvy enough!”

There was general agreement among 
the panellists that although affordable 
technology was available today, the ability 
to apply it in the most effective manner 
was still lacking in many audit firms. 
While accountants readily acknowledge 
the growing role that digital technol-
ogy plays in their work, they still haven’t 
come to grips with it. “Essentially, they 
just don’t know how to handle it,” he 
concluded. “Guidelines and information 
in this area are not clear. Do you take 
forensic auditors with you on an audit?”

Obstacles to development

Furthermore, many legal issues surround 
fraud, so the question arises on how to cer-
tify forensic auditors so that their evidence 
and testimony will withstand the scrutiny 
of the courts. “How do we ascertain if 
they are qualified to undertake this kind 
of auditing in the first place?” said bar-
rister Chi Kong Cho, formerly with Hong 
Kong’s Independent Commission Against 
Corruption (ICAC). “Certain kinds of 

fraud may not be related to financial state-
ments, and auditors cannot override inter-
nal controls that have been put in place by 
senior management.”

The solution to this may be to have 
accreditation by other recognized profes-
sional bodies which are willing to verify 
their expertise. Forensic auditors are 
supposed to present evidence simply, not 
in a complicated way but the complexities 
arise when the auditing has to deal with 
invisible, real-time problems. Currently, 
there are very few forensic auditors; 
accountants wishing to go into the field 
need to have the appropriate training in 
both technical know-how and litigation 
support.

“There is a need for professional fraud 
examination training, in the collection of 
admissible evidence,” Cho said. “Duty of 
care is owed to the client when we carry 
out our jobs. The developments world-
wide and in the profession itself, present a 
good case for establishing a professional 
institute for fraud investigation and foren-
sic accounting in Asia.” 
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on recurrent related 
party transactions 
(RRPT)

Listing 
Requirement 
Essentials

Chong Kian Soon
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LISTING REQUIREMENT ESSENTIALS ON 

RECURRENT RELATED PARTY TRANSACTIONS

PLCs and their subsidiaries commonly transact with their 

directors and major shareholders (the related parties) in 

the ordinary course of business.  But, due to the relation-

ship of the related parties with the PLCs, any transactions 

made between them become sensitive.  Accordingly, the 

Exchange has set out certain requirements to be followed 

by the PLCs when and before entering into RRPT.  This is to 

ensure that all related party transactions are made on an 

arm’s length and bona fide basis.

The Requirements of the 

Announcement and Shareholders’ 

Mandate

In the context of the Listing 
Requirements, RRPT means a transac-
tion which is recurrent, of a revenue or 
trading nature, and which is necessary 
for the day-to-day operations of a listed 
issuer or its subsidiaries.  Transactions 
which would be made at least once in 
3 years would be considered as recur-
rent.

At present, subject to the 5% per-
centage ratio, PLCs with paid-up capi-
tal of RM60 million and above could 
transact RRPT by making an immediate 
announcement to the Exchange if the 
value of the transaction is more than 
RM1 million or 1% of the percentage 
ratio, whichever is higher.  For PLCs 
with paid-up capital of less than RM60 
million, the above requirement is the 
same except that it shall be based on 
whichever is the lower amount.

There is an alternative to this 
announcement requirement. Under Para 
10.09 of the Listing Requirements, PLCs 
could obtain an annual mandate from 
their non-related shareholders for the 
expected RRPT to be transacted.  In this 
case, PLCs could prepare a shareholders’ 
circular; state their anticipated amount of 

RRPT (which are usually above the RM1 
million threshold or 1% of the percent-
age ratio); and obtain the approval from 
non-related shareholders in the general 
meeting.  

From the administrative point of view, 
this alternative is more effective. Usually 
the approval for RRPTs is proposed and 
obtained in the AGM.  Unless revoked or 
varied by resolution passed by sharehold-
ers in any general meeting, the authority 
conferred in this mandate will continue 
to be in force until the next AGM date or 
until the expiration of the period within 
which the AGM shall be held as required 
by the Companies Act 1965.  Thereafter, a 
new mandate shall be obtained.

The mandate notwithstanding, PLCs 
are still required to monitor their RRPT 
and the new RRPT which are not stated 
in the shareholders’ circular or cov-
ered in the mandate.  When the actual 
amount of RRPT transacted exceeds 
the estimated amount in the mandate 
by 10% or more, PLCs are required to 
make an immediate announcement to 
the Exchange and provide reasons for 
the differences.  For new RRPT which 
are not included in the approved man-
date, the requirement for immediate 
announcement based on the RM1 mil-
lion threshold or 1% percentage ratio 
shall still be applied.
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The Requirements of the 

Percentage Ratio

The percentage ratio of the transaction 
is judged or compared against any one of 
the eight parameters (right).  It shall be 
noted that the test of percentage ratio for 
RRPT is only applicable when the share-
holders’ mandate has not been obtained.  
These percentage ratios are also applica-
ble to those non-recurrent related party 
transactions and the acquisition and dis-
posal of assets under Chapter 10 of the 
Listing Requirements.

It shall be noted that for proper-
ty development companies, Para 3.3 of 
Practice Note 12 provides that the maxi-
mum limit for acquisition and disposal 
of land or land-based property for RRPT 
shall not exceed any one of the percent-
age ratios by more than 10%.  

The Requirements on the Audit 

Committee’s Review, Internal Control 

Procedures and Disclosure

In order to ensure that terms of the 
RRPT are not more favourable than those 
generally available to the public and det-
rimental to minority shareholders, the 
Audit Committee is required to assess 
the adequacy of the control procedures 
on RRPT.  Part of the control procedures 
requires PLCs to define the thresholds 
for approval of RRPT within their organi-
zations and to obtain third parties’ quota-
tions for comparison purpose.  Where 
quotations or comparative pricing from 
third parties cannot be obtained, PLCs 
shall explain how the transaction price is 
determined in the interest of the compa-
nies.  In this case, the common alternative 
of comparison is based on the cost plus 
method.  

In making the disclosure in the annual 
report, PLCs are required to disclose not 
only the aggregate value of RRPT con-
ducted pursuant to its mandate and its 
breakdown by the type of RRPT, but also 
the name of the related parties and their 
relationship with the PLCs for each trans-
action made.  Occasionally, it is observed 
that the name of the related parties and 

LISTING REQUIREMENT ESSENTIALS ON 

RECURRENT RELATED PARTY TRANSACTIONS

Percentage Ratio Parameters:

1.  The net assets of the listed issuer;

2.  The net profits (excluding extraordinary items) attributable to the sub-

ject matter of the transaction against the net profits of the listed issuer; 

3.  The aggregate value of the consideration given or received in relation to 

the transaction, compared with the net assets of the listed issuer;

4.  The equity share capital issued by the listed issuer as consideration for 

an acquisition, compared with the equity share capital previously in 

issue (excluding treasury shares);

5.  The aggregate value of the consideration given or received in relation 

to the transaction, compared with the market value of all the ordinary 

shares of the listed issuer (excluding treasury shares); 

6.  The total assets of the subject matter of the transaction compared with 

the total assets of the listed issuer; 

7.  In respect of joint ventures, business transactions or arrangements, the 

total project cost attributable to the listed issuer compared with the 

total assets of the listed issuer. In the case of a joint venture corporation, 

the total equity participation of the listed issuer in the joint venture cor-

poration compared with the net assets of the listed issuer.  The value of 

the transaction should include shareholders’ loans and guarantees to be 

given by the listed issuer; or  

8.  The aggregate cost of investment of the transaction over the net assets 

of the listed issuer for disposal and where the acquisition of the subject 

matter took place within the last five years.

the relationship of the related parties with 
their PLCs were omitted in some of the 
PLCs’ annual report.

On a separate note, in the case of con-
struction contracts, it is also observed 
that some shareholders’ circulars on 
RRPT were prepared based on the 
estimated amount of progress billings 
instead of the total estimated contract 
sum to be transacted with related par-
ties.  Under this circumstance, it usu-
ally raises the doubt of the sharehold-
ers if those contracts were awarded or 
accepted even before the shareholders’ 
approval.  

Chong Kian Soon is the Managing Director 
of IA Essential, a specialist firm providing 
internal audit services.
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tax

Advance Pricing 
Arrangements 

IN TODAY’S WORLD where globalization continues to break all barriers and companies 

are constantly expanding their operations across continents, transfer pricing is emerging as 

a preeminent issue engaging the attention of multi-national enterprises (MNEs) worldwide.  

Transfer prices are important for both the taxpayers and tax administrations because they 

determine, in large part, the income, expense, and taxable profits of associated enterprises in 

different tax jurisdictions.  As the international aspects of transfer pricing involve more than one 

tax jurisdiction, they are more difficult to deal with as compared to purely domestic tax issues.

TRANSFER PRICING LAW AND 
PRACTICE IN MALAYSIA

 In July 2003, Malaysia introduced Transfer 
Pricing Guidelines to provide guidance to taxpayers 
in applying the arm’s length standard. These guide-
lines are broadly modelled on the guidelines issued 
by the Organisation for Economic Co-operation and 
Development (OECD). With the increased focus on 
transfer pricing audits and the quantum of adjust-
ment involved, specific legislation was introduced 
effective 1 January 2009 in the form of Section 140A. 
This new legislation not only shows the seriousness 
of the tax authorities but also the increased onus on 
taxpayers to ensure that their transfer prices meet 
the arm’s length standard. In this regard, it is impor-
tant that taxpayers have formal means of obtaining 
certainty by having their transfer pricing arrange-
ments agreed with the tax authorities.

Though taxpayers in Malaysia can approach the 
Authority for Advance Rulings (AAR) to determine 
the tax implications of their proposed transactions, 
the AAR does not adjudicate on questions involving 
determination of arm’s length price.  Accordingly, 
towards this end of providing more clarity to taxpay-
ers in their transfer pricing dealings, Malaysia intro-
duced the Advance Pricing Arrangement (APA) leg-
islation from 1 January 2009 by introducing Section 
138C in the Income Tax Act.

This section provides the taxpayers (which 
are engaged in cross border transactions with 
their associated parties) an option to file an 
application with the Director-General to enter 
into an arrangement to determine an appropriate 
transfer pricing methodology to be used in their 
future dealings with their related parties.

CONCEPT OF APA

The concept of the APA is to provide a means 
by which taxpayers and tax administrations can 
voluntarily and mutually agree on transfer pricing 
issues. In simple terms, an APA is a mechanism to 
provide the taxpayers an opportunity to reach an 
agreement with the tax authorities on the future 
application of the arm’s length principle in their 
international dealings with related parties, thereby 
resolving any uncertainty around these dealings.  
APAs are negotiated in a co-operative environment 
in which the tax authorities and the taxpayers agree 
on a transfer pricing methodology that results in 
an appropriate allocation of income and expenses 
between the related parties for a particular period 
of time (generally 3 - 5 years).  Through such an 
agreement, the tax authorities provide a commit-
ment for not making any adjustment to the transfer 
price as long as the taxpayer adheres to the princi-
ples agreed in the arrangement. 

Jagdev Singh , Anushia Joan Soosaipillai and Sachin Tewari
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ADVANCE PRICING ARRANGEMENTS 

This new legislation not only shows the seriousness of the tax authorities but 
also the increased onus on taxpayers to ensure that their transfer prices meet the 
arm’s length standard. In this regard, it is important that taxpayers have formal 

means of obtaining certainty by having their transfer pricing arrangements 
agreed with the tax authorities.

In simple terms, an APA is a mechanism to provide the taxpayers an 
opportunity to reach an agreement with the tax authorities on the future 

application of the arm’s length principle in their international dealings with 
related parties, thereby resolving any uncertainty around these dealings.  
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TYPES OF APA

An APA process could be unilateral or bilateral 
in nature. A unilateral APA is an agreement between 
the taxpayer and tax authorities of only one jurisdic-
tion i.e. within the same country whereas a bilateral 
APA also includes the tax administrations of other 
countries in which the taxpayer and its associated 
enterprises have transactions.

APA PROCESS

There is a prescribed standard format to apply 
for an APA process in Malaysia. Companies apply-
ing for the APA process need to apply through 
the “Advance Pricing Arrangement Application 
Form” i.e. Form APA 1 which requires all the rel-
evant information pertaining to the related party 
transaction to be provided. This includes details of 
the applicant and parties involved in the proposed 
arrangement, ownership structure, operational 
aspects of business, industry and market analysis, 
functional analysis of transactions, details of com-
petitors and proposed transfer pricing methodology 
and its rationale. Besides the above, documentation 

supporting the appropriateness of the proposed 
arrangement along with arm’s length results for 
the proposed transactions is also required to be 
provided. Companies need to elect the number of 
future years they intend to cover under the APA, 
which generally ranges from 3 to 5 years.

A typical APA process begins with a pre-filing 
meeting between the company and the Malaysian 
Inland Revenue Board (IRB) to discuss the broad 
aspects of the APA requester and its feasibility. 
Should the IRB accept the request, the taxpayer 
is advised on the detailed information required to 
be included in the formal submission. Based on 
the information provided, there are several rounds 
of discussions and negotiations before the tax 
authority(ies) arrive at a conclusion and advise the 
taxpayer on the outcome. An APA process gener-
ally takes around 6 to 18 months to be concluded, 
depending on the complexity of the issues.

In case of a bilateral APA, the competent author-
ities of the foreign jurisdiction are also involved 
in the discussions.  The taxpayer is required to 
furnish a formal submission with the foreign com-
petent authorities which is generally followed by a 
series of discussions and negotiations between the 
local competent authorities and the foreign com-
petent authorities. The local competent authorities 
regularly update the taxpayer of the discussions 
and inform when a conclusion is reached. A bilat-
eral APA provides a higher level of certainty to the 
taxpayer and minimizes the risks compared to a 
unilateral APA.

Once an APA has been agreed and implement-
ed, fewer resources may be needed for subsequent 
examination of the taxpayer’s return, because more 
information is known about the taxpayer. However, 
taxpayers are still required to maintain and provide 
appropriate documentation on a yearly basis for 
monitoring the application of the arrangement. 
Though the information required to be filed and 
maintained under the APA process is quite onerous 
on the taxpayer, generally the APA proves to be 
advantageous to the taxpayer in the longer term.

ADVANTAGES OF APA

An APA programme provides an atmosphere 
in which all parties come to the table intending 
to find a mutually satisfactory arrangement.  It is 
considered as a strategy to minimize the risk of a 
transfer pricing adjustment and provides certainty 
through a negotiation process. APAs represent an 
approach that is used to manage the challenges 

ADVANCE PRICING ARRANGEMENTS 



of responding to conflicting demands by different 
tax authorities. In addition to substantially reduc-
ing the possibility of double taxation in the future, 
an APA mechanism also enables MNEs to better 
predict costs and expenses, including tax liabilities.  
Apart from providing certainty to the taxpayer on 
an appropriate transfer pricing methodology, it also 
ensures that profits are appropriately attributed and 
taxed, and eliminates the time consuming transfer 
pricing audit procedure for both the taxpayers and 
tax authorities. 

Besides being advantageous to taxpayers, APAs 
are also beneficial to tax administrations because 
APAs save resources and time, are less adversarial 
than examination so information is more readily 
shared, and provide an opportunity for the tax 
administration to adequately analyze the taxpayer’s 
business practices. 

GLOBAL TREND

The APA process has been used successfully 
by most countries to provide certainty in the area 
of transfer pricing to MNEs. The US tax adminis-
tration adopted an APA programme in 1991, and 
several other OECD member countries have since 
announced APA programmes.  These programmes 
have provided a means of addressing and resolv-
ing difficult, fact-sensitive transfer pricing issues, 
efficiently, and in a cost-effective manner amica-
bly among multinational taxpayers, domestic tax 

administrations, and foreign taxing authorities. The 
evolution of APA programmes represents a major 
administrative development for international transfer 
pricing issues.  Due to the co-operative nature of its 
proceedings, APAs have gained significant promi-
nence in developed jurisdictions like the US, UK, 
Australia, Mexico, etc. to amicably resolve/ pre-empt 
potential transfer pricing issues faced by MNEs.  

LOOKING AHEAD 

With investments into Malaysia leading to an 
increase in transactions between Malaysian and 
other group entities, MNEs will be looking for more 
clarity and certainty in their controlled transac-
tions involving entities in multiple tax jurisdictions. 
Keeping in mind the Malaysian Transfer Pricing 
developments and the significant advantages pro-
vided by APAs, MNEs should be moving towards 
adopting the APA route to ensure resolution of 
potential transfer pricing issues in advance. 

Jagdev Singh is a Senior Executive Director, Anushia 
Joan Soosaipillai is an Executive Director and Sachin 
Tewari is a Consultant with PricewaterhouseCoopers 
Taxation Services Sdn Bhd. The contents of this 
article represent the views of the authors and not that 
of PricewaterhouseCoopers Taxation Services Sdn 
Bhd. The authors can be contacted at:  jagdev.singh@
my.pwc.com; anushia.joan.soosaipillai@my.pwc.com 
and sachin.tewari@my.pwc.com.

ADVANCE PRICING ARRANGEMENTS 
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A second example is on the-
service permanent estab-
lishment (PE). Prior to 
2008, Article 5 (Permanent 
Establishment) of the OECD 

MTC does not deal specifically with the 
provision of services. In this regard, some 
of the Malaysian treaties include provi-
sion which is based on the Article 5(3)(b) 
of the UN MTC which reads as follows”- 
The term “permanent establishment” also 
encompasses the furnishing of services, 
including consultancy services, by an 
enterprise through employees or other 
personnel engaged by the enterprise for 
such purpose, but only if activities of that 
nature continue (for the same or a con-
nected project) within a Contracting State 
for a period or periods aggregating more 
than six months within any 12 month 
period”. For example, the Malaysia-China 
and Malaysia-Indonesia treaties incorpo-
rate this feature.

Of course, there are certain aspects in 
the Malaysian treaties that are neither 
modelled after the OECD nor UN Model. 
Some of them are as follows:
• The inclusion of technical fee article. 
• The inclusion of technical services 

in the royalty article - For example, 
Article XII of the Malaysia-Denmark 
DTA defines “royalties” as “payments 
of any kind received as a consideration 

tax

The Fundamentals of 

Tan Hooi Beng

tax
DOUBLE TAX 
AGREEMENTS

for (a) …(b)… (c) the supply of scien-
tific, technical, industrial or commer-
cial knowledge or information; (d) the 
rendering of any services or assistance 
of a technical, managerial or consul-
tancy nature (emphasis added).

• The combination of royalty and fees 
for technical fee into a single article. 
See Article 12 of the recently gazetted 
DTA between Malaysia-Germany (yet 
to be ratified).

• Substantial equipment PE. For exam-
ple, Article 5(4)(b) of the Malaysia-
Australia DTA  provides that “an enter-
prise of one of the Contracting 
States shall be deemed to have a 
permanent establishment in the 
other Contracting State and to 
carry on business through that 
permanent establishment if sub-
stantial equipment is in that other 
State being used or installed by, 
for or under contract with, the 
enterprise”.

• Toll manufacturing activities PE - 
For example, Article 5(5)(b) of the 
Malaysia-Indonesia DTA  provides that 
“A person (other than a broker, general 
commission agent or any other agent 
of an independent status to whom para 
6 applies) acting in a Contracting State 
on behalf of an enterprise of the other 
Contracting State shall be deemed to 
be a PE in the first-mentioned State, if 
he manufactures or processes in the 
first-mentioned State for the enterprise 
goods or merchandise belonging to 
the enterprise”. 

COMMENTARIES TO THE OECD MTC 

– ARE THEY LEGALLY BINDING?

It is interesting to note that although 
Malaysian DTAs are mainly modelled 
after the OECD MTC, Malaysia is not 
a member of OECD. Presently, the 32 
member countries of OECD are Australia, 
Austria, Belgium, Canada, Chile, Czech 
Republic, Denmark, Finland, France, 
Germany, Greece, Hungary, Iceland, 
Ireland, Italy, Japan, Korea, Luxembourg,  
Mexico, the Netherlands, New Zealand,  
Norway, Poland, Portugal, Slovak Republic, 

Slovenia, Spain, Sweden, 
Switzerland, Turkey, United 
Kingdom and the United 
States.

part 2
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However, it just makes practical 
sense for Malaysian negotiators to use 
the OECD MTC as a starting point cou-
pled with some modifications (eg incor-
porating some features in the UN Model). 
Otherwise, one could imagine the need 
to draft a new model. For each article in, 
either the OECD MTC or UN MTC, there 
is a detailed commentary that is intended 
to illustrate or interpret its provisions. In 
many countries like Australia, Belgium, 
Germany, UK etc the commentaries have 
been relied on as an aid to the inter-
pretation of the MTC. Whilst the DTA 
itself is a tax law from the Malaysian tax 
perspective, the commentaries are not. 
Nevertheless, in practice, the Malaysian 
tax authorities do make reference to 
them when interpreting the treaties.

One thing for sure is that the tax 
authorities, be it in Malaysia or elsewhere, 
are not obliged to adhere fully to the com-
mentaries. Indeed, even certain OECD 
member counties have reservations to cer-
tain commentaries. From the Malaysian 
perspective, being a non-OECD country, it 
has also made known of its reservation in 
certain commentaries. For example, para 
14.2 of the OECD Commentary on Article 
12 (Royalty) states that:

14.2 The ease of reproducing computer pro-
grams has resulted in distribution arrange-
ments in which the transferee obtains rights 
to make multiple copies of the program for 
operation only within its own business. 
Such arrangements are commonly referred 
to as “site licences”, “enterprise licenses”, or 
“network licences”. Although these arrange-
ments permit the making of multiple copies 
of the program, such rights are generally 
limited to those necessary for the purpose 
of enabling the operation of the program 
on the licensee’s computers or network, 
and reproduction for any other purpose is 
not permitted under the license. Payments 
under such arrangements will in most 
cases be dealt with as business profits in 
accordance with Article 7.

In this regard, para 19 of the Non-Member 
Countries’ Positions on the OECD MTC 
(Article 12 and its commentaries) states 
that:

19. Malaysia does not adhere to the inter-
pretation in para 14.2 because Malaysia 
is of the view that licence fees for rights to 
distribute software constitute royalties.
In any case, the author is of the view that 
a reference should be made to para 14.4 
of the OECD Commentary on Article 12 
instead as far as software distribution is 
concerned. Para 14.4 states that:

14.4 Arrangements between a software 
copyright holder and a distribution inter-
mediary frequently will grant to the distri-
bution intermediary the right to distribute 
copies of the program without the right to 
reproduce that program. In these transac-
tions, the rights acquired in relation to the 

copyright are limited to those necessary for 
the commercial intermediary to distribute 
copies of the software program. In such 
transactions, distributors are paying only 
for the acquisition of the software copies 
and not to exploit any right in the software 
copyrights. Thus, in a transaction where a 
distributor makes payments to acquire and 
distribute software copies (without the right 
to reproduce the software), the rights in 
relation to these acts of distribution should 
be disregarded in analysing the character of 
the transaction for tax purposes. Payments 
in these types of transactions would be dealt 
with as business profits in accordance with 
Article 7. This would be the case regardless 
of whether the copies being distributed are 
delivered on tangible media or are distrib-
uted electronically (without the distributor 
having the right to reproduce the software), 
or whether the software is subject to minor 
customisation for the purposes of its instal-
lation.

The fact that Malaysia has made cer-
tain reservations on certain articles and 
their commentaries, it could be implied 
that Malaysia does indeed make refer-
ence to those articles and commentaries 
that it does not have any reservations on.

PRACTICAL STEPS IN USING A DTA

Based on my experience, at least from 
the Malaysian point of view, one tends 
to take a shortcut to applying the DTA. 
This is best illustrated by the follow-
ing example. Say there is an interest 
payment from a company incorporated 
in Malaysia to another company incor-
porated in Singapore, a quick way is 
to apply the reduced treaty rate of 10% 
found in the Malaysian tax authorities’ 
website (15% is the WHT rate under 
the ITA).

Whilst the information provided in 
the said website can be used as a quick 
guide, the proper way of applying the 
DTA is certainly by applying the follow-
ing six steps to the above example:

ttaxTHE FUNDAMENTALS OF DOUBLE TAX AGREEMENTS

Presently, the 32 
member countries of 
OECD are Australia, 
Austria, Belgium, Canada, 
Chile, Czech Republic, 
Denmark, Finland, France, 
Germany, Greece, Hungary, 
Iceland, Ireland, Italy, Japan, 
Korea, Luxembourg,  Mexico, 
the Netherlands, 
New Zealand,  Norway, 
Poland, Portugal, Slovak 
Republic, Slovenia, 
Spain, Sweden, Switzerland, 
Turkey, United Kingdom 
and the United States.
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STEP 1 – Ascertain whether the subject 
matter is within the scope of the DTA. In 
this respect, the person who is to suffer 
the Malaysian WHT must be a person 
who is a tax resident in Singapore and 
the country imposing the WHT should 
be Malaysia. Also, the person paying the 
interest should either be a tax resident in 
Malaysia or having a PE or fixed base in 
Malaysia which bears the interest. Article 
3 deals with general definitions and 
Article 3(1)(d) of the Malaysia-Singapore 
DTA defines the term “person” to include 
as an individual, a company and any other 
body of persons which is treated as a per-
son for tax purposes whilst Article 4 (1) 

defines “resident of a Contracting State” 
to mean:
(a) in the case of Malaysia, a person who 
is resident in Malaysia for the purposes of 
Malaysian tax; and
(b) in the case of Singapore, a person who 
is resident in Singapore for the purposes 
of Singapore tax.
STEP 2 – Check whether the tax imposed 
by Malaysia (in this case, in the form 
of WHT) on the payment of interest is 
covered in the DTA. In this regard, one 
should refer to Article 2 (Taxes Covered). 
In this respect, Article 2(2) states that the 

Malaysian taxes which are the subject of 
this Agreement are the income tax and 
petroleum income tax. WHT is part of 
income tax.
STEP 3 – Make sure that the DTA indeed 
applies to the relevant taxable period and 
also the DTA has not been terminated.  
One should refer to Article 28(Entry into 
Force) and Article 29(Termination) of the 
Malaysia-Singapore DTA.
STEP 4 – Apply the relevant definitions 
found in the treaty. 
STEP 5 - Apply the appropriate substan-
tive provision. In this regard, Article 11 
(Interest) is the appropriate one (unless 
the Singaporean company has a PE in 

Malaysia and the debt-claim in respect 
of which the interest is paid is effectively 
connected with such PE. In such case, the 
provisions of Article 7 (Business Profits) 
shall apply. In this regard, Malaysia 
can impose WHT, but capped at 10% as 
opposed to 15% as provided under the 
ITA. The reduced rate is only applicable 
if the recipient of interest is the beneficial 
owner of the income. Over the last few 
years, the issue of beneficial ownership 
has become one of the most controversial 
issues in international taxation. There 
have been various court litigations on this 

matter (e.g. the case of Indofood, Prevost 
etc). One of the main reasons for this 
controversy is because the term “benefi-
cial ownership” is not defined in the DTA 
and most of the local domestic tax laws. 
The “beneficial ownership” requirement 
is certainly an anti-abusive provision and 
of late, countries like China and Indonesia 
have tightened their domestic tax laws 
and regulations in this respect with a view 
to counteracting abusive treaty-shopping.
STEP 6 – Where relevant, apply the 
article in respect of elimination of double 
taxation. This is to be used by the state of 
residence of the taxpayer.

 

 LIMITATION OF BENEFIT (LOB)

The LOB articles can be mainly found in 
certain tax treaties, in particular those 
concluded by the US. This article is 
intended to counter treaty-shopping. 
From the Malaysian perspective, an ele-
ment of LOB article can also be found 
in certain treaties, for example in the 
Malaysia-UK DTA.

 PROTOCOLS

It is common for a DTA to be accompa-
nied by one or more exchanges of notes 
and/or protocols, which provide further 

There is a school of thought 
that the concept of PE, in 
particular, the six months 
rule of thumb can also be 
used in a non-treaty case. 
The author is of the view 
that this rule of thumb can 
merely be used as a gen-
eral guide as there is noth-
ing that precludes the tax 
authorities of adopting other 
approaches since there is 
no treaty protection to begin 
with.



FEBRUARY 2011 |  ACCOUNTANTS  TODAY      29     

THE FUNDAMENTALS OF DOUBLE TAX AGREEMENTStaxTHE FU

explanation to the application of the main 
treaty. Hence, a seasoned international 
tax practitioner will not miss out the pro-
tocol when applying the DTA.

Let us look at Article 5(5) of the 
Malaysia-Singapore DTA in relation to 
agency PE:

5. Where a person (other than a broker, 
general commission agent or any other 
agent of an independent status to whom 
para 6 applies) is acting in a Contracting 
State on behalf of an enterprise of the other 
Contracting State that enterprise shall be 
deemed to have a permanent establishment 
in the first mentioned State if that person:
(a) has, and habitually exercises in the 
first-mentioned State, an authority to con-
clude contracts in the name of the enter-
prise, unless his activities are limited to the 
purchase of goods or merchandise for the 
enterprise; or

(b) maintains in the first-mentioned State 
a stock of goods or merchandise belong-
ing to the enterprise from which he regu-
larly fills orders on behalf of the enterprise 
(emphasis added).

By just reading Article 5(5)(b) of the main 
treaty, one would take the position that an 
agency PE would be created in Malaysia 
or Singapore, as the case may be if there 
are maintenance and order-filling activi-
ties. However, if one goes on to read para 
2 of the protocol to the Malaysia-Singapore 
DTA, then the conclusion would be differ-
ent as para 2 provides that:

2. For the purposes of Article 5 paragraph 
5(b), the enterprise of a Contracting State 
will be deemed to have a permanent estab-
lishment in the other Contracting State 
only if the agent acting on behalf of the 
enterprise also takes orders from custom-

ers in addition to regularly filling of the 
orders out of the stock of goods or merchan-
dise belonging to the enterprise (emphasis 
added)

The above example clearly demonstrates 
the importance of reading the protocol 
alongside the main DTA.

NON-TREATY SITUATION – WHAT IS 

THE YARDSTICK?

So far, Malaysia has more than 60 effec-
tive DTAs with various countries and 
many more are in the pipeline. It is note-
worthy that the US is one of Malaysia’s 
largest trading partners. Having said this, 
to-date, Malaysia has only entered into a 
navigational treaty with the US. The issue 
is when will Malaysia ever have a compre-
hensive tax treaty with its important trad-
ing partner? Having a DTA is crucial and 
without it several adverse implications 
may arise. Among others are that there 
will be no reduced WHT, a great difficulty 
in ascertaining whether the non-residents 
have a taxable presence in another coun-
try etc. There is a school of thought that 
the concept of PE, in particular, the six 
months rule of thumb can also be used 
in a non-treaty case. The author is of the 
view that this rule of thumb can merely 
be used as a general guide as there is 
nothing that precludes the tax authorities 
to adopt other approaches since there is 
no treaty protection to begin with.

THE WAY FORWARD

DTA is crucial in any of the internation-
al tax planning strategies. Obviously, if 
applied appropriately, a DTA can give rise 
to various benefits to the parties involved 
in cross-border transactions. Whilst most 
of the DTAs are modelled after the OECD 
MTC coupled with some modifications, 
one DTA varies from another. Hence, it is 
crucial to analyse each DTA carefully.  

This article first appeared in Tax Guardian 
and it is published by CTIM (Chartered Tax 
Institute of Malaysia )
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Liquidity is still a major issue and one of the key challenges to 

many experts and bankers worldwide in the emerging Islamic 

finance industry. The ability of Islamic financial institutions to 

manage liquidity needs to be addressed urgently.

The Liquidity      
Challenge   

Dalila Abu Bakar
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Zainul Hashim, Head of Capital Market, 

Royal Bank of Scotland, Malaysia reck-
oned that commoditisation of the prod-
ucts could improve the liquidity of the 
Islamic finance industry. Commoditisation 
is similar to the Malaysia situation, which 
operates under a common framework 
regulated by Bank Negara Malaysia and 
the Securities Commission. 

In other parts of the world, he said 
individual banks set the tone for their 
compliance and tend not to accept anoth-
er institution’s products. By extension, 
they are reluctant to accept products from 
other countries that have ‘innovation’. 

 “Malaysia cannot do it alone. Other 
jurisdictions that are serious about Islamic 
finance must also come to terms and 
institutionalise a common framework that 
would promote liquidity. This is what the 
Malaysia International Islamic Financial 
Centre is attempting to accomplish, by 
making Malaysia as a centre of origination, 
with liquidity providers in the sukuk space 
operating from this environment,” he said. 

According to Zainul, Dubai is also 
keen to be a centre of origination and 
through the Dubai International Financial 
Centre (DIFC), has adopted free trade 
governed by English Common Law and a 
regulatory framework which is separate 
from United Arab Emirates and other 
gulf countries, which are governed under 

their individual framework based on cus-
tom and shariah on a case by case basis.

Chaaban Omran, Chief Executive Officer, 

Crescent Investments Australasia said 
apart from managing risk to ensure liquid-
ity is managed to maintain cash flow, the 
global Islamic finance industry will need 
to look for emerging markets that con-
tain new quality assets that would attract 
Islamic banking and finance investors. 

“Australia and India as well as other 
Islamic banking and finance emerging 
markets have such profiles and charac-
teristics. These markets are expected 

to open up demand to increase the size 
of the liquidity pool. The quality of the 
assets is expected to increase diversifica-
tion of portfolios,” he explained.

Chaaban stressed that further work 
needs to be done to promote products to 
people of all faiths. 

“There is a need to increase educa-
tion on risk sharing and participation in 
these asset-based products which should 
appeal to the most sceptical of investors. 
Today, the Islamic banking and finance 
market has a strong sukuk market, how-
ever the industry needs more innovation 
and more products. If we expand into 
new markets and develop new innovative 
products, then the Islamic finance liquid-
ity will improve,” he added.

THE LIQUIDITY CHALLENGE  

Of late, several 

efforts have been 

undertaken to 

promote liquidity 

in the Islamic finance 

space but obviously, more 

needs to be done to ensure 

the fast growth of this 

promising industry. 

The collective effort 

of twelve central banks 

or monetary authorities 

and two multi-lateral 

institutions to establish 

the International Islamic 

Liquidity Management 

Corporation (IILM) last 

October, which aims to 

assist institutions offering 

Islamic financial services in 

addressing their liquidity 

management in an efficient 

and effective manner, is 

a major move to improve 

liquidity in the Islamic 

finance industry.

Meanwhile, Islamic 

finance experts at the 

recent International 

Shariah Investment 

Convention held in Kuala 

Lumpur vocalised the 

efforts that should be in 

place to promote liquidity 

in the sector.     
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KFH Research Limited, Malaysia high-

lighted the importance of cross-border under-

standing and collaboration in providing Islamic 

financial services and products on a global scale 

in improving the liquidity in the Islamic finance 

space.  

The research firm also stressed the need 

for an improved secondary market for Islamic 

bonds as this could entail more tradable sukuk 

structures and improved regulations. In addi-

tion, there should be more equity-based prod-

ucts rather than debt in the Islamic finance 

market as this makes trading permissible and 

improves liquidity, it said.

“An active pan-Asian Islamic securities mar-

ket should be introduced. This should also be 

done in the Gulf Cooperation Council (GCC) 

countries,” it said.  

Since structured products are highly cus-

tomised and normally held to maturity, there 

should be a development of Exchange Traded 

Notes (ETNs), structured to resemble Exchange 

Traded Funds which are fungible instruments 

traded like regular common stock on a securi-

ties exchange.

“The Islamic finance industry should also 

impose more stringent regulations on Islamic 

banks to comply with better liquidity ratios,” 

KFH Research added.

KFH Reseach also pointed out that rating 

of sukuk is another important measure in 

enhancing liquidity in the Islamic finance 

market as it helps to assess the companies’ level 

of liquidity and thus improves disclosure to 

the investors. From its observation, most sukuk 

in the GCC countries are not rated. Post-crisis, 

however, more sukuk are being rated, and this 

positive trend is expected to continue.    
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Mohd Razlan Mohamed, Chief Executive 

Officer, Malaysian Rating Corporation Bhd 

added that ratings may help improve 
the liquidity of instruments issued by 
high investment grade issuers by increas-
ing the marketability of Islamic financial 
instruments, provided issuance volumes 
are sufficiently large and the investor 
base comprises a reasonable proportion 
of investors who are buying the securities 
principally for trading purposes, such as 
selling them prior to maturity. 

Where issuance volumes are low, 
liquidity will be thin, generally character-
ised by wide bid/ask spreads. If the inves-
tor base for a rated instrument exhibits 
a high concentration of buy-and-hold-
to-maturity investors, secondary market 
liquidity will be naturally low, he said.

Ratings primarily act as a confidence 
booster as it provides assurance that 
an independent party has assessed the 
likelihood of full and timely payment for 
the rated instrument, and will continue to 
maintain rating surveillance throughout 
the tenure of the issue. 

At a micro level, liquidity is very much 
a function of the size of the bond offering 
and its investor base. “Strong regulatory 
framework for sukuk trading that protects 
the investor interest would help liquidity 
to a certain extent. Extending the reach 
for retail investors to directly invest in 
sukuk is seen as the next development to 
broaden liquidity in the sukuk market,” 
Mohd Razlan added.

Dr. Mohd Daud Bakar, President and CEO, 

Amanie Business Solutions Sdn Bhd said 
the issuance of more tradable instru-
ments for short and medium tenures 
could enhance liquidity in the sector. 

According to him, the local Islamic 
finance industry does not really face a 
liquidity problem. “There are news of large 
Ringgit-denominated sukuk issuance in the 
local market. Low interest rates scenario 
plus weak US dollar clear the path for capi-
tal market issuances,” Mohd Daud said.

Jaafar Rihan, General Manager of Islamic 

Investment Development Department of 

Employees Provident Fund (EPF) said the 
Fund has stepped up efforts to promote 
liquidity in the Islamic finance space.   

Jaafar said an Islamic Investment 
Development department has been set up 
to focus on two areas – to invest in Islamic 
fixed income, namely sukuk and Islamic 
term financing, and to act as advisory to 
other Islamic investments in the EPF.  

“The creation of the department 
shows the commitment of EPF in devel-
oping the sukuk market via the demand 
side,” Jaafar said. EPF currently holds 
30% of the total sukuk market, comprising 
government and private sukuk. 

“To unlock liquidity, EPF can play the 
same role for the sukuk market as it did 
for the conventional market, via securi-
ties lending. EPF can ‘lend out’ its sukuk 
to market players (via wakalah or other 
acceptable structures) for them to per-
form Islamic repos. We are willing to col-
laborate with the regulators and market 
players to initiate this effort,” said Jaafar. 

Jaafar also said that there should be a 
‘Sukuk Masterplan’ to identify the vision 
and the mission of each party involved in 
the sukuk market. 

“This masterplan should illustrate 
how Malaysia can be the centre for the 
sukuk market in the world. Each party, 
be it Government, regulators, market 
players or even the public, has a role to 
ensure the success of this masterplan. 
Under this masterplan, all the initiatives 
introduced by regulators and the markets 
can be centralised via a body to ensure 
the coherent and effectiveness of the 
respective initiatives.”

 He added: “There should also be an 
Islamic financial intermediary which not 
only quotes market prices of sukuk and 
equities but more importantly, will medi-
ate between the real sectors and financial 
sectors via providing ‘assets’ for players 
to perform their transactions, be it in the 
form of Murabahah or Ijarah.”  

MIA was an associate partner for the International Shariah Investment 
Convention held in Kuala Lumpur. 

The research firm also 

stressed the need for 

an improved secondary 

market for Islamic bonds 

as this could entail more 

tradable sukuk structures 

and improved regulations. 

In addition, there should 

be more equity-based 

products rather than debt 

in the Islamic finance 

market as this makes 

trading permissible and 

improves liquidity
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The global sukuk or Islamic bond mar-
ket is expected to rebound in 2011 as 
global economic conditions improve. 
Islamic finance experts are bullish on 
the performance of the sukuk market, 

estimating global issuance to be between US$25 
billion and US$31 billion in 2011.

Islamic finance experts speaking at the recent 
International Shariah Investment Convention in 
Kuala Lumpur expect 50% of the total amount 
to be issued in Malaysia, 20% in Middle East 
(Kuwait, United Arab Emirates and Qatar), 20% 
in Asia (Singapore, Indonesia and Hong Kong) 
and the remaining 10% in the United States and 
Europe.             

“There is an expectation of lively activi-
ties in the Ringgit debt capital market on the 
implementation of EPP (Entry Point Projects) 
where majority of the global sukuk are issued in 
Malaysia. In the Middle East, the easing of inves-
tors’ concerns over the Dubai debt crisis will 
revise the outlook for sukuk issuance to be more 
positive, particularly from the region, due to the 
successful debt restructuring plan of Dubai,” said 
Mohd Razlan Mohamed, Chief Executive Officer, 
Malaysian Rating Corporation Bhd (MARC).  

The continuation of fiscal stimulus via vari-
ous stimulus packages announced last year by 
most governments globally will provide a boost 
to primary market activity, particularly in the 
infrastructure and utilities sector.

“The benign interest rate environment will 
lead to attractive financing rates which are still 
lower compared to the level seen more than a 
year ago, during the peak of the global financial 
crisis and this will definitely contribute to more 

sukuk issues,” Mohd Razlan said. 
“2011 will be a good year as confidence 

across the global markets is generally better 
than before. There is a better clarity in what’s 
happening in Europe and the Gulf Cooperation 
Council (GCC) countries. The corporate sector 
is willing to spend in business,” said Badlisyah 
Abdul Ghani, CEO, CIMB Islamic. He expects 
a global issuance of more than US$31 billion for 
this year of which 50% will come from Malaysia. 

More Strategies Required
 Collectively, the Islamic finance experts said 

more strategies were needed to further enhance 
the growth of the sector.        

Mohd Razlan feels that on a national level, 
governments can ensure sufficient incentives in 
place for investors and issuers on the demand 
and supply side of the equation, respectively. 

Authorities also need to ensure that issu-
ers fulfil their obligations to provide timely and 
sufficient disclosure of their financial condition 
and a sound regulatory framework is in place to 
promote good governance on the part of financial 
advisors, arrangers, trustees and rating agencies. 
Enforcement also has to be effective, he added.  

“They also need to ensure that the condi-
tions for issuance are conducive. A broad base 
of issuers, domestic and foreign is ideal to 
improve diversification. However, foreign issuers 
and foreign governments issuing local currency-
denominated sukuk would need assurance of 
access to local currency to meet their sukuk obli-
gations, notwithstanding any swap arrangements 
entered,” Mohd Razlan said. 

ON SUKUK
SUKUK MARKET TO REBOUND IN 2011; STRATEGIES 

NEEDED TO ENSURE CONTINUOUS GROWTH.

economy

ULLISH 

2011 WILL BE 
a good year as confidence 

across the global markets 

is generally better 

than before. There is a 

better clarity in what’s 

happening in Europe and 

the Gulf Cooperation 

Council (GCC) countries. 

The corporate sector 

is willing to spend in 

business.

Badlisyah Abdul Ghani, 
CEO, CIMB Islamic
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BULLISH ON SUKUK 

Islamic finance 
experts are bullish on the 
performance of the sukuk 
market, estimating global 

issuance to be between 
US$25 billion and US$31 

billion in 2011.

...a global issuance 
of more than 

US$31 billion for 
this year of which 

50% will come from 
Malaysia. 
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Credible Ratings Provide 
Comfort

Domestic credit rating agencies also have an 
important role to play. Hence, the rating agen-
cies need to equip themselves with the skills and 
establish credibility to rate various asset classes 
such as sovereign governments and foreign insti-
tutions across a wide spectrum of industries. 

“MARC has taken initiatives in this direction 
as evidenced by the recent establishment of our 
capability to rate Islamic financial institutions, 
Governance rating and Sovereign rating serv-
ices,” Mohd Razlan said.

The lower-investment grade issuers may pose 
a challenge, as in Malaysia, due to investor risk 
aversion stemming from the higher observed 
default rates, he added. Therefore, providers of 
external credit enhancement such as banks and 
financial guarantee institutions have a significant 
role to provide kafalah facilities for the sukuk 
offerings from this segment.  

KFH Research Limited, Malaysia sees a posi-
tive move towards making rating for sukuk com-
pulsory in particular jurisdictions. “This is cur-
rently being eyed as a way to improve investor 
confidence in Islamic bonds and also improve 
the levels of transparency and disclosure to the 
potential investors,” it said.  

Innovation and Diversity 
Broaden Acceptance

Innovation in the structure of sukuk should 
continue to evolve based on the needs of the 
investors and borrowers. There has been more 
innovation in terms of sukuk structures which 
seem to be targeting a wider audience. “A prime 
example is the Sukuk ALIm by Cagamas which 
is unique because it did not include a purchase 
undertaking, bai’ ad-dayn or bai’ al-inah con-
tracts. This structure adheres to the strictest 
of Shariah interpretations and therefore would 
be accepted by a much larger audience,” KFH 
Research said.  

According to KFH Research, many sukuk are 
delving into a range of different asset classes in 
order to attract the different investors across 
the globe. By having this exposure to multiple 
asset classes, sukuk can cater for the different 
risk appetites among investors and bring a more 
desirable stable income stream. This move will 
further diversify the sukuk market, it said. 

The recent Dubai debacle has underlined the 
need to return to more asset-backed sukuk rather 
than asset-based or asset-light. With the need to 
protect investors becoming ever more important 
to preserve the image of the sukuk industry, 
issuers and arrangers are turning to more equity-
based sukuk over debt-based ones. 

BULLISH ON SUKUK 

SUKUK ALIm
BY CAGAMAS ADHERES TO THE STRICTEST OF 

SHARIAH INTERPRETATIONS
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“This can be seen in the recent 
Khazanah Sukuk which had a mix of 
90% real tangible assets to only 10% debt 
receivable as the underlying assets. This 
will increase the risk-sharing nature of the 
Islamic products and protect the investors 
in case of default,” said KFH Research. 

More cross-border initiatives should 
also be introduced to ensure a vibrant 
sukuk market as the secondary market 
remains relatively inactive compared to 
the conventional bond markets. The gov-
ernments have introduced new measures 
to enhance cross-border understandings 
and boost trading among global investors. 
An example can be seen in the agree-
ment signed by the Dubai International 
Financial Centre and the Malaysian gov-
ernment which allows Islamic products 
to be traded more easily between the two 
nations. 

Tips for Successful 
Sukuk Execution

Meanwhile, Yavar Moini, Senior Advisor, 
Global Capital Markets of Morgan Stanley, 
based in Dubai, United Arab Emirates, 
outlined several strategies to ensure a suc-
cessful execution of sukuk.   

Yavar said an issuer should have a 
strong anchor investor base to ensure that 
the order book is robust. The structure 
of the sukuk must be easy to understand 
because for benchmark issues, an issuer 
will also go to bond investors rather than a 
pure Islamic investor base, he added. 

“An issuer also should not have 
too many bonds outstanding because a 
benchmark issue requires the issuer to 
go to the conventional investors as well. 
If an issuer has a lot of bonds outstand-
ing, they (investors) will push back the 
sukuk and claim that the sukuk market 
is smaller, more illiquid and they don’t 
understand the structure of the sukuk,” 
Yavar said.

Another important part of the execu-
tion is getting the issuance ready in 
terms of the offering documentation. In 
this aspect, Yavar said the issuer must 
be transparent in disclosing the require-
ments of a public capital market deal. 

With the need to protect inves-
tors becoming ever more 
important to preserve the 

image of the sukuk industry, 
issuers and arrangers are turn-
ing to more equity-based sukuk 

over debt-based ones. 

According to KFH 
Research, many sukuk 

are delving into a range 
of different asset classes 
in order to attract the 

different investors 
across the globe. 

BULLISH ON SUKUK 
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In the wake of the global credit 
crunch, audit has come under the 
spotlight of policymakers, regu-
lators and commentators, espe-
cially in Europe. In September 

2009, ACCA launched a year-long series 
of high-level roundtables in various coun-
tries to garner opinions from a wide 
range of market participants – including 
auditors, regulators, CFOs, investors, rat-
ings agencies, and finance providers. The 
purpose was to assess views on how the 
role of audit could be enhanced to better 
meet stakeholders’ needs and answer 
some of the questions being aimed at it. 

 The last of the ten roundtables took 
place in Kuala Lumpur, following events 
in the UK, Poland, Singapore, Brussels, 
Ukraine and Zambia. Naturally, there 
were regional variations in terms of pri-
ority issues, but many common themes 
emerged. Overall, it was discovered that, 
for all the issues and concerns raised in 
the various events, only at the smaller 
end of the market was there any serious 
questioning of whether audit itself was 
necessary.         

Banks and ratings agencies made 
clear at several events that they valued 
the audit and said it was an important 
aspect of the financial information they 
relied on. So the importance to busi-
nesses in accessing finance should not be 
underestimated in today’s market where 
credit is tight. Participants also referred 

to the lower costs of capital that audited 
companies enjoy.

MAJOR ISSUES:

1. Expanding the role 
of audit
While the audit as currently constitut-
ed was valued, there was also a strong 
feeling of frustration that it could do a 
lot more. Stakeholders’ needs would be 
better protected if auditors incorporated 
into the standard audit report a clear 
statement of responsibilities for review-
ing and/or reporting on companies’ risk 
management and corporate governance 
arrangements. Roundtable participants 
also showed interest in the idea of the 
auditor assessing and reporting on the 
client’s business model, or at least on 
the financial assumptions underlying that 
model. The corporate reporting regime 
also needs overhauling to include more 
forward–looking, qualitative and non-
financial data. There is currently too 
much focus on out-of-date figures and not 
enough on risk information. 

This would be a major change for 
the audit profession and one that would 
need auditors’ skill sets and pre and 
post-qualification training to be reviewed. 
Where firms cannot provide the neces-
sary expertise themselves, they will need 
to consider whether to appoint appropri-

ately qualified staff to their firms or to 
buy in those skills from outside. Such 
reforms will not be straightforward for 
the profession but if the audit is to evolve, 
they may be necessary.    

2. Real-time reporting 
More timely reporting helps companies 
improve and maintain strong credit rat-
ings. By gaining a good reputation for vol-
untarily making Monthly Management 
Accounts (MMAs) available, including 
information on areas such as cash flow 
and key risks, businesses will be provid-
ing the sort of data that ratings agencies, 
banks and other credit providers are 
looking for. Some banks were reportedly 
already asking for MMAs.  

If this becomes the norm, auditors 
or reporting accountants will have a key 
attestation role to play and there were 
calls for this to be done publicly and 
on-line. It was also recognised that to 
achieve real-time reporting, auditors may 
need to report on some of the key risks 
or performance areas of the business, 
rather than the entity as a whole. But it 
is important to note that external veri-
fication of MMAs throughout the year 
would not mean auditors generating 
vastly increased fees. The work involved 
in annual audit should be substantially 
reduced if there was regular attestation 
over the course of a year.    

accounting

HOW TO GET

Ian Welch

GREATER VALUE
FROM AUDIT?
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4. Independence 
There was a widespread belief that audi-
tors had serious questions to answer. 
Why had there been clean reports on 
companies which had subsequently col-
lapsed? Were auditors there sufficiently 
robust in standing up to clients or were 
they more concerned with keeping lucra-
tive audit (and non-audit) assignments? 

Auditors at certain roundtables con-
ceded that more should have been done 
to stop ‘toxic’ assets being parcelled up 
and sold onto unwitting investors by 
banks. They rejected claims of lack of 
independence and there is no compelling 
evidence to contradict this position. But 
the Malaysia delegates were clear that 
it is vital that auditors demonstrate eth-
ics and scepticism – they must apply the 

HOW TO GET GREATER VALUE FROM AUDIT?

spirit not just the letter of standards and 
stand up for what was morally right. 

It is also important to note that while 
international standards are important, they 
must not become a crutch for auditors to 
lean on, or hide behind. There was con-
cern that compliance with standards was 
beginning to override professional judge-
ment, which cannot be allowed to happen.    

It is important though that the profes-
sion is remunerated sufficiently in major 
and emerging markets. In several coun-
tries there was concern expressed that fee 
levels were not high enough for the firms 
to be able to invest in quality improvement 
procedures and employee training and 
development. Talented staff were being 
lost to the profession and audit commit-
tees who saw their main role as pushing 
down audit fees were being short-sighted 
in this respect. But audit firms also have 
a responsibility to price work according 
to complexity and risk, rather than ‘com-
moditising’ audit fees. 

5. Auditors’ liability 
The caveat to all these advocated devel-
opments was a requirement to solve the 
issues of potential litigation against audi-
tors. At the events, the liability problem 
was noted as being a deadweight on audit 
innovation and a source of considerable 
frustration.

In conclusion, the global roundtable 
series has shown there is, overall, a positive 
view of what audit can bring to business. It 
is essential in the years ahead that the pro-
fession, policymakers and other stakehold-
ers set out a pathway to overcoming some 
of the issues this series has identified.  

But what is clear is that audit must 
evolve and be seen to deliver enhanced 
value to the client. As an investor repre-
sentative in Malaysia put it ‘boiler-plate 
reporting, standardised, is not sufficient. 
We want more from you’.  

ACCA’s head of policy Ian Welch is respon-
sible for driving ACCA’s thought leadership 
and policy initiatives. Read more on the 
future of audit at http://www.accaglobal.
com/af/audit.

3. Communication
A major need identified by the roundtables was for increased 

communication of the auditor’s input – including an end to 

the current ‘binary’ audit report. Only audit committees and 

boards get to see the full extent of the additional letters and 

reports, discussions and enquiries, with other stakeholders 

merely receiving a yes or no outcome. It was argued that the 

audit ‘blackbox’ should be opened up if the real value of exten-

sive audit work was to be appreciated by shareholders, and 

given that they are paying for it, that is not an unreasonable 

demand. 

To do this, some argued that the contents of the man-

agement letter should be made available more widely. The 

Malaysian investor delegates were particularly keen to get 

more information on risks, even if that had to go via the audit 

committee first. They also wanted to see more interim reports 

and ‘red flags’ being raised by auditors if the company started 

hitting problems. 
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Good business 
reporting drives 
competitiveness, 
and is a means 
to communicate 
with key 
stakeholders. But 
what information 
should be 
contained in a 
useful annual 
report?

Sound and accurate informa-
tion is critical to decision-mak-
ing. One of the key channels 
organizations use to communi-
cate information is the annual 

report (AR). 
Recognizing the role that ARs play in 

business competitiveness and how these 
publications can spur company develop-
ment, the IFAC Professional Accountants 
in Business (PAIB) Committee is in the 
process of developing an International 
Good Practice Guide that will promote 
good business reporting, in turn spur-
ring the consistent compilation of quality 
reports. 

Remodelling 
Business Reporting

Need for New 
Models
“There is a need for new models for 
business reporting,” Charles Tilley, Chief 
Executive, CIMA said. “These have to 
exhibit an understanding of the perform-
ance and sustainability of the company, 
and reflect its cultures and values.” In the 
1960s, he said, reporting focused prima-
rily on the company’s financials and little 
else. Some elements of CSR started show-
ing up in reports that were generated in 
the 1980s, and the trend strengthened. By 
the new millennium, reports were link-
ing all issues but these efforts were still 
not enough to keep pace with business 
dynamics.

Meanwhile, business sustainability 
has become a key issue, and by 2020, 
the aim of the profession is to achieve 
full integration of all business-related 
issues. This is not a matter of just fill-
ing up pages; statistics show that busi-
nesses which report more do enjoy a 
higher share price. “The new report-
ing model must therefore explain key 
business drivers as they pertain to the 
business,” said Tilley. “Reports have to 
be principles-based, and be adaptable 
to different sectors. They should focus 
on the substance of transactions, rather 
than the legalities.”

Business reporting should be flexible, 
especially when it comes to showing how 
companies are managed; they shouldn’t 
adhere exclusively to the prescribed for-
mat, and above all, should avoid the 
complacency of box-ticking. “What we 

need to embrace is the ‘comply or explain’ 
concept,” he urged. “When more people 
understand what this entails, and are able 
to put it into action, we will be on our way 
to achieving behavioural changes across 
the board.”

The Preparer’s 
Perspective
Karyn Brooks, Senior VP of Bell Canada 
offered the preparer’s view, underscoring 
the need to consider the impediments on 
the road to integrated reporting. What 
Bell Canada, Canada’s largest communi-
cations company, looks for in its reports 
is information that can help develop 
trend analysis. “For instance, the kind 
of input we need encompasses forward-
looking views and analyses of the impact 
of increasing competition,” she said. “On 
average, we deal with sustainability ques-
tions maybe once or twice a year, mostly 
from “green” investors, so that is not our 
central focus.”
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What is, for all intents and purposes, 
the most important document, is the 
Management Discussion & Analysis 
(MD&A). Because of its far-reaching 
effects, it has to be readable, but this is 
not the easiest thing to do. “Lawyers have 
a big say in what is published,” Brooks 
explained, “and the CEO and CFO must 
certify the financial information that goes 
into it, but producing an MD&A is becom-
ing increasingly more complex. I have 
regular battles with the lawyers to try and 
make the MD&A more meaningful!”

As to what drives quality, she sug-
gested that user needs be put at the top 
of the list, but this needs to be supported 
by qualified staff and strong systems 
of internal control, effective communica-
tion and management of litigation risks. 
Also, the tone needs to be set from the 
top, because of the need for standards in 
reporting and adherence to regulatory 
requirements. Another practical sugges-
tion was the consideration of regional 
differences in report preparation.

“Environmental impacts differ from 
region to region,” she remarked. “The 
corporate finance team and audit com-
mittee need to be aware of this. There 
is always the issue of human resources. 
Very often, there is a definite need for 
more people to be involved in the prepa-
ration of the report. If more people are 
involved in the development of these 
documents, users are going to find more 
value in the information that is provided.

Brooks explained that where Bell 
Canada is concerned, the CSR report is 
usually done separately, but there may be 
a thrust for integrated reporting because 
preparers believe that a single integrated 
report is a good thing to have. She was 
of the opinion that good financial report-
ing does not necessarily improve share 
price, nor will sustainability reporting or 
integrated reporting definitely improve 
corporate behaviour. “It’s the tone at the 
top that will drive these,” she said. “Today, 
many companies are trying to do more 
with fewer resources, and we foresee that 
while sustainability reporting is important, 
there will be more regulations in the future 
to tax already limited resources, not less.”

Edit Reports for 
Relevance
Business reporting is a process of gath-
ering information, creating reports and 
delivering results. The information pre-
sented therefore needs to be relevant and 
accurate, and preferably go beyond mere 
numbers. “Reports should be well pre-
sented,” said Simon Bird, Member, CPA 
Australia’s Board of Directors. “Above all, 
keep them simple, and when the informa-
tion presented has been received, make 
sure you obtain feedback. No amount 
of box-ticking can be better than direct 
interaction with the people involved. Your 

report may appear perfect, but always 
look for feedback.”

Bird cautioned against having large 
amounts of information, saying that more 
isn’t always better. “Don’t ‘dress up’ the 
information,” he said. “There is such a 
thing as being overwhelmed by too much 
information. Very often, more informa-
tion turns out to be less useful. Instead, 
focus on what is relevant. Ensure reports 
are clear, and that the people who need 
the information actually get it.”

While Bell Canada acknowledges the 
importance of sustainability reporting but 
doesn’t focus on it, Royal Dutch Shell, by 
the very nature of its business, is all about 
sustainability reporting. While the organi-

Very often, more 
information turns 
out to be less 
useful. Instead, 
focus on what is 
relevant. Ensure 
reports are clear, 
and that the 
people who
need the 
information 
actually 
get it.”
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zation may have been for many years 
the whipping boy of environmentalists 
everywhere, “we’re moving away from 
that,” said Ian Robertson, Executive Vice-
President of Royal Dutch Shell’s finance 
operations. “There is increased spending 
on alternative energy like biofuels, for 
instance, and there are concerted moves 
towards more compliance with regula-
tions in the regions where we operate.”

That translates into efforts of gar-
gantuan proportions, as 
Shell operates in more than 
100 countries. Robertson 
explained that all statutory 
accounting for the mul-
tinational is now done in 
Chennai and is based on one 
model. “Reporting includes 
more than just financials,” 
he said. “Reports on the 
environment, occupational 
safety & health, and social 

aspects are also produced but these are 
not included in the AR. Since 1997, Shell 
has produced Sustainability Reports. If 
we didn’t do this, our stakeholder support 
may decline. The key success factors to 
producing an effective report hinge on 
keeping it practical, meaningful and of a 
global standard.”

Shell has found that good manage-
ment and reporting of sustainability help 
to grow the business and increase sup-

port regardless of region. These efforts 
also attract funding, which can be chan-
neled towards developing alternative 
energies. The company extends its non-
financial reporting to include community 
issues and the public, and sustainability 
reviews to ensure checks and balances. It 
also invites people from outside Shell to 
comment on the company’s processes, so 
that reviews avoid being one-sided.

But what it all comes down to is the 
calibre of those in charge of 
reporting, agreed all panel-
lists. At the end of the day, no 
reliable, satisfactory report 
can be produced without the 
input of dedicated, knowl-
edgeable professionals who 
understand the importance 
of information with integrity, 
and work towards developing 
reports that will set world-
class standards. 
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IRELAND: Accountants warned 

not to be cost ‘outliers’

Irish Cloud entrepreneur Joe 

Drumgoole warned account-

ants that the tumbling cost of 

online technology could under-

mine their fee income, reports 

AccountingWeb. Drumgoole has 

founded a series of start-ups dur-

ing the past decade and explained 

that he used to have to budget up 

to €500,000 to get a company up 

and running. The cost of Microsoft 

software licences alone might run 

to €25,000. But with the advent of 

Cloud infrastructure services, the 

costs of running the IT side of the 

business have fallen dramatically, 

they no longer figure so signifi-

cantly on his overheads budget, 

the report noted. It said that the 

Cloud has changed the economic 

picture and paved the way for 

what Drumgoole calls “the asset-

free” business where the only real 

asset is the brainpower of employ-

ees, he told accountants at an ICAI 

IT Services seminar in Belfast on 

11 January. “It costs pennies to set 

up a business infrastructure with 

Google apps, Gmail and DropBox 

for office applications and pro-

grammes like SugarCRM for con-

tact management and FreeAgent 

Central and AccountsIQ for the 

books,” he told the website. But 

while technology costs have fall-

en. Accountancy costs have not. 

“When I first started out 10 years 

ago, I used to pay my accountant 

€2,000-3,000 a year. It still costs 

about the same, while all my 

IT costs have dropped,” he said. 

“Accountancy costs are becoming 

more significant. You don’t want 

to be an outlier – if you start 

to be the item that stands out 

on a budget spreadsheet people 

start to wonder if they can out-

source that to Poland.” The report 

added that at a follow-up session 

with a larger audience in Dublin, 

Drumgoole moderated his warn-

ing. “There are still good reasons 

to hire an accountant. I would far 

rather deal with someone local 

who knows my circumstances 

than in India.” The cost pressure on 

fees was not the world ending, he 

added, “but accountants need to 

be aware of it”. 

INDIA: Auditors’ selection 

process irks ICAI

Accounting regulator ICAI is 

opposed to the tendering proc-

ess of selecting accountants for 

auditing state-run schemes and 

has taken up the issue with the 

Planning Commission and the 

CAG. The ICAI wants the appoint-

ment to be done through fixing 

the fees district-wise and not 

through tender saying it may 

lead to compromise of audit 

work, reports The Economic Times. 

The appointment of auditors for 

scanning government schemes 

and projects is proposed to be 

done through tendering process, 

wherein the applicant quoting the 

lowest fees would get the project. 

However, according to the ICAI 

the appointment should rather 

be done through fixing the fees 

district-wise and not through ten-

der as it may lead to compromise 

of audit work, the Indian news-

paper added. It quoted Amarjit 

Chopra, President of the Institute 

of Chartered Accountants of India, 

as saying: “We had taken up the 

issue with the Comptroller and 

Auditor General (CAG) and the 

Planning Commission. We have 

mentioned that the L1 (lowest 

bidding) factor in audit can kill 

the entire concept of the audit.” 

“It is no good. We have requested 

them to fix the fees scheme wise 

to ensure that if at all bids are 

there, they should be technical 

rather than financial.”  ICAI has 

suggested that the CAG could fix 

the fees scheme wise and choose 

auditors for these schemes dis-

trict-wise and has also provided 

the Planning Commission and 

the official auditor with a list of 

chartered accountant firms across 

the country. The Institute has 

also suggested that audit work 

be made subject to peer review 

by a designated reviewer, with a 

view to controlling the quality of 

audit of social schemes and gov-

ernment projects. The National 

Rural Employment Guarantee Act 

(NREGA) and Jawaharlal Nehru 

National Urban Renewal Mission 

(JNNURM) are some of the social 

sector schemes run by the gov-

ernment. 

US: E&Y charges highlight grey 

area in leverage accounting

Civil fraud charges against Ernst 

& Young LLP have raised the 

question of whether account-

ing standards have become so 

specific that institutions view 

them as obstacles to manoeuvre 

around rather than guidelines for 

accurate reporting, suggested a 

commentary by Complinet. Legal 

and accounting experts said that 

the suit filed by Andrew Cuomo, 

New York attorney general, was 

likely to mean the end for trans-

actions such as the “Repo 105” 

device at the centre of the con-

troversy, particularly if it led to a 

settlement. It could break new 

ground in the liability of account-

ing firms, they added. The lawsuit 

has accused E&Y with improp-

erly allowing Lehman Brothers to 

use a complex accounting trans-

action known as “Repo 105” to 

reduce the apparent debt level of 

the failed investment bank, giv-

ing investors the impression that 

it had a lower level of debt than 

it actually did, says Complinet, 

which is part of ThomsonReuters, 

a provider of connected risk and 

compliance information and 

on-line solutions to the global 

financial services community. 

The commentary added: The law-

suit has claimed that E&Y knew 

Lehman was treating the transfer 

of billions of dollars of securities 

in “Repo 105” transactions as asset 

sales rather than loans. “Repo 105” 

is the name of the accounting 

transactions that Lehman used 

to classify its short-term borrow-

ings as sales. Lehman collapsed 

in September 2008, at the height 

of the global financial crisis. It 

quoted Howard Schilit, found-

er and chief executive of the 

Financial Shenanigans Detection 

Group LLC, as saying: “If there is 

a settlement this type of transac-

tion would not be used again. 

The ‘Repo 105’ is radioactive. I 

don’t think accounting firms will 

be allowing their clients to use 

them again.” Schilit told Complinet 

that the accounting standards 

for repurchase agreements such 

as ‘Repo 105’ were written clum-

sily and Lehman was easily able 

to find loopholes, adding: This 

is a case to show that if rules 

were written as they should have 

been then nobody would have 

attempted to misinterpret them”. 

It added: The Cuomo lawsuit was 

notable because it focused on the 

role of the accounting firm and 

not the role of Lehman executives, 

said Peter Henning, professor of 

law at Wayne State University. It 

raised questions about whether 

accountants were liable if a finan-

cial institution failed to disclose 

accurately an accounting trans-

action to investors, he said. “The 

fact that Cuomo is going after 

accountants first raises questions. 

What is the responsibility of the 

accountant in this? Accountants 

will always say we are not respon-

sible for financial statements,” 

Henning told Complinet. 

INDIA: Auditors’ selection 

process irks ICAI

US: E&Y charges highlight grey

area in leverage accounting
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IFAC 
NEWS

INTERNATIONAL FEDERATION OF 

ACCOUNTANTS POSTS 2012 CALL FOR 

NOMINATIONS FOR BOARDS AND 

COMMITTEES

(New York / 14 January 2011) The International 

Federation of Accountants (IFAC), the global 

organization for the accountancy profession 

with members and associates in 125 countries, 

has issued an announcement to alert its mem-

bers and the public of its Call for Nominations 

for IFAC Boards and Committees in 2012. Both 

the Call for Nominations and its companion 

guide, Developing a Nominations Strategy, are 

designed to help the members of IFAC, and oth-

ers, identify the most qualified person for nomi-

nation to each available position on the boards 

and committees, while also achieving a gender, 

regional, and professional balance. These in-

depth documents, located on the IFAC web-

site, contain strategic and practical advice for 

nominating organizations, which allows them 

to make more informed decisions in their selec-

tions and to understand the requirements and 

expectations of the nominees. Nominations 

may be submitted online from 15 January to 

15 March 2011, via https://secure.ifac.org/. Each 

year, roughly one-third of the 150+ positions 

on the boards and committees come up for 

rotation, though for some of those positions 

serving members may be re-appointed. The 

nominations process is designed to ensure a 

diverse membership, and a transparent and 

consistent approach to filling available posi-

tions. For more information about the nomi-

nations strategy, its due process, Nominating 

Committee members, or for guidance in select-

ing the best candidate, please visit www.ifac.

org/NominatingCommittee. 

IPSASB PUBLISHES REVISED GUIDANCE 

TO ASSIST PUBLIC SECTOR ENTITIES 

WITH TRANSITION FROM CASH BASIS TO 

ACCRUAL BASIS OF ACCOUNTING 

(New York / 19 January 2011) The International 

Public Sector Accounting Standards Board 

(IPSASB) has released an updated and improved 

version of Study 14, Transition to the Accrual 

Basis of Accounting: Guidance for Governments 

and Government Entities. The third edition of 

Study 14, which features links to many use-

ful resources, provides guidance on how to 

migrate to the accrual basis of accounting in 

accordance with International Public Sector 

Accounting Standards (IPSASs), and is relevant 

to governments and other public sector entities, 

including international governmental organiza-

tions. The latest edition of Study 14 covers 

all 31 IPSASs, including first-time coverage of 

the five IPSASs issued in late 2009 and early 

2010: IPSAS 27, Agriculture; IPSAS 28, Financial 

Instruments: Presentation; IPSAS 29, Financial 

Instruments: Recognition and Measurement; 

IPSAS 30, Financial Instruments: Disclosures; and 

IPSAS 31, Intangible Assets. In light of the much 

increased global knowledge and experience 

in adopting IPSASs, the non-technical sections 

of Study 14 were also substantially improved. 

They now reflect the current state-of-the-art 

in adoption and implementation. “This edition 

of Study 14 includes significant changes from 

the previous edition, and demonstrates the 

IPSASB’s commitment to support the global 

implementation of IPSASs,” noted IPSASB Chair 

Andreas Bergmann. 

IAASB EXPLORES FINANCIAL STATEMENT 

DISCLOSURES AND AUDIT QUALITY; 

RELEASES DISCUSSION PAPER AND 

THOUGHT PIECE 

(New York / 21 January 2011) The International 

Auditing and Assurance Standards Board (IAASB) 

released for public comment a discussion paper 

exploring key issues relating to disclosures in 

financial statements. Titled The Evolving Nature 

of Financial Reporting: Disclosure and Its Audit 

Implications, the paper highlights recent trends 

in the range, volume, and complexity of financial 

statement disclosures, and explores issues and 

practical challenges in preparing, auditing, and 

using them. In addition, in order to stimulate 

further debate on audit quality, and in its con-

tinuing efforts to facilitate robust audits in the 

public interest, the IAASB also released a publi-

cation titled Audit Quality: An IAASB Perspective. 

“Over the past several years, we have witnessed 

a transformation in the nature and extent of 

disclosures; for example, it is now common to 

see disclosures that are more forward-looking 

or qualitative,” noted Prof. Arnold Schilder, IAASB 

Chairman. He added, “Such disclosures are criti-

cal - as one investor said to me, ‘We care more 

about the “soft stuff.”’ This development, how-

ever, raises important issues and challenges 

for preparers and auditors alike. Through this 

discussion paper, the IAASB seeks to better 

understand different viewpoints on a range of 

issues about financial statement disclosure prac-

tices, as well as the implications from an auditing 

perspective.”

The discussion paper addresses critical issues 

such as challenges in preparing disclosures, 

the nature and extent of evidence for differ-

ent types of disclosures, and the application 

of the concept of materiality to disclosures. 

Views from all stakeholders are sought, and 

the discussion paper asks specific questions of 

preparers; investors, lenders, and other credi-

tors; regulators; and auditors. A consultation 

period of over four months has been provided 

to enable stakeholders to consider the com-

plex issues addressed in the discussion paper. 

“Audit quality is at the heart of the IAASB’s 

mandate to set high-quality auditing stand-

ards,” noted Prof. Schilder. “However, while our 

clarified International Standards on Auditing 

(ISAs) make an important contribution to audit 

quality worldwide, they are not the only ele-

ment of audit quality. Also, it has been clear 

from our various stakeholder outreach efforts 

that there are many different perspectives on 

audit quality. This publication aims to help raise 

stakeholders’ awareness of the many different 

views and influences on audit quality, as well 

as of the complexity and multifaceted nature 

of audit quality.” “The publication is intended 

to stimulate further thought and discussion 

on audit quality among stakeholders, while 

recognizing the importance of international 

consensus on audit quality matters,” explained 

IAASB Technical Director James Gunn. “At the 

same time, the IAASB recognizes that more can 

be done to maintain and enhance audit quality. 

The IAASB will continue to explore how it may 

do so throughout 2011 and beyond.” 

THE IFAC UPDATE PROVIDES 

 SUMMARIES OF IFAC DEVELOPMENTS 

OVER THE PAST MONTH.
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Strategic management
Alasdair Macnab describes how Royal Botanic Garden 

Edinburgh propagated a new variety of balanced scorecard 

for public-sector governance.

Governments worldwide are 
slashing budgets in a bid to 
reduce their deficits, so it’s 
become more important than 
ever for public-sector bodies 

to manage their strategies as efficiently 
as possible. The Royal Botanic Garden 
Edinburgh (RBGE) has used a modified 
balanced scorecard to help it improve 
how it delivers its strategy, but the les-
sons it has learned in the process could 
be applied by any public service provider 
in any country. 

When organisations have to integrate 
several activities that are competing for 
limited resources, the need for a co-ordi-
nating system such as the balanced score-
card (BSC) becomes paramount. But if 
they adopt a BSC they should ensure that 
it’s tailored to their circumstances. 

Organisations need to build enough 
flexibility into their strategies to deal with 
change, but they often tend to use the 
generic scorecard models (Figure 1), 
even when their specific strategies aren’t 
actually reflected by those models. This 
can cause implementation problems, with 
many organisations giving up at an early 
stage or, at best, failing to maximise the 
power of their scorecards.

To be successful in their emerg-
ing role as business partners, manage-
ment accountants need to play a more 
prominent role in strategy development, 
implementation and performance man-
agement. They can be highly influential 
in deciding which scorecard perspectives 
are strategically relevant and how best to 
align organisational objectives with these 
perspectives. (Figure 2) depicts RBGE’s 
own balanced scorecard. It illustrates the 
extensive adaptation to the BSC that has 

been necessary to reflect the organisa-
tion’s strategy for the next five years.

RBGE has also designed an alterna-
tive costing model. It did this because 
many of its employees had been working 
across divisions and, therefore, outside 
their cost centres. This raised questions 
about the effectiveness of the traditional 
model of management accounting, which 
bases its outputs on the organisation’s 
administrative structure and cost centres. 
Even where an organisation’s main meas-
ures are non-financial, they still need to 
be linked to financial information, since 
this is often the best proxy for measur-
ing how effectively resources are being 
allocated. Activity-based costing (ABC) 
identifies the relationship between activi-
ties and the resources needed to perform 
them by assigning costs to each resource, 
thereby highlighting the total cost of all 
the activities.

While cost-centre costing and/or ABC 
may be adequate for an organisation that 
delivers its strategy through cost centres, 
it does not account so effectively for the 
costs to organisations where staff work 
across divisions. It may be of more inter-
est to senior managers to find out where 
people’s efforts are really being focused. 
Gathering this information, along with 
calculating the costs of each of the stra-
tegic objectives, may be more useful and 
straightforward than trying to allocate all 
overheads against the output activities. 
They may still need to decide where to 
direct efforts to maximise efficiency and 
effectiveness, and to use financial terms 
as a proxy to provide a common base 
for the comparison and/or redirection of 
effort. Consequently, a different model 
is required to capture the time and costs 

that employees expend on the various 
activities that contribute to the execution 
of strategy.

None of RBGE’s systems for man-
aging performance, finance or HR was 
designed to deal with this requirement, 
so they took a novel approach. Each 
activity being measured as part of the 
BSC software system was given a unique 
code and it was structured to follow 
the objective coding system – initially 
about 350 activities were tracked. The 
finance system was amended to demand 
two codes: one for the traditional cost-
centre systems necessary for producing 
financial accounts and another to allocate 
costs against a departmental activity. The 
HR system was altered to include a time 
allocation system that collected actual 
hours spent on activities or percentages 
of working days on the range of tasks 
that individuals were expected to do, but 
calculated the costs based on percentage 
of total staff cost. The costing informa-
tion could be presented at individual 
activity or departmental level and also be 
abstracted to strategic level.

This was fed into the activity reports in 
the strategy management system, which 
allowed operational managers to see the 
costs and efforts required by activities.
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Once they had identified where the employees 
were directing their efforts, senior managers could 
decide whether or not they were making the best use 
of resources. Although most employees within cost 
centres had specific skills that weren’t easily trans-
ferable, some were performing activities that could 
cease if more effort were required in their own area. 
This objective costing system would allow the man-
agers to redeploy staff and then assess the impact of 
their decisions using the reporting that would take 
place over the year. The notable costing outputs from 
this system are science, horticulture, visitor services 
and education (Figure 3).

It’s clear from this where people are directing 
their efforts, regardless of their department – e.g., 
staff in the science and horticulture teams are mak-
ing significant contributions to education and visitor 
services. Once we have determined this informa-
tion, we don’t need to change structures to follow 
strategies if we have aligned sub-unit objectives to 
RBGE’s overall strategy. RBGE has developed an 
objective costing system that is managed through 
its BSC and supported by bespoke adaptations 
to the HR and finance systems. This has brought 
together management information on the costs of 
the contributing elements of the strategy; the links 
between different elements of the organisation and 
their contribution to strategy execution; and a quan-
titative and qualitative assessment of performance. 
All this allows the organisation to allocate its scarce 
resources more rationally. It offers a model that 
other public-sector organisations could benefit from 
replicating. 

Alasdair Macnab FCMA is the director of corporate 
services at Royal Botanic Garden Edinburgh. This 
article first appeared in Financial Management, 
and it is published by CIMA (Chartered Institute of 
Management Accountants).

Source: Paul Nven, 
Balanced Scorecard: Step by 
Step for Government and 
Non-profit Agencies, John 
Wiley & Sons, 2003

Figure 1. A balanced scorecard for public and third-sector organisations

Mission

Strategy

Customer
“Whom do we define as 
a customer?How do we 
create value for them?”

Learning & Growth
“How do we enable 
ourselves to grow 

and change, meeting 
 ongoing demands?”

Internal Processes
“To satisfy customers 

within budgetary con-
straints, which processes 

must we excel at?”

Financial
“How do we add value 

for customers while 
controlling costs?”

Scottish 
government national 

outcomes

Figure 2. RBGE’s adaptation of the balanced scorecard

The balanced scorecard 
is the strategy framework 
used by RBGE to formulate 
and execute its corporate 
plan, and is the basis for its 
performance management 
system.

Impacts
Discovery, conserva-
tion, climate change, 

learning, national her-
itage, improving qual-
ity of life, promoting 

Scotland, tourism

Corporate 
Plan

Resources
People, land and 

buildings, facilities, 
finances

Activities
Biodiversity, education, 

enterprise, environ-
mental sustainability, 

visitor attraction

Governance
Management and 
control, strategy, 
external relations

    Figure 3. RBGE’s cost projections for 2009-10

Traditional costing model Cost (£) Objective costing model Cost(£)

Science 3,325,046 Science 2,965,765

Horticulture 3,079,091 Horticulture 2,281,357

Visitor Services 590,742 Visitor Services 1,216,724

Education 527,494 Education 1,140,679

Corporate services & directories 3,341,234 Governance 1,194,997

Resource management 2,064,085

Total 10,863,607 10,863,607
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RISK MANAGEMENT CHECKLIST

It is important to know why your organisation 

is interested in adopting a risk management 

approach. To do this, answer the following 

questions:

 Is it as a result of a recent situation that 

revealed the lack of risk management 

planning?

  Is it part of a genuine desire to improve 

management, contain adverse possibilities 

and lever off opportunities?

  Is it being done reluctantly to comply 

with a set of guidelines or accreditation 

requirements?

  Is it because it is ‘flavour of the month’?

  Is it to meet accountability standards?

 Whose idea is it?

   What vested interests exist around maintaining 

the status quo?

  Who will be responsible for implementing risk 

management planning into your organisation?

  What timeframes surround the 

implementation?

  What budget, staffing and other resources 

will the organisation make available for the 

implementation? 

*process and 
planning
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RISK MANAGEMENT CHECKLIST: PROCESS AND PLANNING

Organisational commitment
To give the implementation of risk management approach-
es a chance to embed into an organisation’s culture, it is 
essential that the organisation first answers these critical 
questions in an honest manner, allows a practical time-
frame for implementation and makes a realistic allocation 
of resources to the risk management activity. 

Does your organisation already have a well-estab-
lished business planning process? 
Can your organisation identify key business proc-
esses and the inter-dependencies between them? 

The process
Introduction of risk management approaches is likely 
to be more successful when risk management activities 
can be ‘piggy backed’ onto an existing, well-established 
business planning process. Organisational understand-
ing of the complexities and dependencies of business 
processes is also essential to a systematic and holistic 
application of risk management principles. 

Will the risk management process be bottom up, 
top down, or both? 

Risk management planning is about planning for the best 
while including preparation for the worst. A parallel, top-
down and bottom-up risk management process will give 
the most comprehensive result. Sound risk management 
involves both top-down processes such as systematic risk 
identification, risk analysis and development of system 
controls, as well as bottom-up processes such as opera-
tional risk identification and analysis. The decision on 
top-down or bottom-up approaches to implementation of 
risk management is linked closely to a structure decision 
discussed in the next section of the diagnostic tool. 

How will the implementation 
of risk management planning 
approaches be monitored and 
reviewed? 
Who will be responsible for ensur-
ing that the expected objectives 
have been met? 
If they have not been met, who 
will be responsible for determin-
ing this and for instigating correc-
tive action? 

 Allocation of responsibilities
Clear allocation of responsibilities is essential to the 
effective introduction of risk management approaches 
in any organisation. If there is no clear responsibility for 
ensuring that objectives are met and processes are moni-
tored, it is likely that these important steps will not take 
place at all, or may not be undertaken systematically. 

How will risk management planning be document-
ed? 
Will your organisation be developing its own plan-
ning framework and documentation, or will the pro-
formas from ISO 31000 Risk Management suffice? 
Can the standard risk management documentation 
be modified to suit your organisation? 
Who will be responsible for making this decision? 
How will the risk management approach adopted 
by your organisation be communicated to relevant 
parties such as staff, clients, contractors and suppli-
ers? 
Who will be responsible for ensuring that those 
affected by the decision to introduce a risk manage-
ment approach have been consulted and advised 
about this decision? 

Clear allocation of responsibilities is essential to the 
effective introduction of risk management approaches 
in any organisation. If there is no clear responsibility 
for ensuring that stakeholders are consulted and kept 
informed, it is likely that the risk management process 
will fail to take root, or will not be applied uniformly and 
systematically throughout the organisation. 

This article is contributed by CPA Australia. For more 
information on CPA Australia, please visit cpaaustralia.
com.au
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Thin Slicing: Finding the 
 middle ground between intuitive and 

deliberative decision-making

“In a lot of people’s minds, making the complex clear 
means you just dump information on everybody. That 

simply adds to the confusion.” – Nigel Holmes of 
Explanation Graphics

The world is indeed at a crossroads 
when it comes to the decision-mak-
ing process.  At one end of the 
spectrum, we have proponents of 
fact-based decision-making.  At the 

other end of the spectrum, we have  claims 
that behavioural aspects such as emotion, gut 
feel and judgement play an important role 
in the decision-making process rather than 
conventional aspects based solely on facts and 
figures.  With this divergence, can we find the 
middle ground between intuitive and delibera-
tive decision-making styles?

 Intuitive decision-making using 

the heart rather than the head

Insights from cognitive science and psychol-
ogy reveal that intuition does play a role in 
making decisions.  Observed actions and out-
comes of our decisions in a controlled environ-
ment have given rise to the discipline known as 
behavioural economics   Behavioural econom-
ics is based on the idea that decision-making is 
not always driven by ‘rational’ considerations.  
Traditionally, it is assumed that decision mak-
ers are driven by rationality and self-interest.  
However, behavioural economists have put 
forward the idea that decision makers, even 
professionals, often fall prey to biases and 
errors in judgement.  They posit the fact that 

our brain isn’t the rational calculating machine 
as we sometimes imagine. Very often, our 
brain develops mental shortcuts, simplifica-
tions and biases that give rise to a deceptive 
guide for rational decision-making.

In a February 2009 research paper enti-
tled From Perception to Action: an Economic 
Model of Brain Processes, Isabelle Brocas 
and Juan Carrillo claimed that individu-
als stick too often to first impressions, 
whereby once a belief is anchored it is likely 
to be reinforced when the decision-maker 
is exposed to new information.  In other 
words, the first piece of evidence acts as a 
reference point and conditions how further 
information is interpreted.  

In the same vein, studies have proved 
that brief observations can be used to assess 
outcomes at levels higher than expected. In 
a 2006 research paper entitled Thin Slices 
of Negotiation: Predicting Outcomes From 
Conversational Dynamics Within the First 5 
Minutes, Jared  Curhan and Alex Pentland of 
The Massachusetts Institute of Technology 
(MIT) claimed that outcomes achieved from 
observations of less than five minutes showed 
no significant change compared to the out-
comes achieved from observations of greater 
than five minutes, thus implying that observa-
tions made within the first few minutes were 
unchanging.  
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INTUITIVE AND DELIBERATIVE DECISIONMAKING

have put forward the idea that 

decision makers, even professionals, 

often fall prey to biases and errors 

in judgement.  They posit the fact 

that our brain isn’t the rational 

calculating machine as we 

sometimes imagine.

economists
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Competing on data crunching and 

analytics

While behavioural scientists have proven that 
behavioural aspects such as emotion, manners 
and equality play an important role in the deci-
sion-making process, some pioneering compa-
nies are competing and thriving on analytics 
in a global economy that won’t tolerate intui-
tion in making decisions.  These companies 
strongly believe that data and analytics will 
provide them with the strong foundation and 
confidence they need to make well-informed 
decisions.  

In their book entitled Analytics at Work 
– Smarter Decisions, Better Results, Thomas 
Davenport, Jeanne Harris and Robert Morison, 
based on an Accenture survey of 254 US based 
managers, claim that 40 per cent of major deci-
sions are not based on facts, but on the man-
ager’s gut. They went on to assert that though 
sometimes intuitive and experience-based deci-
sions work out well, in the majority of cases 
they often end in disaster.  Cases where banks 
make credit decisions based on unexamined 
assumptions that asset values are always rising 
and executives pursue mergers and acquisi-
tions to palliate their egos are some examples 
of ill-informed decision- making.    

Realising the risks of not having a fact-
based decision-making process, certain high-
performing enterprises are now building their 
competitive strategies around data-driven 
insights that in turn generate impressive busi-
ness results. They leverage the power of 
analytics by deploying sophisticated quanti-
tative and statistical analysis and predictive 
modeling.

While information is vital in making deci-
sions, one has to bear in mind that over-lever-
aging on analytics may end up in information 
overload.  At this stage, a person can have dif-
ficulties in understanding an issue and making 
decisions as a result of too much information.  
As long as there is the everlasting hope of 
something new and exciting, we are bound to 
keep gathering information which in turn may 
result in information overload.

or getting bogged down with 

information does not contribute 

towards robust decision-making. 

Either extreme has its own chal-

lenges, thus finding a middle 

ground is necessary, if not 

mandatory. 

on intuition
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Focus on what matters through 

thin slicing

Over-relying on intuition or getting bogged 
down with information does not contrib-
ute towards robust decision-making. Either 
extreme has its own challenges, thus finding a 
middle ground is necessary, if not mandatory.    

The term ‘thin slicing’ may be construed by 
some as having elements of intuitive process-
ing in making decisions.  Contrary to this per-
ception, the actual essence of thin slicing does 
not result in making snap decisions based on 
gut feel.  It simply means defining the criteria 
more strongly beforehand that will make the 
most difference and focusing heavily on gather-
ing information that matters most. 

The term thin slicing is widely used in the 
discussion of Malcolm Gladwell’s 2005 book 
entitled ‘Blink’, which analyzes the concept of 
‘thinking without thinking’. In other words, 
it means making very quick decisions with 
a small amount of information.  Gladwell’s 
central argument here is that we can, uncon-

sciously, find patterns in situations and behav-
iour based on very narrow slices of experience.  

Gladwell posits that thin slicing can have 
its uses or can be a mistake.  If one takes a 
small amount of information to make decisions 
in whole then those decisions may be incor-
rect.  However, sometimes a small amount 
of relevant information is all that is required 
to make decisions and act.  According to 
Gladwell, all that extra information isn’t actu-
ally an advantage at all. It confuses the issues, 
and undermines the decision-making process.  

Thin slicing, according to Gladwell, is not 
an exotic gift. It is a central part of what it 
means to be human. We thin slice because 
we have to, and we come to rely on that abil-
ity because there are lots of situations where 
careful attention to the details of a very thin 
slice, even for no more than a second or two, 
can tell us an awful lot. Given that there are 
many different variables that can mislead our 
decisions, thin slicing can indeed be the mid-
dle ground between intuitive and deliberative 
decision-making. 

    The Method 
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Taking the National Accountants 
Conference to the international level

With effect from 2011, the National Accountants Conference which is popularly known 

as NAC will be renamed as the MIA International Accountants Conference (MIAC)

As we embrace a new dec-

ade in the 21st Century, 

the Malaysian Institute of 

Accountants continues to 

make seamless transitions 

to ensure that the profession contin-

ues to be relevant. We, at MIA, strive to 

reflect this by creating and executing 

innovative and sustainable strategies 

aligned with the present and future busi-

ness landscape.  

The recent conclusion of the World 

Congress of Accountants (WCOA) 2010, 

has opened up vast opportunities for all 

of us . In this instance, it has increased 

our international connections. 

Motivated by this development, 

we are committed to provide capacity 

building and professional development 

beyond the Malaysian shores. As a result, 

with effect from 2011, the National 

Accountants Conference which is popu-

larly known as NAC will be renamed 

as the MIA International Accountants 

Conference (MIAC).

The rebranding of NAC is a natu-

ral progression of our new standing in 

the international community. We are 

confident that through this re-brand-

ing effort, MIAC will be able 

to provide a unique devel-

opment opportunity 

for accounting and 

financial leaders in 

this region. 

 For 2011, 

the MIAC will be 

organised in con-

junction with the 

17th edition of the 

ASEAN Federation 

o f  Ac c o u n t a n t s 

Conference which will 

SPECIAL ANNOUNCEMENT

be held from 2 - 3 November 2011 at the 

Kuala Lumpur Convention Centre.

The Conference is expected to 

bring together about 2,500 

delegates comprising 

accountants, business 

leaders, other profes-

sionals, executives 

and academics in 

the ASEAN region 

to share best prac-

tices in finance, 

accounting and 

management and to 

gain fresh insights and 

cutting-edge information 

on global trends, issues and challenges 

affecting business and the environment 

in which we operate.

The investment that we make 

through this effort is for the develop-

ment of the profession and the future of 

our region. Transcending from a national 

event to a regional event will further 

enhance Malaysia’s position in advanc-

ing the profession in our region. 

To all financial and business leaders 

out there, kindly mark your calendar 

from 2 - 3 November 2011. This is your 

chance to attend the most happening 

Conference for the accountancy profes-

sion in this new decade. 

The recent 
conclusion of the 

World Congress of 
Accountants (WCOA) 
2010, has opened up 

vast opportunities for all 
of us. In this instance, 
it has increased our 

international 
connections. 



C
PA

17
90

63
 0

1/
20

11



56     ACCOUNTANTS TODAY | FEBRUARY 2011

Taking it slow

lifestyle | TRENDS

SLOW ISN’T ALWAYS BAD. IN FACT, IN THE CORPORATE WORLD, 

GOING SLOW CAN RAISE PRODUCTIVITY AND PROFITS.

Anis Ramli



FEBRUARY 2011 |  ACCOUNTANTS  TODAY      57     

TAKING IT SLOW

It seems we’re at a point in our 
lives where everything is about 
playing catch up to time. Two 
years ago, when Google’s news 
site and e-mail provider, Gmail, 

reportedly went ‘sluggish’ for about an 
hour, the business world went into a 
frenzy, with pundits reporting in the BBC 
citing the slow Google being bad for busi-
ness. Have we become such an antsy soci-
ety that the mere slow pace of a search 
engine can become a major issue?

Being on the treadmill round the clock 
can’t be healthy. So it is rather timely that 
the cultural shift of the slow movement 
is becoming embedded, especially in the 
developed nations of the EU. The basic 
argument of the slow movement is: Speed 
kills. The movement, which encompasses 
all dimensions of lifestyle – from our 
approach to life, work, gastronomy and 
leisure – backs everything from switch-
ing off the mobile to spending time with 

family and cherishing food with ingre-
dients harvested in an environmentally 
responsible way as opposed to munching 
down on fast food 24/7.

Slow Business Reaps 
Rewards

Where the slow movement has taken 
root, it has had an impact on work and 
business culture by forcing people to stop 
and think about their priorities. By taking 
things slow, businesses and people are 
encouraged to rethink their approach to 
projects, relationships with clients and 
vendors, as well as each other.

Instead of affecting productivity, the 
Slow Business movement focuses on the 
quality of work, as opposed to being in an 
arms race to complete a task with an indif-
ferent attitude, always rushing to reply to 
e-mails and being burdened by the con-
stant obligation to check the Blackberry 
- even on date night!
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Working in hyperdrive mode does not 
necessarily make you smarter nor ben-
efit you in any way. A Hewlett-Packard-
sponsored study of 2005 showed that 
workers responding quickly to the con-
stant barrage of e-mails they received 
during the day had IQs that fell 10 points, 
more than double the IQ drop of someone 
smoking marijuana.  

Europe perhaps is the best exam-
ple of how slow movement economics, 
with the exception of the UK, can profit 
both company and employees. In the 
mid-90s, German carmaker Volkswagen 
raised productivity by 20 percent simply 
by working an average of 28.8 hours a 
week and sharing work among employees 
in an effort to avert layoffs. In Sweden’s 
Volvo headquarters, there is no such 
thing as a ‘rushed project’. Each project 
takes an average of two years to finalise, 
regardless of whether it’s brilliant or sim-
ple. The results often yield impressive 
returns. Then there are the hedonistic 
French who work an average of 35 hours 
per week. Proponents of long vacations 

and work-and-play-do-mix, they are ironi-
cally more productive than their harried 
American or British counterparts. 

Temp Trends
The slow movement has also changed the 
perception of part-time and temp work.

Until just a decade ago, temp jobs 
were seen as a means to make a quick 
buck. The low-pay, no-future ‘McJobs’ 
were deemed suitable only for grads-in-
between-work. But no longer. Not only 
has the term ‘interim managers’ entered 
the business lexicon, but the numbers 
of part-time employees are on the rise, 
driven by the idea of flexible hours and 
greater personal freedom.

In many European countries, temps 
are provided the same wages and ben-
efits as salaried workers, including health 
care. France even offers retirement pay 
and a 10 percent tax rebate to help their 
salaries stretch further. The shift from the 
harried pace of the dot com boom to the 
slow movement has also seen US staffing 
firms enjoying higher profits. Thanks 
partly to demand for interim workers, 
Robert Half International reported its 
third quarter profits more than doubled 
last year while Manpower bounced back 
from its 2009 losses of US$52.8 million 
and made a profit of US$51.3 million 
in the last quarter of 2010 to boot. The 
demand in the interim market, it seems, 
is anything but temporary.

The slow effect is also spilling over 
to the workplace, where management 
in the vanguard of slow now offer office 
complexes with a landscape buffered by 
man-made lakes for relaxation and yoga 
studios to de-stress. While the Americans 
are only just discovering the advantages 
of the languid pace, the Europeans, on 
the other hand, are busily struggling 
with the question: How fast can we slow 
down?

But, as Geir Berthelsen, founder 
of the World Institute of Slowness, 
often urges in his lectures to corporate 
Europe, everyone should work smarter, 
not faster or harder. After all, in Aesop’s 
tale of the tortoise and the hare, slow 
trumped fast. 

A Hewlett-Packard-
sponsored study of 2005 
showed that workers 
responding quickly to 
the constant barrage of 
e-mails they received 
during the day had IQs 
that fell 10 points, more 
than double the IQ drop 
of someone smoking 
marijuana.  

Working in hyperdrive mode does not 
necessarily make you smarter 

Everyone should 
work smarter,           
not faster or harder. 
GEIR BERTHELSEN, 

founder of the 

World Institute of Slowness 



FEBRUARY 2011 |  ACCOUNTANTS  TODAY      59     

These are all-inclusive books covering every 

element of legal, technical and administrative 

aspects of the Malaysian tax system. The 

foundations of the works are legislations 

extracted from the Income Tax Act 1967. 

The books cover all the latest amendments 

including those arising from the Budget 2011 

and recently issued exemption orders.

These books will prove invaluable for income 

tax practitioners, accountants, business 

consultants and corporate managers. 

Accounting and law students sitting for the 

taxation papers in universities and those 

taking professional examinations will find 

these books useful for the worked examples 

and clear exposition of the applicable law, 

thus giving a firm grasp of the law and its 

practice. 

The law is stated as at 30 November 2010.
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MIA members are entitled to a 10% discount, kindly email your orders to education@mia.org.my

A GUIDE TO 

MALAYSIAN 

TAXATION

ISBN 9789675771224

Paperback

Pub Date Dec 2010

Pages 580 pp

RM77.90

A GUIDE TO 

ADVANCED 

MALAYSIAN 

TAXATION

ISBN 9789675771231

Paperback

Pub Date Dec 2010

Pages 592 pp

RM77.90

A Guide to Malaysian 
Taxation & A Guide to 
Advanced Malaysian 
Taxation

Errata

In the January 2011 issue of Accountants Today (page 59) the MIA 

members discount should have been 10% and not 20% as stated. 

The error is regretted.



 






