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As a force majeure in the local 
accounting profession, one of the 
Institute’s key missions is to ensure 
a constant pipeline of high-quality 

talent to help keep business and the econo-
my humming smoothly. Through continual 
promotion of quality initiatives and creating 
awareness through platforms such as the 
Accounting Students Conference (ASC), the 
Institute hopes to nurture competent and 
competitive professionals capable of perform-
ing in the transformed landscape of an ETP 
economy. 

This issue’s cover story should be of particular 
interest to new graduates and aspiring stu-
dents as we zoom in on the recent ASC 2011, 
our annual education and awareness platform. 
Bringing in a real-world bias to sheltered stu-
dents, ASC 2011 focused on exposing students 
to real world issues and the challenges of the 
accounting profession, and recognised the 
award winners from local universities. Read 
how top students differentiate themselves 
from the rest of the pack, and the lessons we 
can all learn from their dedication and disci-
pline. Plus, learn more about the Chartered 
Accountants’ Relevant Experience (CARE) 
programme, which combines work experi-
ence and mentorship for neophytes enroute to 
becoming in-demand, qualified and competent 
chartered accountants. 

Elsewhere, good governance has been identi-
fied as a key factor for making our markets and 
organisations more competitive and attractive. 
Could asymmetric information be correlated 
to weak corporate governance, thus back-
ing up the theory that transparency leads to 
good governance? Find out more in our focus 
on asymmetric information. Plus, dynamic 
audit committees are instrumental in corpo-

rate governance, as our regulators have been 
propounding for years. However, the dearth of 
experienced audit committee members means 
that it is high time that accountants re-examine 
their conventional roles and step out of their 
comfort zones to see how they can contribute 
to building better boards and thus, upping 
corporate governance quality.

Meanwhile, practice firms are an integral part 
of the accounting landscape. However, the 
days of single proprietor practice firms may be 
numbered as competition heats up and fragile 
economics put the squeeze on fees. Isn’t it 
time for practitioners to re-examine the vir-
tues of M&As, especially the pros and cons of 
affiliation with an international network? Dato’ 
Raymond Liew of the Institute’s Mergers & 
Acquisitions Working Group shares his views.

Of course, in this brave new century of 
change, you don’t have to confine yourself 
to accounting-related roles. The beauty of 
being an accountant is the diversity of career 
options offered by the qualification. Why 
not explore a career in risk management? 
Contributor Yogaretnam Kanagandram, 
General Manager of Risk Management, Asian 
Institute of Finance, writes a sassy piece on 
the glamourous yet challenging life of a chief 
risk officer.

Change is certainly apt since it’s the Year of 
the Dragon, a traditional time for rebirth and 
new beginnings. So while we welcome the 
dragon, it’s worth taking some time out to 
introspect and learn from past events in order 
to chart our course for the future. n

Happy reading!

EDITOR

Nurturing Talent, 
Charting Change

Bringing in a real-
world bias to 
sheltered students, 
ASC 2011 focused 
on exposing 
students to real 
world issues and 
the challenges of 
the accounting 
profession, and 
recognised the 
award winners 
from local 
universities.

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 ///// 

editor’s note
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I t has frequently been said that a 
quality education is the founda-
tion of success, and this is no 
different for aspiring account-
ants.

As part of its ef forts to support 
the younger generation of talent, the 
Malaysian Institute of Accountants 
(MIA) collaborates with institutions 
of higher education every year to 
hold the regular intervarsity event, 
the Accounting Students Conference 
(ASC). The ASC was initiated by MIA in 
2006 in line with its commitment to the 
development and advancement of the 
accountancy profession. 

3 December 2011 marked the first 
occasion that the ASC was organised by 
the Multimedia University (MMU) in 
Cyberjaya and hosted by the Cyberjaya 
Accounting Club (CAC).The theme of 
the ASC 2011 was “Future Professionals 
Rendezvous”, focusing on networking 
and soft skills development. 

This theme of networking and empha-
sis on soft skills was a departure from 
previous ASC’s. Not only are students 
expected to network, but institutions 
too should be collaborative. “With 
diversity in participation as our objec-
tive, we strived for the involvement of 
as many tertiary education institutions 
in Malaysia offering accounting pro-

grammes as possible. In other words, 
universities can put aside their silos and 
work closely together and align them-
selves to ensure diversity of participa-
tion among tertiary institutions,” said 
Professor Dato’ Dr. Muhamad Rasat 
Muhamad, President of the Multimedia 
University, in his remarks. “This close-
ness helps to realise the primary objec-
tive of this Conference; to enhance 
networking and contact among account-
ing students from different universities 
countrywide.

Secondly, ASC 2011 aimed to ensure 
active participation in all programmes 

and activities as the range of these 
activities was planned with a student-
centered orientation rather than a tech-
nical focus.

Against a landscape of rapid chang-
es in global economic conditions and 
issues that are market and technology-
driven, it must be ensured that students 
are attentive to these changes, prepared 
to create positive outcomes, address 
issues, and be visionary in facing future 
challenges, said Dr. Muhamad Rasat in 
his remarks. He added that universities 
recognise that accounting is clearly 
a professional discipline where these 

cover story

The Accounting Students Conference 2011 with the theme of “Future Professionals 
Rendezvous” focused on networking and soft skills development for young aspiring 
accountants, and also honoured the high-achievers of the future generation of 
accounting talent.

Rewarding success
Supporting Quality,

Top Accounting Students honoured at the ASC 2011.
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nity for me to mingle around and exchange views and ideas with accounting 
students from all over the country. I learnt about local and global accounting 
issues that are relevant and they helped when I was interning at one of the local 
audit firms. Besides, the ASC also provided me with an insight into the pros-
pects of being an auditor or accountant. It would be great if ASC could provide 
the information regarding the future trend of accounting careers in Malaysia as 
well as career options available overseas.”

Meanwhile, Universiti Teknologi MARA (UiTM) student Naseha treasured 
the memory of the talk by MIA Vice-President, Abdul Rahim Abdul Hamid, 
during the ASC opening ceremony. “If I weren’t one of the recipients of the 
Best Accounting Students Award, I would not be able to meet such an inspira-
tional person as Abdul Rahim. It was my first time meeting and shaking hands 
with him. I admire his communication style and willingness to share his own 
thoughts and experience with us. His talk on the path we have chosen as an 
accounting graduate and how we choose to shape it in the future was the one 
that really inspired me to stand out and be different and well-rounded. He 
is now one of the persons who has inspired me in shaping my future career 
path, besides Dato’ Seri Johan Raslan (PwC Executive Chairman),” explained 
Naseha via e-mail.   

While Naseha did not participate in ASC 2011, she did take part in the previ-
ous ASC organised by UiTM. What stood out was a talk by Ernst & Young and 
PwC on interview skills and a resume-writing workshop, which has guided 
Naseha to avoid errors in resume-writing and interviews.

Going forward, Naseha would like to see the ASC being one of the plat-
forms for “students to be exposed to current accounting and auditing issues 
as well as challenges professional accountants faced in the real world. For 
example, have an open discussion or seminar on the issues and challenges 
faced by professional accountants in meeting the expectations of employers 
and clients. This will enhance our knowledge as we gain more understanding 
and provides an insight of what really happens in the real world compared to 
what we have learnt in theory.”

“	With	diversity	in	participation	
as	our	objective,	we	strived	for	
the	involvement	of	as	many	
tertiary	education	institutions	
in	Malaysia	offering	
accounting	programmes	
as	possible.	In	other	words,	
universities	can	put	aside	their	
silos	and	work	closely	together	
and	align	themselves	to	ensure	
diversity	of	participation	
among	tertiary	institutions.”	

Professor Dato’ Dr. Muhamad 
Rasat Muhamad 
President of Multimedia University

challenges require greater in-depth knowl-
edge and demand constant rebalancing and 
readjustment to suit current accounting 
practices. While “universities strive for stu-
dents to have disciplinary knowledge and 
analytical skills in accounting, the need for 
more innovative and creative professional 
practices cannot be over-emphasised,” he 
stressed.

ASC 2011 also provided the chance for 
accounting students to widen their net-
works by interacting with the representa-
tives of the companies and professional 
bodies who were present throughout this 
event. “This Conference will be an excel-
lent way to build strong relationships and 
bridge gaps between companies and future 
potential accounting graduates,” said Woon 
Chi Kit, President, Cyberjaya Accounting 
Club. Furthermore, “they will increase their 
awareness of new challenges in their spe-
cialised areas in accounting, interact and 
exchange information to enhance their pro-
fessional levels,” said Dr. Muhamad Rasat.

Other core objectives of the ASC are to 
inform accounting students of the current and 
significant information of accounting rules 
and regulations, and also to enhance students’ 
knowledge as to what is required in every 
professional accountant, noted Abdul Rahim 
Abdul Hamid, Vice-President, Malaysian 
Institute of Accountants in his remarks. 

HOnOuRing	ExCEllEnCE
ll ASC 2011 was also a platform to reward 
and honour young achievers who had done 
well in their studies, recipients of the Best 
Accounting Students Award. Among those 
honoured were Lim Yik Fong, Seamus Kor 
Jian Hao and Naseha Nasrudin. 

Asked, several of the honorees noted 
that they had not attended the ASC before. 
Universiti Utara Malaysia (UUM) student 
Lim Yik Fong said via e-mail that: “I have 
never attended any ASC before and I think 
it’s mainly due to lack of publicity/expo-
sure from the university. When attending 
the ASC opening ceremony, I realised I had 
missed such a great event!”

2011 was the first time Universiti 
Kebangsaan Malaysia (UKM) student 
Seamus Kor Jian Hao participated in the 
ASC. “The ASC provided a great opportu-

JANUARY / febRUARY 2012 |  accountants  today      7     
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SECREtS	Of	SuCCESS
ll These award winners share com-
mon hallmarks of success. One would 
be avoiding an exam-oriented mindset. 
“We should be studying for knowledge 
itself. If we were studying only for the 
purpose of exams, the knowledge we 
have cannot be sustained. We should 
not limit ourselves to only textbooks. 
Current accounting news as well as 
other emerging economic issues should 
be noted. Since accounting is not a 
static subject, we are constantly facing 
changes, especially year 2012 where 
Malaysia will be adopting IFRS. This 
requires more effort to keep oneself 
updated,” commented Lim.

The winners also have a love for num-
bers, which would seem to be funda-
mental for those who intend to become 
accountants. “I was first exposed to 
accounting during Living Skills in Form 
One. During the lesson on double entry 
accounting, I was excited when I man-
aged to balance the trial balance. Just 
imagining how fun it’ll be investigating 
how a figure was derived was sufficient 
to make me pursue accounting. The 
excitement is still the same for me after 
all these years!” exclaimed Lim. 

Kor concurred, saying via e-mail that 
one must be “really passionate about 
accounting in order to enjoy working in 
those professions that cannot do without 
figures, otherwise it would be stressful.” 
Kor added that he has had a keen inter-
est in figures since his youth. “My deci-
sion to pursue accounting was made dur-
ing secondary school when I found that 
I really enjoyed doing all the accounting 
calculations as well as presentations. 
Then I realised that there are many 
MNC leaders who have an accounting 
background and it further inspired me 
to pursue accountancy.”

Naseha meanwhile was “mesmerised 
by the meaning behind each number. 
For me, it is like magic that a number 
for sales would relate to accounting poli-
cies, credit terms, and the type of sales, 
either cash or credit basis and the sales 
segment. Another magic element is the 

relation between numbers and the appli-
cable financial reporting framework. For 
example, in disclosing the asset amount, 
we have to observe the FRS applicable 
and ensure the conditions are met.”

The winners are happy with their 
choice to pursue accounting. “One of 
the benefits of pursuing accounting edu-
cation is the flexibility of adapting in 
any of the sectors and areas as it has 
nurtured us to be versatile and relevant 
for market needs. Besides, accounting 
is highly marketable as the demand for 
the accounting students keeps increasing 
each year. Apart from that, the prospects 
for the accounting profession is bright 
and shining as all the economic sectors 
require accountants. However, there are 
challenges ahead, namely the complex-
ity of global accounting issues as well as 
international rules and regulations on the 
accounting profession,” explained Kor.

They also have high praise for their 
lecturers and institutes. “In UUM, the 
School of Accountancy has collaborated 
with professional bodies to enhance the 
professional careers of the students. 
For example, in UUM, students can 
graduate with both a degree and ACCA 
or CIMA as long as they meet the crite-
ria. Students also have the opportunity 
to take the MICPA examination while 
taking their degree.” 

“Another strength I would like to 
highlight is the online facilities pro-
vided by the university. In UUM, every 
student has access to the student por-
tal and learning zone. For example, 
the learning zone allows lecturers to 
upload lecture materials for students. 
This enhances the ease of obtaining 
notes and allows the students to be pre-
pared before lectures,” explained Lim. 

“In UKM, we do have an added advan-
tage compared to others because we do 
not only study and master material in 
English but also the Malay language. 
The syllabus and studying materials for 
our courses are relevant for practical 
purposes, thus preparing students to be 
marketable. I would like to see my insti-
tution organising more accounting con-
ferences, seminars and competitions for 

the benefit of students,” said Kor.
Naseha meanwhile cites UiTM’s 

“very good syllabus, where all subjects 
and courses to be taken really make 
us more knowledgeable in diversified 
areas and (we are) not confined to 
accounting knowledge. There is also a 
course on communication and interview 
skills. All these make UiTM accounting 
graduates more marketable and the 
first choice for employers.”

Fittingly, Naseha also attributes her 
success to “the continuous blessing 
from her parents, siblings and the 
prayers (doa) of my beloved grand-
mother, and Allah’s blessings in my 
life. Not forgetting my dearest lecturers 
and supportive friends for always being 
willing to share their knowledge and 
entertain all my questions.” Naseha also 
makes sure to get enough sleep - eight 
hours - to be energetic the next day. 
Currently, Naseha is ranked as the best 
student and top scorer in the faculty 
with a CGPA of 3.92, and hopes to main-
tain her standing in her final semester. 

futuRE	PAtHS
ll While career paths are not yet set in 
stone for these young aspiring account-
ants, practice seems to be the tradi-
tional entry route. For instance, Lim 
previously worked in EY Penang and 
will intern in 2012 in PwC Penang. Lim 
hopes to work in the Big 4 after gradu-
ation to log some audit and tax experi-
ence and see where that takes her. 

Kor too is “inspired to pursue auditing 
at a Big 4 firm or other big firms, wheth-
er locally or overseas. Undoubtedly, this 
award will further enhance my market-
ability when I graduate and it compli-
ments my qualifications.”

Meanwhile, Naseha has received an 
offer from PricewaterhouseCoopers as 
an auditor in Assurance line. “It was a 
dream come true! I chose PwC because 
I could see my career path development 
with the firm, besides the cool staff 
and conducive working environment,” 
remarked Naseha who is also attracted 
by PwC’s working culture and team 
spirit.” n
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Action	at	the	ASC
3 December 2011 marked the first occasion 
that the ASC was organised by the Multimedia 
University (MMU) in Cyberjaya and hosted 
by the Cyberjaya Accounting Club (CAC).The 
theme of the ASC 2011 was “Future Professionals 
Rendezvous”, focusing on networking and soft 
skills development.  In line with the theme, ASC 
2011 featured a diverse range of exciting and 
stimulating activities to lure students out of 
their comfort zone and encourage growth, and 
importantly, to expose them to the realities of the 
corporate and professional world of work. These 
pictures tell the story of a successful ASC 2011. 

Networking! The Ice Breaking 
programme by ASC 2011 strategic 
partner ICAEW encouraged students 
from the different participating 
universities to get to know each other 
and make new contacts. 

The grand opening ceremony of ASC 2011 – which 
featured a laser show - honoured the commitment of 
all the sponsors towards ASC 2011 and strengthened 
the ties between MMU and all sponsoring corporates 
and universities.

Loh Wei Yuen ICAEW Head of Malaysia 
was also present at the ASC 2011.

10     accountants today | JANUARY / febRUARY 2012
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Fresh accounting graduates are 
encouraged to sign up for MIA’s 
mandatory Chartered Accountants’ 
Relevant Experience (CARE) assessment 
programme, which focuses on ensuring 
that young talents meet the entry level 
of competency required for admission as 
a Chartered Accountant (CA).

“CARE aims to assist accounting 
graduates to acquire the appropriate 
professional capabilities and 
competencies in order to qualify as a 
CA. It also aims to provide guidance 
to graduates in achieving the levels 
of proficiency expected to qualify as a 
CA,” explained Mohd Muzammir Bakrin, 
Manager - Education, MIA, during “We 
Care”, a talk at ASC 2011 on the route 
to qualifying as a chartered accountant 
and the benefits of becoming an MIA 
member.

Established in 2009, the CARE 
programme supports the International 
Federation of Accountants (IFAC) 
International Education Standard (IES) 5, 
Practical Experience Requirements. 

What are the competencies and 
capabilities required in order to qualify? 
At the end of the CARE training, 
graduates are expected to demonstrate 
specific competencies in these areas:
• Auditing
• Taxation
• Management Accounting
• Financial Accounting & Reporting
• Business Planning
• Finance, and
• Information Technology.

They are also expected to demonstrate 
generic competencies, namely 
professionalism and ethical behaviour, 
personal attributes and professional 
skills. These competencies will be 
acquired during the duration of the 
CARE programme, which is 36 months 
or equivalent to 600 working days of 
relevant training and development 
required under CARE. CARE must be 
completed within a rolling period of 
60 months, and part-time employment 
and employment stints of less than six 
months are not counted towards CARE.

Mentorship is a critical part of 
CARE that differentiates it from other 
post-tertiary career development 
programmes. As a mentee, a graduate is 

required to do the following: 
• register for the CARE programme.
• identify a mentor and establish the 

mentor-mentee relationship.
• discuss with the mentor, the work 

plan in achieving the required level 
of competency

• update the records of the 
experiences gained

• update the Institute of any changes, 
e.g. change of mentor or employer.

Mentors can be the immediate 
supervisor or manager in the firm 
employing the mentee, or the partner 
of the firm. He or she could also be 
a chartered accountant outside the 
employing organisation who has regular 
contact with the mentee or somebody 
working in accounting-related 
professions. The responsibilities of a 
mentor are to:
• assist the mentee in choosing the 

appropriate areas of competency
• provide valuable guidance to the 

mentee to achieve the required 
competencies, and

• verify the experiences obtained by 
the mentee.

As of 3 February 2012, there are 1,457 
registered CARE participants. To 
promote and assure the success of CARE, 
said Muzammir, MIA has undertaken 
the following measures. MIA has a 
continuing process to obtain graduates’ 
data, and has also appointed a CARE 
Coordinator from each university. The 
Institute regularly holds CARE awareness 
talks and visits and promotes CARE at 
MIA events such as the ASC and NAC 
(National Accountants Conference). 
There is also a dedicated team at MIA to 
monitor the programme.

Three factors differentiate CARE 
from its predecessors, said Muzammir. 
“Now, there is a structured monitoring 
system, where we record participants’ 
experiences and a database. The 
Mentor programme provides invaluable 
assistance and guidance. And there is 
a less stringent evaluation process for 
membership application.”

Fresh accounting graduates are 
strongly encouraged to sign up for 
CARE to fulfill their dreams of becoming 
qualified Chartered Accountants. 

CARE

Dato’ Gan Ah Tee, Managing Partner, BDO, 
held the audience enthralled with his talk on 
“From the Estate to the World Stage: One 
Accountant’s Journey”.

Donald Trump wasn’t there, but Crowe Horwath’s 
“Apprentice” game – along with an inspirational 
talk by James Cahn, Managing Partner of Crowe 
Horwath - brought out the best in leadership, 
teamwork, communication and competitive skills 
in a controlled environment. 

 ICAEW’s Mind, Body and Brain Teasers 
Team Games required participants to think 
with their mind, act with their body and work 
together with their group in order to achieve the 
specific targets for the tasks given to them.

Chartered Accountants’ Relevant Experience
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DOES THE RISK 
OF ASYMMETRIC 

INFORMATION 
LEAD TO POOR 

CORPORATE 
GOVERNANCE?

Information asymmetry is said to take 
place when at least one party to a 
transaction has relevant information 
whereas the others do not.  The clas-
sic paper on information asymmetry 
is George A. Akerlof’s ‘The Market 
for Lemons’ from 1970, which brought 
asymmetric informational issues to the 
forefront of economic theory.  

Akerlof’s paper was so insightful 
and had so many implications that it 
eventually earned him a Nobel Prize 
in 2001.  Akerlof conjectured that the 

average value of a commodity tends 
to go down, even for those of good 
quality, in markets where information 
asymmetry exists.  The mere existence 
of information asymmetry provides the 
opportunity for unscrupulous sellers 
to imitate items and defraud the buyer.   
As such, people will avoid certain types 
of purchases or will not spend as much 
for a given item to avoid the risk of get-
ting ripped off.  In extreme cases, it is 
even possible for the market to collapse 
to the point of non-existence.

Asymmetric Info, 
Imperfect CG?

Markets are rife with information 
imperfections. Actions within the 
market affect beliefs;  prices do not 
convey all of the relevant informa-
tion; aggregate information that is 

relevant for decision-making is not only not pro-
vided automatically by the market, but may require 
government-enforced disclosure requirements; and 
information imperfections lead to market imperfec-
tions, especially in capital markets - Joseph E. Stiglitz

Saravanan Ramasamy



ASYMMETRIC INFO, IMPERFECT CG?

In the ‘The Market for Lemons’ 
paper, Akerlof posited the question 
as to why there is a large price dif-
ference between new cars and those 
which have left the showroom.   Akerlof 
then answered this question by stating 
that used car sales dealers will have 
both good cars and bad cars 
(known as ‘lemons’) in their 
possession.  The used car 
dealer knows which cars 
are good and which are 
lemons, but the buyer 
would not know which is 
which prior to the pur-
chase. Since one party 
knows more than the other, 
asymmetric information is said to 
be present about the cars on offer, 
potentially leading to an adverse selec-
tion by the buyer.  Since buyers cannot 
tell between a good or bad car, they 
will always negotiate prices downwards 
with the assumption that there is some 
chance that car is a lemon.

 ‘The Market for Lemons’ explains 
information asymmetry from the buy-
ers’ side.  Likewise, this can occur from 
the sellers’ side too, creating a mirror 

image of Akerlof’s model.  This is 
described as ‘The Market for Limes’ by 
Ian Grigg in his 2008 research paper.  
For example, in India there are many 
pavement book sellers sitting comforta-
bly below some shady trees who do not 
know the quality of the book sold while 

the buyer perfectly knows the 
quality of the book.  A copy 

of Steven Levitt’s ‘Super 
Freakonomics’ can be 
obtained at a throw-away 
price. Thus, the foot path 
book-market in India 
operates in sharp con-

trast to the ‘Lemon Market 
Theory’ propositions.  
Similar examples can be found 

in the health insurance market where 
the insured holds more information 
than the insurer. This will potentially 
give rise to the phenomenon of moral 
hazard when the insured (with supe-
rior information) alters behaviour for 
self-benefit while imposing costs on the 
insurer (with inferior information) and 
ultimately society, via increased insur-
ance premiums to recoup the higher 
payouts.   

Although information asym-
metry has recently been noted to 
be on a decline with the rise of 
the internet, which allows ignorant 
users to acquire unavailable informa-
tion such as the costs of competing 
insurance policies or the price of 
used cars, it is still seen to exist 
and to be exploited especially in the 
areas involving transmission of an 
enterprise’s information from those 
who have it to those who need it 
for decision-making. Differentially 
informed financial market partici-
pants including insiders, stock ana-
lysts and investors have not only 
taken advantage but even, in some 
cases subjugated the direction of the 
corporation in the stock market.  

Though insider trading is as old 
as the markets, government legisla-
tors have in recent years brought 
about some of the biggest cases in 
memory. The most prominent case 
to emerge from the United States 
was the one against Raj Rajaratnam, 
former Galleon Group hedge fund 
manager. Rajaratnam, a billionaire 
investor, who once ran one of the 
world’s largest hedge funds, was 
sentenced to 11 years in prison and 
fined USD10 million in October 2011, 
making it the longest-ever sentence 
for insider trading.  This was a defin-
ing moment in the government’s 
aggressive two-year campaign to 
root out the illegal exchange of con-
fidential information on Wall Street.  
Rajaratnam was convicted of trad-
ing on inside company information 
gathered from a network of company 
executives and lawyers.

The	mere	existence	of	
information	asymmetry	
provides	the	opportunity	
for	unscrupulous	sellers	to	
imitate	items	and	defraud	
the	buyer.

JANUARY / febRUARY 2012 |  accountants  today      13     
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Rajaratnam’s case shows that the 
changing and more enlightened atti-
tudes of investors, regulators and the 
public have combined to demand more 
accountability from companies as corpo-
rate citizens.   In Malaysia, cases of insid-
er trading on the scale of Rajaratnam’s 
case are not common.  However, this 
does not warrant that Malaysians in 
general rest on their laurels.  

 For example, the case of Sime Darby’s 
purchase in August 2011 of a control-
ling 30% stake in E&O which stirred up 
insider trading allegations should always 
remind us that inculcating and nurturing 
corporate governance should be given 
priority.  In the Sime Darby and E&O 
case, the E&O chairman is said to have 
raised his personal stake in the company 
just weeks before Sime Darby announced 
its proposed acquisition.  

It is clear that Malaysia needs to 
make significant strides to improve the 

standards of corporate governance in the 
country in order for us to succeed as a 
nation.  In this regard, the establishment 
of the Malaysia Corporate Governance 
(MCG) Index is worth mentioning.  The 
index was first launched in 2009 with the 
aim of creating awareness and promot-
ing transparency of corporate govern-
ance best practices among public-listed 
companies (PLCs) in the country.   It also 
provides shareholders and stakehold-
ers with information on companies with 
good corporate governance practices.

In the recently reported 2011 MCG 
Index, the Top 100 PLCs scored 66.9, 
up by one percentage point from the 
previous year with an index score of 
66.0.  A detailed analysis of the results, 
as reported in The Edge Financial Daily 
reveals the following: 

In the same vein, the Securities 
Commission’s (SC) five-year Corporate 
Governance Blueprint which was 

launched on 8 July 2011 to provide 
the action plan to raise the standards 
of corporate governance in Malaysia 
is most welcomed.  It is aimed at 
strengthening self and market disci-
pline and promoting greater internali-
sation of the culture of good govern-
ance. Through encouraging further 
transparency among corporations, it 
could also be said that one of the aims 
is promoting information symmetry. 

Coming back to information 
asymmetry, though Akerlof’s theory 
of lemons is more than 40 years old 
now, it is still very much relevant in 
today’s world which shows how cor-
rosive a little bit of inside informa-
tion can be to all sorts of markets. 
Recent corporate scandals – and 
even the derivatives bombshell that 
brought banks and economies to 
their knees - suggest that exploita-
tion of uninformed investors could 
be quite pervasive in the market-
place whereby firms, brokers, and 
analysts have manipulated financial 
information in order to profit from 
unwary investors. The revelations 
have dealt a serious blow to investor 
trust and have demonstrated that 
information symmetry and corpo-
rate governance is of primary impor-
tance for investment return. n

Saravanan Ramasamy is a MIA 
member. He is a professional account-
ant in business.  He can be contacted 
at sr_vanan@yahoo.co.uk

;	 tHE	 AvERAgE	 CORPORAtE governance base score on compliance 
with best practices for all 864 PLCs has increased to 57.19% in 2011 from 
55.6% in 2010, up 1.6%

;	 82%	OR	708	COmPAniES separated the roles of chairman and CEO. 
This percentage is comparable and is much higher than US-based S&P 
companies

;	 tHE	PERCEntAgE	Of	wOmEn directors was almost stagnant at 8% 
and dropped to 7% in the Top 100 companies.  Therefore, more needs 

to be done by companies to make a conscious effort to include 
gender diversity in boardrooms

;	 tHERE	HAS	BEEn	mARginAl improvement in the dis-
closure of the existence of a whistle-blowing policy, dividend 
policy and corporate responsibility.

;	 tHOugH	tHE	PERCEntAgE of disclosure on corporate 
responsibility has increased, there is still a lot of room for improve-

ment in corporate social responsibility (CSR), which should be better 
structured and carried out in a holistic manner. There needs to be a more 
transparent disclosure in the CSR statement on funds allocated to CSR 
activities

;	 tHERE	 wERE	 imPROvEmEntS in terms of board composition e.g. 
the separation of roles between the board chair and the chief executive 
officer, proportion of independent non-executive directors and women 
on the board.

WOMEN
DIRECTORS WAS 

ALMOST STAGNANT 
AT 8% AND DROPPED 

TO 7% IN THE 
TOP 100 

COMPANIES.
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Audit Committee  
THE BALANCING DEVICE
MIA Professional Standards & Practices

The importance of the Audit 
Committee in ensuring good 
corporate governance has been 
elevated significantly, mainly pre-
cipitated by major corporate scan-

dals during the 90s. The changes in laws and 
regulations that followed placed tremendous 
pressure on the Audit Committee members 
to ensure sound corporate governance with-
in the companies they oversee. The Audit 
Committee of today plays a crucial role as 
well in overseeing the financial reporting 
function, managing all kinds of existing and/
or potential risks in addition to the inter-
nal audit function, evaluating external audit 
processes, as well as ensuring compliance 
with the relevant codes of ethics. 

More recently, the current economic 
model has extended the Audit Committee’s 
focus areas to include oversight of risks 
with regard to economic, environmental 
and social challenges. Given the constantly 
evolving and increasing expectations of 
public-listed companies’ stakeholders, this 
article aims to focus on and discuss the 
leading practices that can assist and guide 
the Audit Committee in meeting those 
expectations.

Overseeing the Financial 
repOrting FunctiOn 

ll Arguably, as part of its duties in ensuring 
good corporate governance, the fundamen-
tal responsibility of the Audit Committee is, 
first and foremost, to oversee the financial 
reporting function. This “heavy burden” 
naturally includes the need to assess the 
adequacy and appropriateness of accounting 
policies and disclosures, as well as estimates 
and judgements employed by the manage-
ment of the company. The members of the 
Audit Committee are delegated with the 
responsibility to exercise their expertise and 
skill with the aim of diligently ensuring the 
accuracy, completeness, transparency and 
timeliness of financial statements prepared 
by the management. In other words, the 
Audit Committee needs to be satisfied with 
all the conclusions surrounding the financial 
statements of the company.

It is therefore pertinent that the compo-
sition of the Audit Committee comprises 
people with relevant industry experience 
over and above a diverse range of expertise 
and technical prowess. The members of the 
Audit Committee must at minimum, equip 

The function of the Audit Committee in public-listed companies as mandated 
under the Bursa Listing Requirements has been in place for many years now.  
Very often, the most common question asked concerns the effectiveness of 
this mechanism, particularly in relation to ensuring good governance within an 
organisation. Has the essence of this function been earnestly embraced or is 
this yet another form of mere compliance with little appreciation? 
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and periodically update themselves with 
sound accounting and financial knowledge 
based on Generally Accepted Accounting 
Practices. In doing so, they place them-
selves in a reliable and well-informed 
position to ensure that the company’s 
financial statements are indeed being 
prepared in accordance with the appli-
cable approved accounting standards, as 
well as relevant laws and regulations in 
Malaysia. The accounting and financial 
reporting requirements have over the 
years increased in complexity, mirroring 
that of the currently applicable approved 
accounting standards (only to be further 
complicated upon full IFRS convergence 
in 2012), hence there is a critical need for 
continuous training and updates for all 
Audit Committee members. Concurrently, 
other developments such as the proposal 
introduced in the Corporate Governance 
Blueprint by the Securities Commission, 
the proposed revision of the Statement on 
Internal Control - Guidance for Directors 
of Public-Listed Companies, and the inevi-
table changes brought about in the new 
Companies Bill - and their impact on the 
business of the organisation - will require 
timely updates and familiarisation by the 
Audit Committee.

Managing risks and the 
internal audit FunctiOn

ll	The effective relationship between the 
company’s internal auditors and the Audit 
Committee is fundamental to the success 
of the internal control assurance function. 
As such, it has now become increasingly 
important for the Audit Committee to 
assess whether the company’s internal 
auditors are properly monitoring the key 
controls, identifying breakdowns in these 
controls as well as areas for improve-
ment, if any, and addressing the identified 
risks. Taking into account these factors, it 
becomes hygiene (a healthy practice) that 
the Audit Committee regularly engages in 
discussions with the company’s internal 
auditors, also involves them in the setting 
of goals in addition to the annual audit 
test plan, and evaluates the effective-
ness and performance of the internal 

audit function. By having the company’s 
internal auditors report directly to the 
Audit Committee, the former remains 
independent; having been separated from 
the company’s management team. 

The objectivity of the company’s inter-
nal auditors will be enhanced, and any 
barriers to effective and frequent com-
munication with regard to any issues 
arising or identified will be removed. The 
Audit Committee may take into consid-
eration the following points (although not 
exhaustive) when assessing the effective-
ness of the internal audit function:
u	Engage in an open and transparent 

relationship with the internal auditors 
of the company; 

u	Review and approve the internal audit 
charter on an annual basis;

u	Understand both the strengths and 
areas for improvement with regard to 
the company’s internal control and risk 
functions respectively;

u	Ensure that the internal audit function 
is carried out by competent and objec-
tive professionals;

u	Empower the company’s internal audi-
tors to exercise their independence by 
discussing with the company’s manage-
ment team on the same level; and

u	Ensure that all recommendations as 
proposed in the internal audit report 
are implemented within the agreed 
timelines.  

Risks faced by companies span over 
a broad range i.e. from financial, opera-
tional, regulatory, technological, environ-
mental to social, amongst others, which 
arise in the normal course of business. 
Consequently, the Audit Committee has 
to adopt risk management strategies that 
are comprehensive to address the dynam-
ics surrounding the business environ-
ment, both internal and external.  

Fraud risks
Oversight of fraud management efforts 
becomes a complicated affair; commonly 
attributed to various fraud loopholes and 
opportunities. The Audit Committee’s 
role is to evaluate the management’s abili-
ty to identify fraud risks, implement meas-
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ures to prevent fraud occurrences, and 
create the appropriate “tone at the top”. 
Setting the right “tone at the top” helps 
set the right expectations in terms of data 
integrity, accuracy and completeness in 
relation to financial reporting, as well as 
supporting internal controls. At the end 
of the day, such oversight efforts coupled 
with the implementation of appropriate 
measures by the management team to 
deter and prevent fraud help safeguard 
the interest of the company’s sharehold-
ers and stakeholders too.

envirOnMental risks
Increased global temperatures and 
consequential global warming have 
led to greater climatic volatility. To 
make matters worse, the massive 
volume of greenhouse gas emissions 
is expected to intensify the sustain-
ability crisis in the years to follow. 
Shareholders and stakeholders are 
slowly becoming more aware of the 
situation and are now starting to 
show interest in how their invested 
companies address and overcome 
the sustainability issue, and how 
such elements have been considered 
and embedded into the companies’ 
business models.

Companies therefore are facing mount-
ing pressure to become more transparent 
in their chosen practices and policies in 
addressing environmental and sustainabil-
ity-related issues.  In recent years, we have 
seen the progress of corporate Malaysia 
and regulators in encouraging companies 
to report on sustainability, an area with 
obvious implications for companies’ man-
agement teams and Boards of Directors 
alike, including the Audit Committee. 
Audit Committee members are responsi-
ble for ensuring that appropriate controls 
and accountability exists within compa-
nies with respect to finance and areas of 
material risk; including but not limited to 
environmental issues and health, safety 
and security matters. Having said that, the 
Audit Committees of Malaysia today are 
not yet required to systematically review 
their companies’ sustainability reports but 
rather, to manage environment and social-

related risks which are deemed to be 
material to companies. 

evaluating external 
audit prOcesses

ll	 Yet another important responsibility 
of the Audit Committee is the evaluation 
of external audit processes and external 
auditors’ performance. This evaluation 
should take into account the external 
auditors’ technical competencies and pro-

fessional integrity in carrying out the 
assurance function, plus their ability to 
provide value-added recommendations 
with regard to observations identified 
during the audit process.  In support 
of this objective, discussions with the 
external auditors should be proactively 
and regularly carried out by the Audit 
Committee, so as to keep the latter 
abreast of all issues or concerns to the 
best knowledge of the former. A direct 
and candid approach towards commu-
nication should take place between the 
Audit Committee and the company’s man-
agement as well as external auditors, 
as this allows for ease of access to the 
Audit Committee should any issues arise 
which require either consultation with or 
intervention by the external auditor. It is 
also essential that the Audit Committee 
communicates clearly its expectations on 

the external auditor’s performance, to 
better enhance the effectiveness of the 
assurance function. Although the Audit 
Committee bears the responsibility for 
ultimately assessing the external audi-
tors’ performance, its members should 
wisely solicit the input of the company’s 
management team. 

On top of that, the Audit Committee has to 
agree on the terms of the audit engagement 
with the external auditor at the beginning of 
each audit.  Certainly, it includes reviewing 

and approving the external auditor’s 
fees and the Audit Committee has 
to be satisfied that an effective and 
complete audit can be carried out for 
the fee agreed.  The Audit Committee 
plays an important role in ensuring 
that the independence of the external 
auditors as imposed by the By-Laws 
issued by the Malaysian Institute of 
Accountants is strictly complied with.

ensuring cOMpliance 
with the relevant 
cOdes OF ethics

ll	 The Audit Committee has an 
imperative role in advising the Board 
of Directors with respect to the com-
pany’s compliance with its internal 
codes of ethics.  Specifically, the Audit 

Committee shall discuss with the manage-
ment team at least annually on the effec-
tiveness of the company’s compliance with 
the relevant ethical requirements. These 
discussions should take into consideration 
any material related-party transactions and 
conflict of interest situations, as well as the 
company’s procedures currently in place to 
monitor compliance throughout the entity, 
the scope of which includes the review 
of management’s follow-up procedures, 
including disciplinary action for any sig-
nificant non-compliance of codes of ethics. 
The Audit Committee may also take into 
consideration the overseeing of compli-
ance with laws, regulations, standards and 
company policies and establishing proce-
dures for handling complaints relating to 
a company’s accounting, internal controls, 
auditing matters and other matters that are 
likely to affect the company. n

Setting	the	right	“tone	at	the	top”	
helps	set	the	right	expectations	in	
terms	of	data	integrity,	accuracy	and	
completeness	in	relation	to	financial	
reporting,	as	well	as	supporting	
internal	controls.
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Residence Status and 
its relevance in Income 
Taxability

Section 3 of the Income Tax Act, 
1967 (the Act) provides that the 
income of any person including a 
company, accruing in or derived 
from Malaysia or received in 

Malaysia from outside Malaysia is charge-
able to income tax. Effective from the year 
of assessment (YA) 2004, foreign income1 
remitted to Malaysia from outside Malaysia 
by resident individuals including trusts, 
executors and unit trusts is exempted from 
Malaysian income tax (Section 132 and 
Section 133 of the Act and Public Ruling 
No. 11/2011 are referred); where prior to 
YA2004 such an exemption only applies to 
resident companies in Malaysia with the 
exception of resident companies under-
taking special industries such as banking, 
shipping, air transport and insurance.  

Income is not defined in the Act.  As 
such, one has to ascertain that the gross 
income from the business which is 
not attributable to operations of 
the business carried on outside 
Malaysia (Section 12 of the Act) 
is deemed to be derived from 
Malaysia. 

In the Malaysian tax 

context, the income on which tax is 
chargeable is income in respect of:
• gains  or profits from a business, for 

whatever period of time carried on 
[Section 4(a)];

• gains or profits from employment 
(salaries, remunerations, etc.) [Section 
4(b)];

• dividends, interests or discounts 
[Section 4(c)];

• rents, royalties or premiums [Section 
4(d)];

• pensions, annuities or other periodical 
payments [Section 4(e)];

• other gains or profits of an income 
nature [Section 4(f)].

MIA Professional Standards & Practices

1 Foreign income means;
 (a) income derived from outside Malaysia; or
 (b) in the case of bilateral credit, includes income derived from Malaysia charged to foreign tax.
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Residence Status and 
its relevance in Income 
Taxability

Income earned in Malaysia will be tax-
able after deducting personal tax allow-
ances (as and when announced by the 
Ministry of Finance during the budget 
announcement) and if such an individual 
fulfills the residence status requirement 
as stipulated under Section 7 of the Act.  
In simple terms, for an individual to 
qualify for a tax residence in Malaysia, 
the number of days that he or she is 
physically present in Malaysia must be at 
least 182 days or more.   Likewise, income 
received by a company will be subject to 
Malaysian tax if the company qualifies for 
residence status under Section 8 of the 
Act i.e. a company trading in Malaysia 
and management and control of its busi-
ness are exercised in Malaysia at any time 
during that basis year.  

The Malaysian Inland Revenue Board 
(IRB) has issued Public Ruling No. 5/2011 
on Residence Status of Companies and 
Bodies of Persons (PR No. 5/2011) on 
16 May 2011 to clarify that a company 
is deemed to be resident in Malaysia if 
the control and management of its busi-
ness are exercised in Malaysia. The PR 
No. 5/2011 defines “control and manage-
ment” as the controlling authority that 
determines the policies to be followed by 
the company i.e. where directors meet 
to conduct a company’s business/affairs 
irrespective of where the company might 

be incorporated. It further stipulates 
that a company is considered resident 
in Malaysia for a basis year if at any time 
during the basis year for a YA, at least one 
meeting of the board of directors is held 
in Malaysia concerning management and 
control, even though all other meetings 
are held outside Malaysia. 

The location of the trading activities 
or the place of physical operations may 
not necessarily be the place of manage-
ment and control. The mere appointment 
of a local director or local board of direc-
tors in Malaysia or the residence status of 
a director is not itself tantamount to fulfill-
ment of residence status of a company. 

Numerous examples are provided in 
PR No. 5/2011 for reference and one of 
the examples illustrates a situation where 
a meeting was held in Malaysia via video 
conferencing and telephone and attended 
by two (2) Malaysian directors together 
with the directors from Hong Kong.  The 
video conference was held merely to 
report on what had been decided (based 
on a prior meeting held outside Malaysia) 
pertaining to investments, share 
management, finance and administration 
of the Malaysian company. In this 
instance, the Malaysian company is not a 
tax resident in Malaysia for that particular 
YA as the management and control is not 
considered to be exercised in Malaysia. 

With the advancement of information 
technology, one may argue that such a 
requirement may not make sense and 
further, it may appear burdensome for 
some companies to have such an arrange-
ment i.e. to hold or conduct a company’s 
business/affairs in Malaysia.  However, it 
is noted that in recent years, multinational 
corporations tend to hold their board or 
important meetings in other places rather 
than in their own country.  As such, one 
would reckon that Malaysia is relatively 
liberal in this as only one control and 
management meeting need be held in 
Malaysia in order to qualify for Malaysian 
residence status. 

OtheR tax JuRiSdictiONS
Let’s take a look at some foreign tax 
jurisdictions and their landscape in deter-
mining company residence status and 
taxability of profits. 

In Australia, a company is deemed to 
be resident if: 
•  it is incorporated in Australia, or
•  it is not incorporated in Australia but 

it carries on business in Australia and 
has either its voting power control-
led by resident shareholders, or its 
central management and control is 
exercised in Australia. Central man-
agement and control are said to exist 
where directors meet to do the busi-
ness of the company.  

Hence, resident companies will be sub-
ject to income tax on their worldwide 
income. 

The	location	of	the	trading	
activities	or	the	place	of	
physical	operations	may	not	
necessarily	be	the	place	of	
management	and	control.	
The	mere	appointment	of	a	
local	director	or	local	board	of	
directors	in	Malaysia	or	the	
residence	status	of	a	director	
is	not	itself	tantamount	to	
fulfillment	of	residence	
status	of	a	company.	
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RESIDENCE STATUS AND ITS RELEVANCE IN INCOME TAxABILITY

The Inland Revenue Department of Hong 
Kong has mentioned in one of its practice notes 
that in determining the residence of a corpora-
tion, the Department will take into account the 
corporation’s central and management location.  
Under this principle, a company is carrying on 
business in or deriving profit from Hong Kong 
if the business is controlled or managed from 
Hong Kong or the company is incorporated in 
Hong Kong, i.e. a company resides where its 
real business is carried on, and the real business 
is carried on where the central management 
and control actually abides.  However, liability 
to tax is determined not on residence status, 
but instead on the source of income.    

In the United Kingdom (UK), once a com-
pany is incorporated in UK, it would generally 
be deemed as resident for tax purposes in the 
UK regardless of where its management and 
control are located. Companies incorporated 
outside the UK would be resident if the central 

management and control takes place in the 
UK. Central management and control refer to 
the point where crucial board level decisions 
are made.  Resident companies are liable to 
income tax on their worldwide income and 
gains.  However, if a company is resident in 
the UK under domestic law but is treated as 
resident in another country for the purposes 
of a tax treaty i.e. a dual-resident company, it is 
treated as not resident in the UK. 

In New Zealand, a company will generally 
be considered a tax resident if it is incorporated 
or its head office or its centre of management 
is located / situated in New Zealand or the 
control of the company by its directors, act-
ing in their capacity as directors, is exercised 
in New Zealand regardless of whether or not 
decision-making by the directors is confined 
to New Zealand.  Similar to Australia, resident 
companies are subject to income tax on their 
worldwide income.



RESIDENCE STATUS AND ITS RELEVANCE IN INCOME TAxABILITY

Singapore has adopted a similar treat-
ment to Malaysia. A company is regarded 
as resident in Singapore for tax purposes 
when its management and control is exer-
cised in Singapore. In general, the place 
where the directors of a company man-
age and control its business and hold 
their board meetings will be the place 
where the company is deemed resident in 
Singapore. Singapore resident companies 
are subject to tax on any income accruing 
in or derived from Singapore or received 
in Singapore from outside Singapore.  

In reality, the “central and manage-
ment” test is a well-established common 
law principle which has been widely 
adopted in many tax jurisdictions for 
determining the residence of companies.  
As such, it is important that the manage-
ment of the company is informed about 
the main features that determine its tax 
resident status and its taxability in order 
to properly plan where meetings should  
be conducted. 

ceRtificate Of ReSideNce 
Malaysia has entered into agreements 
with numerous countries for the purpose 
of avoiding double taxation of income 
among the respective treaty partners. 
An entity may be considered resident in 
more than one country. The terms of the 
relevant tax treaties should be referred 
to in determining the tax liability. In 
the Malaysian context, residence status 
is still applicable in the application of 
the domestic law, so that the income of 
companies and bodies of persons remain 
assessable to Malaysian tax.

Under certain circumstances, a cer-
tificate of residence may be issued by 
the Tax Authority upon fulfillment of 
certain conditions as required by the 
IRB. The certificate is issued to confirm 
the residence status of the taxpayer for 

the purpose of taxation.  It enables the 
taxpayer to claim the benefits under the 
treaties between Malaysia and the respec-
tive treaty partners. 

To apply for the certificate of resi-
dence, the taxpayer will have to complete 
Form STM 1 which can be download-
ed from the IRB website at http://www.
hasil.org.my under the heading “Forms” 
- “Other Forms”. For applications involv-
ing more than one copy, Form STM 1A 
is to be completed. A copy of the minutes 
of the Board of Directors’ meeting (if 
the return forms are not available) is 
required for the year in which the cer-
tificate is required. Taxpayers may refer to 
the checklist provided in the IRB’s website 
to ensure complete documents are submit-
ted as required by the IRB and to ensure 
timely issuance of the certificate. n

In	the	Malaysian	context,	residence	status	is	still	applicable	in	the	
application	of	the	domestic	law,	so	that	the	income	of	companies	

and	bodies	of	persons	remain	assessable	to	Malaysian	tax.
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economy

Can emerging eConomieS 

CURRENTLy, ALL EyES ARE TRAINED oN THE WEAK US ECoNoMIC RECoVERy 
AND EURoPE’S WIDENINg DEBT CRISES. CAN EMERgINg ECoNoMIES 

CoNTINUE To PLAy SAVIoUR?

Saravanan Ramasamy

rescue global growth?

In the US, debt levels have been 
on a continuous rise over the 
years primarily to maintain the 
growth of the US economy and to 

ensure political stability by sustaining 
US living standards. To further aggra-
vate the criticality of the situation, the 
US government simply ‘nationalised’ 
its debt problem by replacing private 
with public debt. Some of the mecha-
nisms for accomplishing this include 
increasing welfare payments, reducing 
tax receipts and bailing out financial 
institutions.

Europe followed a similar path to the 
US with some countries like Greece 
and Italy building up large public sector 

debts alongside private debt in Spain 
and other countries.  The difference 
between the US and Europe is that 
the European Union (EU), - with a 
‘decentralised’ structure created by the 
different countries - simply does not 
have sufficient resources to be able to 
deal with a spread of the debt crisis 
into the larger EU economies, unlike 
the Federal Reserve (FED) which has 
greater resources to be able to react in 
a more centralised way. 

Standard Char tered Research 
through its recent Global Research 
report identified the two biggest risks 
as a result of the latest developments, 
namely; a double-dip recession in the 

US and an escalation of problems in 
the Euro area. The report stated that 
either of these risks could trigger the 
other. Any collapse in confidence that 
leads to a US double-dip would likely 
feed on problems in the Euro area; 
and any problems in Europe would 
likely trigger further market turmoil 
and possibly trigger a double-dip in the 
US. The risk of either of these events is 
non-negligible, said the report.

With the US drowning in debt and 
Europe imploding as the problems in 
the EU intensify, central bankers from 
both of these economic behemoths 
gathered in Jackson Hole recently to 
call for an economic lifeline.    
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CAN EMERGING ECONOMIES 
RESCUE GLOBAL GROWTH?

GDP growth forecast for 2011 (%)
                                         Credit Suisse previous* Credit Suisse new Consensus

China  8.7 8.6 9.2
Hong Kong 5.2 5.0 5.7
India** 7.5 7.2 7.7
Indonesia 6.0 6.0 6.4
South Korea 4.4 4.0 4.2
Malaysia 5.3 4.6 4.9
Philippines 4.6 4.3 4.9
Singapore 5.5 5.5 5.6
Taiwan 4.4 4.3 4.9
Thailand 4.4 3.5 4.1
Non-Japan Asia 7.4 7.2 7.7
Note: *Last published forecast-mainly from Q3 edition of “Focus Asia”. **Fiscal year

ll The GDP forecast cut primarily came about as a result of the withdrawal of fiscal support 
provided during the global financial crisis three years ago. Indeed, the Credit Suisse report states 
that there is little scope for economies to stimulate the economy through fiscal policy above 
and beyond the existing high budget deficit.  At the same time, Asian economies have also 
cooled on the back of monetary tightening aimed at curbing the inflationary impact arising 
from high energy and food prices. This has worked, with inflation hitting the highest point, but 

in turn, growth has slowed (see graph below).  

table 1: GdP growth 
forecasts for 2011 (%)
Source: Credit Suisse, Asia 
Pacific Consensus Forecasts, 
August 2011
Quoted in TheStar

ll	According to the Standard Chartered report, strong growth rates for last year, which in 
many cases signaled overheating, are likely to be replaced by more sustainable growth rates this 
year. The verdict? Emerging economies may be cooling but not collapsing.

Sources of Growth in 
asia,  h1 2011 (%)
Source: 
Standard Chartered Research
Note: Table shows the signifi-
cance of private consumption 
for growth across Asia   

ll	 Emerging economies are not immune from any collapse in the US or Europe. However, 
while these economies may not be decoupled, they are now better diversified thanks to solid 
domestic demand growth which has prevented growth in Asia and across the emerging world 
from collapsing (see table below).

consumer Price index 
(cPi) y-o-y %
Source: Bloomberg, Standard 
Chartered Research
Note: Inflation has peaked in 
most Asian countries, except 
for India  
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Inflation is peaking in most large economies in Asia, except for India.
Sources: Bloomberg, Standard Chartered Research

Indonesia

India

Korea

China

Country
GDP 

Growth
Consumption Gov Investment

Net 
export

Others

India 7.7 4.2 0.5 0.1 2.3 0.6

Philippines 4.9 3.4 2.0 2.5 2.6 3.6

South Korea 3.8 1.6 0.3 0.6 2.5 0.0

Malaysia 4.4 3.4 0.8 1.0 -2.5 1.7

Indonesia 6.5 2.6 0.3 1.9 1.1 0.6

Thailand 3.0 1.6 0.1 1.8 2.7 -3.2

Singapore 4.9 2.2 0.0 0.2 2.9 -0.4

Taiwan 5.6 2.1 0.0 0.9 3.2 -0.6

Japan 1.0 0.5 0.5 0.2 0.6 0.3

Hong Kong 6.3 5.4 0.2 0.8 2.3 -2.5

China 9.3 3.3 0.7 6.1 -0.8 0.0

emerging economies are 
 cooling but not collapsing

With problems continuing to hit the US and 
Europe, it is of paramount importance not to 
lose sight of emerging economies, more so 
when two-thirds of world growth last year 
was powered by these economies. Is the 
outlook bleak? Credit Suisse AG’s recent 2011 
gross domestic product (GDP) forecast cut for 
most Asian countries (Table 1).  

how can we propel 
growth?
Against this backdrop, it is timely to briefly 
look at some of the key issues that econo-
mies such as China, India and our very own 
Malaysia will need to address in order to 
propel growth.

china needs to  manage the 
triad of incompatibilities 

With the US plagued by continuing dismal 
economic recovery, the world continues to 
rely on China - the 2nd largest economy after 
the US - to support global growth. China, in 
an effort to combat the 2008 financial crisis, 
launched a 4 trillion renminbi (USD580 billion) 
stimulus programme.  This amount almost 
doubled to 7.95 trillion renminbi through the 
multiplier effect in 2010, fuelling inflation and 
property prices.  Indeed, inflation hit a three 
year high of 6.5% in July this year.

This has caused the People’s Bank of China 
to tighten monetary policy despite con-
cerns of global economic malaise as inflation 
remains its top concern.  Interest rates and 
banks’ statutory reserve levels were increased 
to contain inflation.  The combination of high 
interest rates in China and a near to zero 
interest rate in the US along with the possi-
bility of another round of quantitative easing 
will attract more foreign capital into China, 
not only causing property prices to increase 
but the exchange rate to rise.

The key issue for China now is to manage 
the ‘triad of incompatibilities’ by striking the 
right balance between the exchange rate, 
price stability and the interest rates.
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The	fact	that	the	
ETP	is	dependent	
on	growth	across	
exports	in	addition	
to	domestic	
consumption	means	
that	it	is	indeed	
exposed	to	changes	
in	global	economic	
activity.		Thus,	the	
choice	of	sectors	
to	which	ETP	
investments	are	
channelled	is	key.	

india needs to fix 
infrastructural problems

Though India has been registering a 
high growth trend of 7.5% to 8% in recent 
years, the nation nevertheless will not 
be spared by any collapse in the US or 
Europe.  Leaving the exogenous factors 
aside, internally India has been in dire 
need of improving its infrastructure such as 
railways, airports, roads and power plants.

In a recent article, Ashima Goyal, 
a professor of economics at the Indira 
Gandhi Institute of Developmental 
Research (IGIDR), claimed that the Indian 
government had erroneously boosted 
domestic consumption instead of focusing 
on capital creation, especially in the 
infrastructure industries. While there is 
no doubt that the growth in domestic 
consumption caused the economy to grow, 
the fact that investments were concentrated 
in consumer durable sectors did not create 
avenues for more infrastructure investment, 
which is fundamental in reforming the 
economy. 

In late 2010, Duvvuri Subbarao, 
Governor of the Reserve Bank of India, 
said: ‘Our infrastructure investment needs 
are huge. The concern though is that 
infrastructure, by its very nature, needs 
long-term finance, and volatile flows 
chasing short-term returns do not meet 
the need.’

The lack of infrastructural reform is only 
one of the challenges affecting India’s econ-
omy, but it needs critical attention, along 
with addressing widespread corruption.

Pravakar Sahoo, Associate Professor at 
the Institute of Economic Growth, India, 
wrote in his article ‘Has India’s economic 
growth story been derailed?’ that the Indian 
government is anticipating almost half of 
the required infrastructure investment 
to come from the private sector, but the 
private sector has yet to fully support the 
government’s infrastructure initiatives. For 
example, there is a complete lack of private 
participation in railways. Therefore, the 
burden is on the government to continuously 
provide bankable infrastructure projects 
that will aggressively encourage private 
participation.

MalaySia NeedS tO faSt-tRacK 
ECONOMIC TRANSFORMATION PROGRAMME (ETP) PROJECTS 

With the Malaysian economy growing at a lower rate of 4% in the 2nd quarter 
of 2011 against a forecast growth rate of 5%, the expectations on the Economic 
Transformation Programme (ETP) to propel growth have further increased.

These expectations are heightened by the growing concern that a global 
economic downturn could lead to several projects under the ETP being delayed or 
shelved.  Speaking at an ETP progress update recently,  Senator Datuk Seri Idris Jala, 
chief executive officer of PEMANDU, allayed these concerns by stating that, to date, 
84% of the 87 initiatives announced under the ETP, which was unveiled in october 
last year, are being implemented. 

The ETP, being a highly ambitious programme, does certainly face significant 
implementation risks.  given that 92% of the capital required for the ETP is project-
ed to come from private investment, the materialisation of this is highly dependent 
on timely implementation and the ability to secure quality return on investments.

The fact that the ETP is dependent on growth across exports in addition to 
domestic consumption means that it is indeed exposed to changes in global eco-
nomic activity. Thus, the choice of sectors to which ETP investments are channelled 
is key. 

In this regard, more investments from ETP are expected to come on stream in 
the oil and gas sector.  Malaysia, as a net oil exporter, benefits from high oil prices.  
However, the slowdown in the global economy has softened the demand for oil, 
sending the price on a downward trend recently.  Am Research, in a recent report, 
stated that as long as the full-year average lies between USD85 and USD90 per bar-
rel, Malaysia’s expected earnings from oil exports will be within expectation.

No doubt Idris’s explanation that ETP initiatives are on track comes as a relief; 
the implications of any delays or hiccups in ETP implementation are severe and 
may thwart our economy from growing in line with the government’s target.

In conclusion, although the Chinese, Indian and Malaysian economies are 
bound to face challenges in responding to both the direct and spillover effects of 
a weakened global condition, all is not lost. These economies may be cooling but 
they are far from collapsing. n

CAN EMERGING ECONOMIES 
RESCUE GLOBAL GROWTH?
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accounting+auditing

FirSt Step towardS 
IFRS convergence

1 Private entities are private companies, incorporated under the Companies Act 1965, that: 
• are not itself required to prepare or lodge any financial statements under any law administered by the Securities Commission or Bank Negara Malaysia; and 
• are not subsidiaries or associates of, or jointly controlled by, an entity which is required to prepare or lodge any financial statements under any law administered by the Securities 

Commission or Bank Negara Malaysia. 

Subsequent to the MASB’s announcement in 2008 to 
bring Malaysia to fully converge with International 
Financial Reporting Standards (IFRS), much effort 
has been spent by stakeholders and authorities to 
ensure a smooth transition of convergence. The 

significance of the convergence was felt when the Malaysian 
Accounting Standards Board (MASB) issued a new account-
ing framework, named as the Malaysian Financial Reporting 
Standards (MFRS) framework which is a full IFRS-compliant 
framework on 19 November 2011. As quoted by the Chairman 
of the Financial Reporting Foundation, Datuk Ali Tan Sri Abdul 
Kadir, “this is the landmark achievement after a long haul and 
countless endeavours.” 

Effective from 1 January 2012, there will be three (3) sets 
of MASB approved accounting framework in Malaysia, namely 
MFRS framework, Financial Reporting Standards (FRS) frame-
work and Private Entity Reporting Standards (PERS) frame-
work. All entities other than private entities1 are required to 
comply with MFRS framework for annual periods beginning 
on or after 1 January 2012. There is, however, an exception for 
entities that are within the scope of MFRS 141 “Agriculture” 
and IC Interpretation 15 “Agreements for Construction of Real 
Estate”, including its parent, significant investor and venture 
(herein referred as “Transitioning Entities”) to apply MFRS. 
Transitioning Entities have the option to select either the 
MFRS framework or FRS framework as their reporting frame-
work for annual periods beginning on or after 1 January 2012. 
Nevertheless, this exception is only applicable for one year. 
Consequently, Transitioning Entities will be adopting the MFRS 

framework for annual periods beginning on or after 1 January 
2013. 

On the other hand, private entities could opt to comply with 
the PERS framework in its entirety or the MFRS framework in its 
entirety for annual periods beginning on or after 1 January 2012. 
Similar with non-private entities, private entities that choose to 
adopt the MFRS framework and fall within the scope of MFRS 
141 and IC Interpretation 15 could select either MFRS or FRS 
as the basis of preparing their financial statements. In short, the 
applications of the accounting framework by different reporting 
entities are illustrated below:

Private Entities Non-Private Entities

Transitioning Entities?

PERS MFRS FRS

MIA Professional Standards & Practices

NO

YES
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FIRST STEP TOWARDS IFRS CONVERGENCE

MFRS 1 “FiRSt-tiMe Adoption oF MAlAySiAn FinAnciAl 
RepoRting StAndARdS” 
i ) Identify the date of transition to MFRS 
As a starting point to prepare financial statements in accordance 
with MFRS, the entity shall apply MFRS 1 to ensure that an 
entity’s first MFRS compliant financial statements and interim 
financial reports are comparable over all periods presented. 
Some may argue on the necessity to apply MFRS 1 since most 
of the existing FRSs are adopted by MASB from IFRSs. Indeed, 
Malaysian entities have not fully adopted IFRS 1 “First-time 
Adoption of International Financial Reporting Standards” pre-
viously leading to certain comparatives may not be restated 
based on the specific requirements of IFRS 1. 
Many people may have a wrong perception that the date of 
transition to MFRS is 1 January 2012 and therefore only start-
ing to prepare for convergence by then. The transition date, as 
defined in MFRS 1, is the beginning of the earliest period for 
which an entity presents full comparative information under 
MFRSs in its first MFRS financial statements. Moreover, MFRS 
101 “Presentation of Financial Statements” requires entities to 
present three (3) statements of financial position, two (2) state-
ments of comprehensive income, two (2) statements of cash 
flows and two (2) statements of changes in equity and related 
notes if entities apply an accounting policy retrospectively, make 
retrospective restatement or reclassify items in the financial 
statements. Hence, entities shall prepare the statement of finan-
cial position for its first MFRS interim report or annual report as 
at the beginning of the comparative financial year in accordance 
with MFRS. 
It is crucial for entities to identify the date of transition to MFRS 
because it is the starting point for entities to prepare and present 
financial statements in accordance with MFRS. Entities which 
have common financial year end should take note of the follow-
ing dates: 

Financial year end First MFRS annual 
reporting date  

Transition date  

31 December   31 December 2012 1 January 2011  

31 March  31 March 2013 1 April 2011  

30 June    30 June 2013 1 July 2011

30 September  30 September 2013  1 October 2011

 
ii) Identify the differences in accounting policy under previous 
GAAP and under MFRS and select accounting policies under 
MFRS 
MFRS 1 basically requires a full retrospective application of all 
MFRSs, with certain exceptions and exemptions. Firstly, entities 
should understand the differences between the existing FRS 
or PERS with MFRS. They are recommended to undertake a 
detailed gap analysis to assess the differences and analyse its 
impact on application of MFRS 1. 

Entities shall use accounting standards that are effective at the 
reporting date as the basis of preparation of financial statements. 
Management of entities needs to be thoughtful and strategic in 
selecting appropriate accounting policies, with a full understand-
ing of its implications on the financial statements. Management 
could also consider applying any new accounting standards that 
are not yet effective but early application is permitted. 

iii) Consider whether to apply optional exemptions from manda-
tory retrospective application 
Despite the requirement on full retrospective application of 
MFRS under MFRS 1, the IASB grants limited exemptions from 
this requirement in certain areas, particularly where the cost of 
complying with them would be likely to exceed the benefits to 
users of financial statements and retrospective application would 
require judgements by management about past conditions after 
the outcome of a particular transaction was already known. The 
optional exemptions are as follows: 
•  Business combination  
•  Compound financial instruments 
•  Share-based payment transactions 
•  Severe hyperinflation 
• Insurance contracts  
•  Fair value measurement of financial assets or financial 

liabilities at initial recognition 
•  Fair value as deemed cost 
• Employee benefits  
•  Decommissioning liabilities included in the cost of property, 

plant and equipment
•  Investments in subsidiaries, jointly controlled entities and 

associates 
•  Financial assets or intangible assets accounted for in accordance 

with IC Interpretaion 12 “Service Concession Agreement”
• Assets and liabilities of subsidiaries, associates and joint 

ventures 
•  Designation of previously recognised financial instruments 
•  Borrowing costs 
•  Extinguishing financial liabilities with equity instruments
•  Transfers of assets from customers 
• Cumulative translation differences 
• Leases 

This article attempts to discuss some of the optional exemptions 
that may have significant impact on Malaysian entities: 
a) Business combination 
MFRS 1 provides exemption to entities not to comply with 
MFRS 3 “Business Combinations” retrospectively for business 
combination that occurred before the transition date (past busi-
ness combination). Entities which elect for this exemption shall 
consider the following: 
• Classification of business combinations – The entity shall 

retain the same classification of business combination as 
previous GAAP. 
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• Recognition of assets acquired and liabilities assumed in the 
past business combination – The assets and liabilities acquired 
or assumed in the business combination are recognised in the 
entity’s opening MFRS statement of financial position, unless 
the recognition is not permitted by MFRS. 

• Measurement of assets acquired and liabilities assumed in 
the past business combination – Certain assets and liabilities 
that are required to be measured at fair value under MFRSs 
would be measured on the same basis in the opening MFRS 
statement of financial position. Any resulting changes in the 
carrying amount would be adjusted to retained earnings or 
other component of equity, if appropriate. Otherwise, the 
carrying amount of assets acquired and liabilities assumed 
immediately after the business combination under the previous 
GAAP are deemed cost in accordance with MFRS. 

•  Goodwill recognised in the past business combination – The 
carrying amount of goodwill recognised under previous GAAP 
at the transition date shall be the carrying amount of goodwill 
under MFRS after reclassification adjustments of intangible 
assets which do not qualify for recognition as asset under 
MFRS, recognition of intangible assets that was subsumed in 
goodwill under previous GAAP and recognition of impairment 
losses at the transition date, if any. 

If an entity decides not to apply this exemption, it shall 
restate the business combination that occurred before 
the transition date in accordance with MFRS 3 and com-
ply with MFRS 127 “Consolidated and Separate Financial 
Statements” concurrently. 
b) Fair value as deemed cost 
This exemption allows an entity to use the fair value of certain 
items in the statement of financial position as surrogate cost at 
a particular date. The common approaches to determine the fair 
value as deemed cost are as follows: 
• Fair value at transition date - An entity could use the fair value 

for property, plant and equipment, investment property (cost 
model) or intangible assets, which meet both the recognition 
and revaluation criteria under MFRS 138 “Intangible Assets”, 
at transition date as deemed cost. 

• Revalued amount under previous GAAP - If the revaluation 
was broadly comparable to fair value or cost or depreciated 
cost adjusted for changes in a general or specific price 

index, the revalued amount of the items under previous 
GAAP could be used as deemed cost at the date of revalua-
tion. Other than fair value at transition date, property, plant 
and equipment, investment property (cost model) or intan-
gible assets that meet the criteria in MFRS 138 may also use 
the revalued amount under previous GAAP as deemed cost. 

• Event-driven fair value - An entity may remeasure the fair 
value of its assets and liabilities at one particular date because 
of an event such as privatisation or initial public offering. 
Such event-driven fair value measurements could be used as 
deemed cost at the date of that measurement. 

Where an entity selects cost model to measure property, plant 
and equipment, any subsequent depreciation is based on the 
deemed cost starting from the date on which the entity esta-
blished the deemed cost. An entity that selects revaluation model 
to measure property, plant and equipment may use the deemed 
cost as a starting point to apply the revaluation model. 

c) Designation of previously recognised financial 
instruments 
Entities would have designated its financial instruments on initial 
recognition when MFRS 139 “Financial Instruments: Recognition 
and Measurement” became effective. MFRS 1 allows entities to 
re-assess classification of financial assets into available-for-sale 
designation at transition date or fair value through profit or loss 
designation at transition date, provided that the criteria in para-
graph 9 (b)(i)-(ii) or 11A of MFRS 139 are met at that date. MFRS 
1 provides exemption from retrospective application for the said 
designation of financial instruments. 

d) Assets and liabilities of subsidiaries, associates and 
joint ventures 
If a subsidiary becomes first-time adopter at a date later than the 
parent company, the carrying amount of assets and liabilities in 
its financial statements at the transition date would be the car-
rying amounts that are included in the parent’s consolidated 
financial statements based on the parent’s date of transition to 
MFRSs or the carrying amounts based on the subsidiary’s transi-
tion date. 

In the event that the parent adopts MFRSs at a date later than 
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amounts based on the subsidiary’s transition date. 
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its subsidiary, associate or joint venture, it will include the car-
rying amount of assets and liabilities in the subsidiary, associate 
or joint venture’s book in its consolidated financial statements, 
taking into consideration the consolidation or equity method 
adjustments as required. 

iv) Apply mandatory exceptions 
MFRS 1 prohibits retrospective application on certain 
areas of MFRSs. These exceptions are as below: 
a) Estimates 
Estimates used in preparing opening statement of financial posi-
tion at transition date shall be consistent with the estimates used 
under the previous GAAP (after adjusting the differences in 
accounting policy), unless there is objective evidence that those 
estimates were in error. Estimates that are made under MFRS, 
which were not required under previous GAAP, shall reflect the 
conditions that existed at the transition date, such as reflecting 
the market conditions for items like market prices, interest rates 
and foreign exchange rates. 

b) Derecognition of financial assets and financial 
liabilities 
Derecognition requirements in MFRS 139 shall be applied to 
transactions occurring on or after the transition date prospec-
tively. However, entities are allowed to derecognise financial 
assets and financial liabilities retrospectively from the date of 
the entity’s choosing, provided that the information required by 
MFRS 139 was obtained at the date of those transactions. 

c) Non-controlling interests 
The following requirements under MFRS 127 shall be applied by 
entities prospectively from the transition date: 
•  Total comprehensive income is attributed to the owners of the 

parent and to the non-controlling interest; 
•  Accounting for changes in the parent’s ownership interest in a 

subsidiary that do not result in a loss of control; and 
•  Accounting for a loss of control over a subsidiary. 

If an entity elects to apply MFRS 3 retrospectively to past 
business combination, it must also apply the above require-
ments from the date onwards. 

d) Hedge accounting 
Entities with hedge transactions should first consider whether 
their hedges under previous GAAP are of a type that qualifies 
for hedge accounting under MFRS 139. If the hedging relation-
ship does not qualify for hedge accounting under MFRS 139, 
the entity should discontinue hedge accounting in accordance 
with MFRS 139. Entities that have designated a net position as a 
hedged item in accordance with previous GAAP are allowed to 
designate an individual item within that net position as a hedged 
item in accordance with MFRSs, provided that the designation is 
made by the transition date. 

v) Prepare opening statement of financial position at the 
transition date 
After selecting appropriate accounting policies and applying the 
chosen optional exemptions and mandatory exceptions, entities 
shall prepare and present a statement of financial position in 
accordance with MFRSs. Entities should recognise and measure 
all assets and liabilities required by MFRS. Entities are also 
required to reclassify items that were recognised under previ-
ous GAAP as one type of asset, liability or component of equity, 
but are a different type of asset, liability or component of equity 
under MFRS. Assets and liabilities that are not permitted to be 
recognised under MFRS shall not be recognised. 

vi) Present disclosures under the requirement of MFRS 1 
Entities in Malaysia shall explain the impact of transition from 
previous GAAP to MFRS to their financial position, financial per-
formance and cash flows. The first MFRS financial statements 
shall include: 
•  Reconciliation of equity from previous GAAP to MFRS at the 

transition date and at the end of the latest period presented in 
the entity’s most recent annual financial statements in accord-
ance with previous GAAP. 

•  Reconciliations of total comprehensive income from previous 
GAAP to MFRS for the latest period in the most recent annual 
financial statements in accordance with previous GAAP. 

•  Explanation of material adjustments to the statement of cash 
flows. 

These reconciliations enable users of financial statements to 
understand the material adjustments to the statement of finan-
cial position and statement of comprehensive income and to 
distinguish changes in accounting policies from the correction 
of errors identified during transition. 

The interim financial report for the comparable interim period 
of the immediately preceding financial year shall include: 
• Reconciliation of equity from previous GAAP to MFRS at the 

end of that comparable interim period. 
• Reconciliations of total comprehensive income from previous 

GAAP to MFRS for the comparable interim period (current 
and year to date). 

Besides the reconciliations that explain the impact of transition 
to MFRS, entities are required to comply with other disclosure 
requirements stated in MFRS 1. Amongst others, entities are sub-
ject to disclosure requirements under MFRS 136 “Impairment of 
Assets” if they recognised or reversed impairment losses in 
their opening MFRS statement of financial position. Entities are 
therefore urged to perform a thorough and detailed study that 
the impact of MFRS transition will bring to the transactions and 
financial statements to ensure MFRS compliance. n
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4. IFRS 13, FAIR VALUE MEASUREMENT
4.1 Reasons for issuing IFRS 13 
Various IFRSs require or permit some assets, liabilities and 
equity instruments to be measured at fair value. These include 
IAS 41, Agriculture, IAS 40, Investment Property, IAS 39, 
Financial Instruments: Recognition and Measurement, and IAS 
16, Property, Plant and Equipment. Fair value measurement is 
also required in a business combination accounted for as an 
acquisition under IFRS 3, Business Combinations, in valuing 
employee share options in share-based payment transactions 
under IFRS 2, Share-based Payment, and in performing impair-
ment test under IAS 36, Impairment of Assets. 

Although the fair value measurement basis has been used 
quite extensively to date, it has been added to IFRSs piecemeal 
over the years. As a result, the guidance on measuring fair 
value was dispersed across many IFRSs and they were not 
always consistent. Furthermore, the former guidance was 
incomplete as it provided neither a clear measurement objec-
tive nor a robust measurement framework. 

The project on fair value measurement was initiated by 
the IASB in September 2005. A discussion paper on fair value 
measurement was issued in November 2006. The exposure 
draft was issued in May 2009, re-exposed in June 2010, before it 
was finalised as IFRS 13, Fair Value Measurement, in May 2011. 

The rationale of this IFRS is to provide guidance on how to 
measure fair values of assets, liabilities and equity instruments, 
and specify the disclosures about fair value measurements. 

4.2 THE SALIENT FEATURES OF IFRS 13 
The IASB’s objective of publishing the IFRS on fair value 
measurement are to: 
i)  define fair value, 
ii)  set out in a single IFRS a framework for measuring fair 

value; and 
iii) require disclosures about fair value measurement (IFRS 

13.1). 

IFRS 13 explains how to measure fair value but does not 
require additional fair value measurements and does not 
change the measurement objectives in the existing IFRSs. It 
applies to IFRSs that require or permit fair value measure-
ments or disclosures. 

As the core principle to the fair value measurement, the 
Standard defines fair value as the price that would be received 
to sell an asset or paid to transfer a liability in an orderly trans-
action between market participants at the measurement date 
(IFRS 13.9). This establishes the framework, which is based on 
an objective to estimate the price at which an orderly transac-
tion to sell the asset or to transfer the liability would take place 
between market participants at the measurement date under 
current market conditions (i.e. the notion of an exit price from 
the perspective of a market participant that holds the asset 
or owes the liability at the measurement date). The definition 

emphasises that fair value is a market-based measurement, not 
an entity-specific measurement. Thus, an entity’s intention to 
hold an asset or to settle a liability is not relevant when measur-
ing fair value. 

The Fair Value Measurement Framework can be portrayed 
by the diagram below: 

THE ASSET OR LIABILITY 
The fair value measurement in IFRS 13 is for a particular asset 
or liability. The asset or liability might be a standalone asset 
or liability (e.g. a financial instrument or an operating asset) 
or a group of assets or liabilities (e.g. a cash-generating unit 
or a business) depending on the unit of account prescribed by 
IFRSs applicable to the asset or liability or group of assets or 
liabilities. 

The measurement shall consider the characteristics of the 
asset or liability (e.g. the condition and location of the asset 
and restrictions, if any, on its sale or use). For example, when 
measuring fair value of an investment property using prices 
of similar properties in other locations (observable market 
prices of similar properties), appropriate adjustments should 
be made to reflect the difference in price due to location. 
Similarly, when measuring fair value of a biological asset 
using market prices of similar biological assets in other loca-
tions, adjustments should be made to reflect the differences 
in age attribute (condition) and location (transport cost to get 
to the market). 

THE TRANSACTION 
A fair value measurement assumes that the transaction to sell 
the asset or transfer the liability takes place either: 
(a)  in the principal market for the asset or liability; or 
(b)  in the absence of a principal market, in the most advanta-

geous market for the asset or liability IFRS 13.16] 

An Asset or Liability

Transaction to sell the Asset or transfer the Liability

Price in a Market

Market Participants
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Principal market is defined in IFRS 13 as “the market with the 
greatest volume and level of activity for the asset or liability”. The 
Standard clarifies that in the absence of evidence to the contrary, 
the market in which the entity would normally enter into a trans-
action to sell the asset or to transfer the liability is presumed to 
be the principal market, in the absence of a principal market, the 
most advantageous market. The principal market is determined 
from the perspective of the entity, and thus different entities with 
different activities might have different principal markets. 

THE PRICE IN A MARKET 
The fair value is the exit price that would be received to sell an 
asset or paid to transfer a liability, regardless of whether that 
price is directly observable or estimated using another valua-
tion technique. Although transaction costs are considered when 
determining the principal (or most advantageous) market, the 
price used to measure the fair value of the asset or liability shall 
not be adjusted for those costs. Transactions costs are not a 
characteristic of the asset or liability; rather, they are specific to 
the transaction and will differ depending on how an entity enters 
into a transaction for an asset or liability. 

Transaction costs do not include the costs that would be 
incurred to transport an asset to or from its principal or most 
advantageous market. If location is a characteristic of the asset 
(for example, in the valuation of a commodity or an agricultural 
produce), the price in the principal (or most advantageous) mar-
ket shall be adjusted for the costs, if any, that would be incurred 
to transport the asset to or from that market. 

THE MARKET PARTICIPANTS 
The fair value of the asset or liability shall be measured using the 
assumptions that market participants would use in pricing the 
asset or liability, assuming that market participants act in their 
economic best interest [IFRS 13.22]. In developing those assump-
tions, an entity need not identify specific market participants. 
Rather, the entity shall identify characteristics that distinguish 
market participants generally, considering factors specific to: (i) 
the asset or liability; (ii) the principal (or most advantageous) 
market; and (iii) market participants with whom the reporting 
entity would enter into a transaction in that market. 

APPLICATION OF THE FAIR VALUE MEASUREMENT 
FRAMEWORK 
A fair value measurement requires an entity to determine the 
following: 
a) the particular asset or liability being measured; 
b) for a non-financial asset, the highest and best use of the asset 

and whether the asset is used in combination with other 
assets or on a standalone basis; 

c) the market in which an orderly transaction would take place 
for the asset or liability; and 

d) the appropriate valuation technique(s) to use when measuring 
fair value. 

APPLICATION TO NON-FINANCIAL ASSETS 
The IFRS requires that a fair value measurement of a non-
financial asset takes into account a market participant’s ability to 
generate economic benefits by using the asset in its highest and 
best use or by selling it to another market participant that would 
use the asset in its highest and best use (IFRS 13.27). The term 
“highest and best use” refers to the use of an asset by market 
participants that would maximise the value of the asset or group 
of assets and liabilities (e.g. a business) within which the asset 
would be used. The fair value of an asset reflects its highest and 
best use from the perspective of market participants, considering 
uses of the asset that are physically possible, legally permissible 
and financially feasible. 

The highest and best use of a non-financial asset establishes 
the valuation premise used to measure the fair value of the asset, 
either in combination with other assets as a group or on a stand-
alone basis. 

APPLICATION TO LIABILITIES AND OWN EqUITY 
INSTRUMENTS 
A fair value measurement assumes that a liability or an entity’s 
own equity instrument (e.g. equity interests issued as consid-
eration in a business combination) is transferred to a market 
participant at the measurement date. Thus, if there is a quoted 
price, the fair value of the liability or equity instrument is the 
quoted price. 

When a quoted price for the transfer of an identical or a similar 
liability or entity’s own equity instrument is not available but the 
identical item is held by another party as an asset, an entity shall 
measure the fair value of the liability or equity instrument from 
the perspective of a market participant that holds the identical 
item as an asset at the measurement date. 

If a quoted price is not available (either directly or by refer-
ence to identical asset held by another party), the fair value is 
determined by another valuation technique (such as an income 
approach or a market approach). When a valuation technique 
is applied, the fair value of a liability reflects the effect of non-
performance risk. Non-performance risk includes, but may not 
be limited to, an entity’s own credit risk. Non-performance risk 
is assumed to be the same before and after the transfer of the 
liability. 

IFRS 13 clarifies that when measuring the fair value of a 
liability or an entity’s own equity instrument, an entity shall not 
include a separate input or an adjustment to other inputs relat-
ing to the existence of a restriction that prevents the transfer of 
the item. The effect of a restriction that prevents the transfer is 
either implicitly or explicitly included in the other inputs to the 
fair value measurement. It further clarifies that the fair value of a 
financial liability with a demand feature (e.g. a demand deposit) 
is not less than the amount payable on demand, discounted from 
the first date that the amount could be required to be paid. 

IFRS 13 provides for an exception to the fair value meas-
urement if an entity manages a group of financial assets and 
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financial liabilities on the basis of its net exposure to either 
market risks or credit risks. The exception permits an entity to 
measure the fair value of a group of financial assets and finan-
cial liabilities on the basis of the price that would be received 
to sell a net long position (i.e. an asset) for a particular risk 
exposure or to transfer a net short position (i.e. a liability) for 
a particular risk exposure in an orderly transaction between 
market participants at the measurement date under current 
market conditions. 

FAIR VALUE AT INITIAL RECOGNITION 
The price paid (transaction price) to acquire an asset or to 
assume a liability is the entry price. In many cases, the transac-
tion price will equal the fair value of the asset or liability, for 
example, when on the transaction date the transaction to buy an 
asset takes place in the market in which the asset would be sold. 
For example, the price paid (entry price) to acquire a quoted 
equity share is the fair value of the equity share on initial recog-
nition because that is the price in which the equity share would 
be sold (the exit price). 

However, an entry price is not necessarily the same as the exit 
price and an entity does not necessarily sell an asset or transfer 
a liability at the price paid to acquire the asset or to assume the 
liability. Thus, transaction price might not represent the fair 

value of an asset or a liability at initial recognition. If another 
IFRS requires or permits an entity to measure an asset or a liabil-
ity initially at fair value and the transaction price differs from 
fair value, the entity shall recognise the resulting gain or loss in 
profit or loss unless that IFRS specifies otherwise. For example, 
the price paid to acquire a “loan & receivable” asset might be 
different from the fair value determined using a discounted cash 
flow technique on the initial recognition. IAS 39 permits an entity 
to choose an accounting policy for recognising this difference in 
profit or loss. 

VALUATION TECHNIqUES AND INPUTS 
IFRS 13 requires that an entity shall use valuation techniques 
that are appropriate in the circumstances and for which suf-
ficient data are available to measure fair value, maximising 
the use of relevant observable inputs and minimising the use 
of unobservable inputs. The Standard does not prescribe a 
particular technique but clarifies that the technique could be 
based on: (i) the market approach; (ii) the income approach; 
or (iii) the cost approach. Guidance is provided on estimat-
ing fair value using the present value techniques and these 
include the risk-adjusted discount rate method, the certainty 
equivalent cash flow method and the expected present value 
method. 
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The IFRS clarifies that in some cases, a single 
valuation technique to measure fair value will be 
appropriate. For example, when valuing an asset or 
a liability using quoted prices in an active market 
for identical assets or liabilities, 
a valuation technique using the 
market approach is sufficient. In 
other cases, multiple valuation 
techniques need to be applied 
(for example, when valuing a 
cash generating unit or a busi-
ness). If multiple valuation tech-
niques are applied to measure 
fair value, the results (i.e. the 
respective indications of fair 
value) shall be evaluated con-
sidering the reasonableness of 
the range of values indicated by 
those results. A fair value meas-
urement is the point within that range that is most 
representative of fair value in the circumstances. 

Inputs are the assumptions used when pricing 
the asset or liability, including assumptions about 

risk. IFRS 13 requires that the valuation techniques 
used to measure fair value shall maximise the use of 
observable inputs (market-based data) and minimise 
the use of unobservable inputs (developed data). 

If an asset or liability has 
a bid price and an ask price 
(e.g. an input from a dealer 
market), the price within the 
bid-ask spread that is most rep-
resentative of fair value in the 
circumstances shall be used to 
measure fair value regardless 
of where the input is catego-
rised within the fair value hier-
archy. The use of bid prices for 
asset positions and ask prices 
for liability positions is permit-
ted, but is not required. IFRS 
13 does not preclude the use 

of mid-market pricing or other pricing conventions 
that are used by market participants as a practical 
expedient for fair value measurement within a bid-
ask spread. 
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THE FAIR VALUE HIERARCHY 
The Standard establishes a fair value hierarchy that prioritises 
into three levels the inputs to valuation techniques used to meas-
ure fair value. The fair value hierarchy gives the highest prior-
ity to quoted prices (unadjusted) in active markets for identical 
assets or liabilities (Level 1 inputs) and the lowest priority to 
unobservable inputs (Level 3 inputs). 

The fair value hierarchy prioritises the inputs to valuation 
techniques, not the valuation techniques used to measure fair 
value. For example, a fair value measurement developed using a 
present value technique might be categorised within Level 2 or 
Level 3, depending on the inputs that are significant to the entire 
measurement and the level in the fair value hierarchy within 
which those inputs are categorised. If observable inputs require 
significant adjustments using unobservable inputs, the resulting 
measurement is a Level 3 measurement. 

For example, in measuring the fair value of an unquoted share 
option derivative, the observable inputs from the marketplace 
may include the market price of the underlying shares, the strike 
price, the time period to maturity, the current risk-free interest 
rate, the current dividend yield and a calculated volatility using 
past price movements of the underlying shares. The resulting 
valuation is a Level 2 measurement. In contrast, when measuring 
the fair value of an oil palm crop (a biological asset) using the 
discounted cash flow technique, the only observable input might 
be the market price of the fresh fruit bunches (the agricultural 
produce) whilst other inputs such as costs, margins, growth, 
yield, etc. are developed internally. The resulting valuation is a 
Level 3 measurement. 

The fair value hierarchy to measurement of assets and liabilities 
shall be applied as follows: 
a)  If there is a quoted price in an active market for an identi-

cal asset or liability, an entity uses the quoted price (Level 
1 input) for the fair value measurement (Level 1 measure-
ment); 

b)  If there is no quoted price in an active market, an entity 
determines whether there are any observable inputs other 
than a quoted price in an active market for an identical asset 
or liability. If there are significant observable inputs (market-
based data), the entity uses those inputs (Level 2 inputs) for 
the fair value measurement (Level 2 measurement). 

c)  If significant observable inputs are not available from the 
marketplace, the entity uses unobservable inputs, including 
developing internal data and assumptions, for the fair value 
measurement (Level 3 measurement). 

DISCLOSURES 
The primary focus of the disclosures in IFRS 13 is to provide 
information that help users of its financial statements assess both 
of the following: 
(a) for assets and liabilities that are measured at fair value on 
a recurring or non-recurring basis in the statement of financial 

position after initial recognition, the valuation techniques and 
inputs used to develop those measurements. 
(b) for recurring fair value measurements using significant 
unobservable inputs (Level 3), the effect of the measurements 
on profit or loss or other comprehensive income for the period 
[IFRS 13.91]. 

The Standard requires disclosures about the methods and inputs 
used to develop those measurements and, for fair value measure-
ments using significant unobservable inputs (Level 3), the effect 
of the measurements on profit or loss or other comprehensive 
income for the period. 

An entity shall determine the appropriate classes of assets and 
liabilities on the basis of the following: 
a)  the nature, characteristics and risks of the asset or liability; 

and 
b)  the level of the fair value hierarchy within which the fair 

value measurement is categorised. 

The number of classes may need to be greater for Level 3 mea-
surements because they have a greater degree of uncertainty 
and subjectivity. 

An entity shall disclose and consistently follow its policy for 
determining when transfers between levels of the fair value hier-
archy are deemed to have occurred. The policy about the timing 
of recognising transfers shall be the same for transfers into the 
levels as for transfers out of the levels 

For each class of assets and liabilities not measured at fair 
value in the statement of financial position but for which the fair 
value is disclosed, an entity shall disclose the level of the fair 
value hierarchy; for levels 2 and 3, the valuation technique(s), 
inputs and changes; and if highest and best use of a nonfinan-
cial asset differs from its current use. However, an entity is not 
required to provide the quantitative disclosures about significant 
unobservable inputs used in the Level 3 measurements. For 
such assets and liabilities, an entity does not need to provide the 
other disclosures required by IFRS 13. An entity shall present 
the quantitative discloses required by IFRS 13 in a tabular format 
unless another format is more appropriate. 

4.3 IMPLICATIONS OF IFRS 13 ON PRACTICE 
IFRS 13 applies to any IFRSs that require or permit fair value 
measurements or disclosures. It does not impose new fair value 
measurements or changes the measurement objectives in the 
IFRSs. It only serves as a reference point for fair value measure-
ment in existing and future IFRSs. 

The changes to the current accounting practice are likely to be 
in the processes and procedures of Level 3 fair value measure-
ment. A reporting entity whose current fair value measurements 
are not in accordance with the fair value measurement frame-
work needs to conform to the requirements of the Standard. The 
changes may include the approach, the valuation techniques and 
the inputs used in the valuation. 



Disclosures about fair value measurements of financial instru-
ments have already been incorporated in the Amendment to 
IFRS 7, Financial Instruments: Disclosures, for early application. 
The disclosure requirements are now extended to some other 
IFRSs and these include fair value measurements of: 
a)  biological assets and agricultural produce at point of harvest 

(IAS 41); 
b) investment property (IAS 40); 
c)  property, plant and equipment (IAS 16) and intangible assets 

(IAS 38) carried at revalued amount; 
d)  assets acquired and liabilities assumed in a business combi-

nation (IFRS 3); and 
e)  share-based payment transactions (IFRS 2). 

5. CONCLUSION 
Unlike the former IFRSs, these new IFRSs are principle-based 
standards, focusing on articulating the accounting and report-
ing principles. There are no prescribed rules or specified bright 
lines. As such, reporting entities in Malaysia will need to apply 
judgements and assumptions by considering all the relevant 
facts and circumstances. For example, judgement is required 
when applying the new control model of IFRS 10 in deciding 
whether a reporting entity controls a struc-
tured entity or whether it is the dominant 
shareholder. The control test must also 
be applied in deciding whether control 
exists if a government holds a special or 
golden share in a privatised public vehicle, 
whether that special share has veto power 
and to what extent that veto power can be 
exercised or whether that share only has 
protective right that would not preclude the 
investor from having control. 

In the current FRS regime in Malaysia, 
some FRSs provide for exceptions or 
exemptions to the fair value measure-
ment if the fair value cannot be measured 
reliably. For example, unquoted equity 
instruments would be measured at cost 
in accordance with FRS 139, Financial 
Instruments: Recognition and Measurement, 
if their fair value cannot be measured reli-
ably. Similarly, for FRS 141, Agriculture, an 
entity is permitted on initial recognition to 
rebut the presumption that the fair value of 
biological assets and agricultural produce 
at point of harvest can be measured reli-
ably and thus avails the cost model. The 
exemptions may also be availed by the 
impracticability criterion in some other 
areas, such as in measuring fair value of 
bank licences or other intellectual property 
in a business combination. 

The fair value model has been debated, researched and found 
to be more relevant to the decision-making needs of the exist-
ing and potential investors, lenders and other creditors i.e. the 
model is consistent with the Framework’s objective of providing 
useful information to users of financial statements. For example, 
if a unit trust fund applies a cost-based model, profit is recog-
nised only when an investment is sold. Changes in fair value are 
not recognised. This may lead to “cherry-picking” opportunities 
to manage reported results. There is only a fine line between 
realised and unrealised profits for investments of unit trust 
funds, the difference being merely a phone call to a broker. 
Can that phone call be so critical so as to make a difference in 
reporting profit? In contrast, the fair value model would report 
the performance of a unit trust fund in totality and is argued as 
more relevant to the existing and potential investors. 

Those exemptions were justifiable in the past because there 
was insufficient guidance about fair value measurement in the 
FRSs. However, with this IFRS 13 in place, such exemptions 
may become invalid because the Standard provides guidance on 
how to measure fair value. It should be noted that the IASB has 
removed the cost exception for unquoted equity instruments in 
IFRS 9, Financial Instruments. 
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relevant	facts	and	
circumstances.
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A SINGLE CONTROL MODEL FOR CONSOLIDATION, INVOLVEMENT WITH OTHER 
ENTITIES AND FAIR VALUE MEASUREMENT – A REVIEW OF IFRSs 10 - 13

For agriculture accounting, the fair value model is applied 
“across the board” to all biological assets and agricultural pro-
duce at point of harvest. There are some who hold the view that 
the fair value model may not be useful in the reporting of long-
term bearer biological assets (such as oil palm crop). The MASB 
has presented a paper at the international level articulating why 
this model is not useful and instead proposed that bearer biologi-
cal assets should be accounted for under FRS 116, Property, Plant 
and Equipment. Pending an outcome of a decision by the IASB 
on this matter, a reporting entity in Malaysia would still need to 
prepare for compliance with FRS 141 by 1 January 2012. 

Plantation companies that currently apply the cost-based mod-
els for their plantation crops will need to change to the fair value 
model unless bearer biological assets are scoped out of FRS 141 
before 1 January 2012. However, for plantation companies that 
currently apply the capital maintenance method, a change of 
treatment is required by 1 January 2012 regardless of whether or 
not bearer biological assets are scoped out of FRS 141 by then. 
Accounting for bearer biological assets under FRS 116 means 
that if a plantation crop has a finite life, it must be depreciated 
in accordance with that standard. The previous notion of “per-
manent maintenance” does not hold in the new IFRS-compliant 
Reporting Framework. n

References: 
Effect Analysis – IFRS 11 Joint Arrangements and disclosures for 
joint arrangements included in IFRS 12, Disclosure of Interests in 
Other Entities, July 2011, IASB. 
IASB ED 10, Consolidated Financial Statements, December 2008, 
IASB. 
IASB ED/2009/5, Fair Value Measurement, May 2009, IASB. 
IFRS 10, Consolidated Financial Statements, May 2011, IASB. 
IFRS 11, Joint Arrangements, May 2011, IASB. 
IFRS 12, Disclosures of Interest in Other Entities, May 2011, 
IASB. 
IFRS 13, Fair Value Measurement, May 2011, IASB. 
MASB ED 75, IFRS-compliant Financial Reporting Standards, 
July 2011, MASB. 
Project Summary and Feedback Statement – IFRS 10 and IFRS 
12, May 2011, IASB. 

Tan Liong Tong is the Project Manager of the MASB Working 
Group (WG) 63 on Consolidation. The views expressed in 
this ar ticle are those of the author and not the of ficial views 
of the MASB. 
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wOrld newsaccounting |
auStRalia: indigenous 

accountants in deficit
A university and a professional organisa-
tion have joined forces to recruit Aboriginal 
people into accounting and auditing, after 
their enquiries identified just 10 indigenous 
Australians among the country’s 180,000 pro-
fessional accountants. Deakin University and 
CPA Australia are urging Aboriginal people to 
consider accounting and auditing as careers 
and to see them as equally valuable to their 
communities as law, teaching and nursing. 
The initiative follows a national roundtable to 
address the issue, according to a report in the 
Deakin University publication.

“This goes beyond increasing the number 
of accountants; it’s about creating people 
whose work will make a lasting impact on the 
position of their communities,” said Wendy 
Brabham, director of Deakin’s Institute of Koorie 
Education. The institute’s chair of indigenous 
knowledge systems, Professor Mark Rose, said 
the involvement of Aboriginal people in busi-
ness schools – particularly the accounting and 
auditing fields - was the next new frontier 
for Aboriginal communities seeking self-deter-
mination. Professor Rose said auditors and 
accountants played an important role in com-
munity affairs. “In our communities [they] are 
the people that control the money and ask 
about costs. They don’t have a very good image 
but they have a lot of power.

“We can espouse all the political stuff we 
want to, but the auditors and accountants 
can shut us down.” Accounting lecturer Luisa 
Lombardi said most accountants were white 
and perceived as the gatekeepers and fin-
ger pointers of misused finances. “They are 
also seen as elitist,” she said. Lombardi said 
the lack of indigenous accountants meant 
there were few role models to act as mentors. 
“Understandably people want to work in and 
benefit their community, but that community 
has its own demands and value system,” she 
said. Roundtable co-organiser Adrian Williams 
initiated the IndigenousAccountantsRock.com.
au website as part of his own efforts to attract 
more Aboriginal people into the profession. n

chiNa: dezan Shira & associates 
hits 20 years in china

Dezan Shira & Associates celebrates its 20th 
anniversary in China during 2012, making it 
one of the earliest foreign investment prac-
tices operating in China. In an interview pub-

lished by China Briefing, the firm’s founder 
Chris Devonshire-Ellis recalls its setting up in 
Shenzhen. “It was during the very early days, 
and only a handful of professional services firms 
were in China at the time. Coudert Brothers and 
Freshfields were the big blue chip law firms, 
and I don’t think all of the Big Four had arrived 
in 1992 either,” he said. At that time, he recalled 
that most firms were in Beijing and a few in 
Shanghai, and the majority of these were Hong 
Kong-based practices. 

“China hadn’t even liberalised their domes-
tic legal and accounting industry at the time. 
Nearly all Chinese lawyers, accountants and 
auditors worked for the government; there 
was very little private enterprise in professional 
services back then,” he said. Why did Dezan 
Shira & Associates choose to start its life in 
Shenzhen? On this, he said there were no other 
firms in the city, and he recognised the fact 
that the then-cheap SEZ tax rate (15 per cent) 
would be a magnet for foreign investors. 

“It wasn’t a fashionable choice, as most firms 
wanted to be in Beijing and Shanghai, but I’d put 
the business where the bulk of FDI was going – 
Guangdong Province. In hindsight it was a very 
shrewd move.” “Over the years, the firm has devel-
oped in leaps and bounds – not least because 
the practice developed, somewhat uniquely, 
a publishing house to handle their marketing,” 
he said. What started out as China Briefing – a 
four-page photocopied monthly print bulletin of 
some 500 copies – has now developed into Asia 
Briefing Media, with publications in five different 
languages covering six different investment des-
tinations: China, India, Russia, Vietnam, Mongolia 
and Emerging Asia, he added.

“China Briefing and our other titles have defi-
nitely helped develop the firm. Now we have 
to employ editors, sub-editors and researchers. 
Before, it was just me and a basic computer 
typing away about legal and tax issues in 
China. There was no email and there were no 
websites, it was all print copies, sending faxes 
and distributing it to hotels, business centres, 
trade organisations, embassies, consulates and 
chambers of commerce. Now we’re distributed 
globally by Springer (one of the world’s largest 
academic publishers) and run numerous web-
sites and mobile apps. It’s been quite an evolu-
tion.” The firm also joined the Leading Edge 
Alliance global accounting network several 
years ago, an organisation of several hundred 
international firms with a combined turnover 
in 2011 of some US$2.7 billion. n

iNdia: Peer review for 
chartered accountants

The Institute of Chartered Accountants of 
India (ICAI) has taken it upon itself to ensure 
the quality of the working of its members 
through peer review. Peer review is review 
of the professional competence of one char-
tered accountant by another. Such an exercise 
ensures that the members of the institute 
comply with the requirements of the profes-
sion and that the quality of services rendered 
doesn’t fall below the expected quality. 

The ICAI selects from senior members with a 
standing of more than 10 years to function as 
peer reviewers, according to MV Kali Porasad, 
a Hydrabad-based chartered accountant, in 
an article that appeared in The Hindu Business 
Line. The peer reviewers (PR) scrutinise the 
records of the practising unit (PU) and send 
the report to the Institute. Peer review can be 
voluntary by the firms, or initiated by the ICAI. 
PU is given a choice to select the reviewer 
from among three names recommended by 
the ICAI, he wrote. n

uS: Prominent accounting and consulting 
firms agree to merge

Wipfli LLP and Eide Bailly LLP, two prominent 
accounting and consulting firms that rank 
among the largest in the US, announced 
plans to merge their professional practices. 
Pending regulatory approval, the two firms 
will officially combine on 1 June 2012. The 
combined firm will be named EB Wipfli LLP, 
and will rank among the nation’s top 15 
accounting firms, with annual revenue of 
more than US$314 million, it said in a joint 
release.

Combined, the new firm will serve more 
than 70,000 clients from 41 offices across the 
west-central United States and two offices in 
India. EB Wipfli will provide a comprehensive 
range of audit, tax, accounting, consulting, 
and professional advisory services to public 
and private companies across the country and 
internationally. 

In a joint statement, Jerry Topp, Managing 
Partner/CEO of Eide Bailly, and Rick Dreher, 
Managing Partner/CEO of Wipfli, said, “Together, 
our firms will have the depth of resources nec-
essary to help our clients meet their future 
challenges and leverage future opportunities. 
We are excited about what this merger will 
mean for our clients, our associates and our 
partners.”n
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IFAC 
news

ECONOMIC CONDITIONS CONTINUE TO CHALLENGE 
PREPARERS AND AUDITORS ALIKE; FOCUS MUST INCLUDE 
GOING CONCERN ASSUMPTION AND ADEqUACY OF 
DISCLOSURES
The global economy continues to experience difficult conditions as 
the effects of the financial crisis - for example, on corporate cash flows 
and access to credit - persist. Volatility in capital markets, and issues 
including measurement and disclosure of exposures to sovereign debt 
of distressed countries, continue to create uncertainty. The impact 
of these issues and uncertainty has wide-ranging financial reporting 
implications that often extend beyond national borders.

These and other current economic conditions present unique chal-
lenges for management of entities, those charged with governance, 
and auditors in meeting their responsibilities, including assessing an 
entity’s ability to continue as a going concern and making relevant 
disclosures in the financial statements and, as appropriate, the audi-
tor’s report. In light of the current environment, the International 
Auditing and Assurance Standards Board (IAASB) reminds auditors of 
their important responsibilities under the International Standards on 
Auditing (ISAs) and that the appropriateness of management’s use of 
the going concern assumption is a matter to be considered on every 
audit engagement. Prof. Arnold Schilder, Chairman of the IAASB, com-
mented, “Difficult economic conditions give rise to many important 
audit considerations, but none more important - or more difficult - than 
evaluating management’s assessment of an entity’s ability to continue 
as a going concern and determining the appropriate auditor reporting 
in the circumstances.”

“Auditors must remain alert throughout the audit for evidence 
of events or conditions that may cast significant doubt on an entity’s 
ability to continue as a going concern. We cannot stress enough the 
importance of professional skepticism and judgement in evaluating 
financial statement disclosures and the implications for the auditor’s 
report when a material uncertainty exists relating to events or condi-
tions that, individually or collectively, may cast doubt on the entity’s 
ability to continue as a going concern.” The 2009 IAASB Staff Audit 
Practice Alert, “Audit Considerations in Respect of Going Concern in 
the Current Economic Environment,” highlights matters relevant to the 
consideration of the going concern assumption in the preparation of 
financial statements. Among other matters, it addresses factors relevant 
to the assessment of going concern; the period of time considered in 
making a going concern assessment; financial statement disclosures; 
forming an opinion on the financial statements and the implications 
for the auditor’s report.

“While this Audit Practice Alert was released in context of the 
2008-2009 credit crisis, many of the matters addressed in it are equally 
relevant today. For example, an entity may be experiencing a decline 
in its financial health, or may have material uncertainties arising from 
direct or indirect exposures to sovereign debt of distressed countries. 
Auditors are therefore encouraged to review the Alert and, importantly, 
the relevant requirements in the ISAs,” emphasised Prof. Schilder. n

IAASB DISCLOSURES FEEDBACK STATEMENT; SHARES GLOBAL 
INSIGHTS TO SUPPORT ESSENTIAL COLLABORATION AND 
COOPERATION
The International Auditing and Assurance Standards Board (IAASB)  
released a Feedback Statement on the responses to its January 2011 
Discussion Paper, The Evolving Nature of Financial Reporting: Disclosure 
and Its Audit Implications. The Discussion Paper solicited views and 
perspectives of different stakeholder groups on the challenges arising 
as financial reporting continues to evolve to meet the changing needs 
of users. Respondents from across the world, including regulators and 
oversight authorities, users and preparers, audit firms, and professional 
bodies provided thoughtful and informative input on issues around 
disclosures. The Feedback Statement provides an overview of the key 
messages heard and provides thoughts and recommendations on 
what can be done to address them.

“Disclosures have always been a critical component of financial 
reporting, but have become more so today as reporting increasingly 
incorporates fair value information, estimates involving judgement 
and complex measurements, and narrative disclosures of some of 
the risks and characteristics of companies and groups. Accordingly, 
investors and others look to disclosures for vital insights when mak-
ing investment decisions,” said Prof. Arnold Schilder, Chairman of the 
IAASB. “This underscores the importance of the IAASB’s initiative to 
gain further knowledge and understanding of the issues and share 
what it has heard to stimulate further thinking and exploration in 
this area.”

The Feedback Statement presents a summary of the range of 
views on some of the more significant challenges faced by participants 
across the entire financial reporting supply chain, including the impact 
of trends in financial reporting, applying materiality to disclosures, 
evaluating misstatements generated by disclosures, the availability 
of audit evidence to support disclosures, and work effort. To address 
some of the issues identified respondents have called for more audit-
ing guidance in certain identified areas. However, the majority of the 
respondents were of the view that some of the more important issues 
could not be addressed by the IAASB on its own, but would require 
international collaboration and cooperation, particularly with both the 
accounting standard setters - including the International Accounting 
Standards Board (IASB) and US Financial Accounting Standards Board 
(FASB) - and regulators.

“Financial information that is reliable, understandable, and relevant 
is essential, as is the assurance on that information that auditors pro-
vide. We wholeheartedly agree with the respondents regarding the 
need for international collaboration and cooperation among standard 
setters; securities, audit, and prudential regulators; and other stakehold-
ers. We must work together to develop effective responses to the issues 
being faced today,” notes James Gunn, IAASB Technical Director.  “Like 
others, the IAASB has a role in enhancing the public’s confidence in 
disclosures as a priority - recognising that individual initiatives must be 
towards finding a collective solution.”  n

THE IFAC UPDATE PROVIDES 
 SUMMARIES OF IFAC DEVELOPMENTS 
OVER THE PAST MONTH.
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I have always asserted that Small & 
Medium-sized Practising (SMP) 
firms need to either merge and/
or be strategically affiliated; oth-
erwise, in the very near future, 

they could be wiped out. The question one 
begs to ask is this: “Is the auditing profes-
sion a sunset industry?”

It cannot be denied that globalisation 
and trade liberalisation have had a sig-
nificant impact on the accounting profes-
sion, and some SMP firms have prepared 
themselves to face this onslaught, which 
brought about the pressure of stiffer com-
petition and higher stakeholder expec-
tations. Those SMP firms which took 
steps to strengthen their competitive edge 
either via merger and/or strategic affilia-
tion are now stronger and able to face yet 
another wave of changes – the introduc-
tion of small audit exemption, limited 
liability partnership (LLP) among others. 
But those SMP firms which continue to 
refuse to acknowledge these challenges 
will eventually find their practices unable 
to withstand this onslaught. 

nevertheless, it’s never 
tOO late tO take actiOn

To start with, we can acknowledge that we 
need to be realistic about the challenges 
facing our very own local service provid-
ers, especially as a result of the globalisa-
tion and trade liberalisation process affect-

Dato’ Raymond Liew

the need to 
Merge or affiliate
Practicing firms need to either merge and/or become 
strategically affiliated or face being wiped out.

ing the professional services sector, par-
ticularly the accounting sector. Naturally, 
the “adverse” impact of the liberalisation of 
trade in the services sector is not only con-
fined to local accountancy service provid-
ers but also to relevant government agen-
cies, education institutions and consumers, 
which have a cascading effect.

Amid the continuing widespread cor-
porate scandals and sweeping reforms 
(with more and more international 
financial standards being introduced 
and implemented, especially the full 
convergence on 1 January 2012), the 
urge to either merge and/or strategi-
cally affiliate these SMP firms has long 
been registered on the radar screens of 
practicing accountants. Nevertheless, 
accountants being accountants have 
been procrastinating. 

Now, with stiff global challenges ahead, 
many firms will be forced to consider either 
mergers and/or strategic affiliations with 

the view to competing more effectively, at 
least in the Malaysian professional account-
ing arena.  Generally speaking, most firms 
are motivated to either merge and/or be 
strategically affiliated by the desire to 
achieve sustainable growth and to take 
advantage of leveraging synergies and/or 
to defend or strengthen a market position.

To begin with, let’s separate the two 
components – mergers and/or strategic 
affiliation although one may argue that 
strategic affiliation is also a form of mer-
ger but dressed up in a different context.

what’s a Merger? 
“A merger is more than merely an agglo-
meration of two or more firms!” It is similar 
to that of a marriage between a husband 
and a wife with the exception that there is 
no gender involved and that there may be 
more than two parties. Naturally, there are 
many factors involved.  Together with the 
many pros, there are cons too.

Those	SMP	firms	which	took	steps	to	strengthen	
their	competitive	edge	either	via	merger	and/
or	strategic	affiliation	are	now	stronger	and	

able	to	face	yet	another	wave	of	changes	–	the	
introduction	of	small	audit	exemption,	limited	

liability	partnership	(LLP)	among	others.	
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what are the Myths OF a 
Merger?

Indeed, there are as many myths sur-
rounding a merger as there are illu-
sions. One may perceive that in a merger 
the partners in the merged firm will be 
spending less hours at work or indeed 
enjoy lighter workloads in view of the 
synergetic effect. Other myths include 
immediate higher income (wishful think-
ing!) and better lifestyles. 

Certainly, all these benefits can be 
attained, perhaps not immediately but in 
the longer run. However, one nagging fear 
of a merger is the possible loss of manage-
ment control of one’s own practice.

As a practitioner, I would have thought 
that the main objective in a merged 
entity is to face the many challenges both 
locally and globally and to achieve ongo-
ing sustained growth – this must be the 
key priority!

In view of the many high failures of 
mergers, the next best alternate option 
for many of these SMP firms is to con-
sider strategic affiliation, which can take 
the form of either:

lOcal strategic aFFiliatiOn 
Or internatiOnal strategic 

aFFiliatiOn
It must be highlighted that any strategic 
affiliation must be on an affirmative basis 
where all participating firms are fully 
committed to one another, just like a 
merger. The key word is commitment!

Nevertheless, SMP firms need to 
consider either option in order to build 
capacity and pool resources to cope with 
the many challenges arising from the 
ever-changing landscape of the account-
ing profession. There are innumerable 
threats to SMP firms such as the pos-
sibility of the exemption of small audits, 
whereby many SMP firms are still very 
much reliant on this source of income. 
Equally, SMP firms are also consistently 
finding it difficult to recruit talent in 
view of their smaller size and also the 
unearthly long hours of hard work, which 
are another deterrent. Pressure on SMP 
firms to raise their quality of professional 
services is already straining their exist-

ing tight human resources, especially 
since the International Standards on 
Quality Control 1 (ISQC 1), which pre-
scribes certain structures for practising 
firms offering audit assurance services 
was adopted. Adding to this pressure is 
the Accounting Oversight Board (AOB), 
under the purview of the Securities 
Commission, which further imposes vari-
ous restrictions and quality controls for 
the audits of public interest entities.

On the whole, SMP firms are not only 
facing more and more stiff compliance 
requirements, but also rising compliance 
costs. Bearing in mind that accounting 
standards are ever-changing at an alarm-
ing rate and to rub salt into the wound, 
many of these new accounting stand-
ards following implementation are again 
undergoing reform. Instead of conver-
gence, it would seem that accounting 
standards are going for divergence at 
least as far as accounting and taxation 
profits are concerned. This is placing 
undue pressure on all practitioners, more 

so on the SMP firms.
At this crossroads, M&A options 

offer a solution as SMP firms can opti-
mally achieve economies of scale with 
combined resources to eliminate inef-
ficiencies. Given all these challenges and 
higher stakeholder expectations within 
the accounting profession, SMP firms 
must now seriously take drastic steps to 
strengthen their competitive edge either 
via merger and/or strategic affiliation. 
Both options offer synergistic benefits. 
Certainly, when SMP firms either merge 
and/or affiliate strategically, they auto-
matically comply with part B, Section 520 
of the Malaysian Institute of Accountants 
(MIA) By-Laws on “Incapacity or death 
of a sole practitioner.” Approximately 
80% of the accounting firms in Malaysia 
(and other neighbouring countries too) 
are sole proprietor practices. Hopefully, 
M&A arrangements will reduce the 
concentration of sole practitioner firms 
which are often plagued with practice 
continuity issues.

Instead	of	convergence,	it	would	seem	that	accounting	
standards	are	going	for	divergence	at	least	as	far	as	

accounting	and	taxation	profits	are	concerned.	This	is	placing	
undue	pressure	on	all	practitioners,	more	so	on	the	SMP	firms.

THE NEED TO MERGE OR AFFILIATE



JANUARY / febRUARY 2012 |  accountants  today      45     

M&a – the beneFits
Although some SMP firms would have 
encountered past failures and obstacles 
in either a merger and/or strategic affilia-
tion, many too have attained success. The 
many benefits that can be reaped from 
M&A arrangements are as follows:

OPPORTUNITY FOR CAPACITY 
BUILDING BY POOLING OF RESOURCES
The pooling of staff would generally lead 
to better staff retention as a result of 
a larger staff force and this allows for 
expertise to be shared, which ultimately 
provides an opportunity for specialisa-
tion. Such capacity building also offers 
greater and better sharing of technical 
information which in turn enables better 
training programmes to be undertaken 
within the SMP firms.

With combined capacity building, this 
also gives rise to opportunity for expan-
sion to other related professional arrange-
ments, such as a Multi-Disciplinary prac-
tice arrangement with like-minded disci-
plines.

By the same token, practitioners can 
now place better focus on practice man-
agement and development with better 
career development and advancement for 
both staff and management. This capacity 
building in turn prepares the SMP firms 
to offer more personalised development 
programmes and training for both clients 
and staff.

WIDER SCOPE FOR EXPANDING THE 
RANGE OF PROFESSIONAL SERVICES

Other than the traditional professional 
services, namely assurance audit, tax, 
accounting and secretarial, the range of 
other related professional services can 
also be expanded with various experts and 
specialised managers and partners joining 
forces leading to the greater and better 
ability to fulfill the expectations of clients. 
In most instances, this expanded range 
of professional services leads to better 
quality and cost efficiency, which results 
in higher quality assurance and a greater 
degree of compliance.

The expanded range of professional 
services also enables the SMP firms to 

provide value-add to their clients in terms 
of related services which would not oth-
erwise have been possible.

GEOGRAPHICAL COVERAGE
M&A offers SMP firms a wider geo-
graphical coverage, both locally and glo-
bally, with the mitigation of resource 
constraints. There is certainly a greater 
ability to support clients’ business expan-
sion needs in different geographical loca-
tions, hence leading to better services 
for the clients which also leads to better 
client retention. 

Wider geographical coverage also ena-
bles SMP firms to tap into the various 
economic corridors that the government 
is continuously launching each year; with 
the most recent being the “Economic 
Transformation Programme” which are 
planned to boost economic activities out-
side the Klang Valley.

BRANDING OF A BIGGER FIRM
M&A usually offers SMP firms a better 
and improved image as a result of a big-
ger merged size due to combined capabil-
ity. Certainly, with a bigger firm size and 
wider geographical coverage, the name of 
the SMP firms is generally better known 
and the public at large is usually more 
receptive to a bigger player hence leading 
to better branding.

PRACTICE CONTINUITY
To reinforce what was mentioned earlier, 
M&A arrangements will enable these 
SMP firms to continue even with the exit 
of a partner or if there is a change in own-
ership. Likewise, admission of additional 
partners is easier since the partnership 
structure is already in place. Given that 
practice continuity is in place, clients 
naturally feel more at ease since they are 
no longer dependent on one practitioner 
but a group of practitioners with possibly 
different expertise.

RETIREMENT PLANNING
As in practice continuity, M&A offers an 
avenue for an exit opportunity should the 
retiring partner wish to do so, without 
jeopardising the future of the practice and 

thereby creating a value for the retiring 
partner.

GREATER FINANCIAL SECURITY
Generally, M&A offers a bigger finan-
cial investment which ultimately leads 
to better financial security. This enables 
more efficient management systems to 
be put in place in view of the higher 
financial investment commitment in more 
advanced technological and computer-
ised systems. The benefit is generally 
the reward of better financial returns for 
partners.

M&a – the Fears
Despite all the above benefits of M&A 
arrangements, there are also possible pit-
falls. The common traps shared by some 
practitioners are:
• Lack of planning and the failure to 

obtain full support and commitment 
from all participating firms;

• Unsuitable candidates, the short-sight-
edness of participating firms and per-
sonality clashes;

•  Differing viewpoints, concepts and cor-
porate cultures;

•  Distorted and unclear visions and mis-
sions of participating firms’ objectives;

•  Valuation of financial asset worth and 
disputed goodwill valuation of individu-
al firms;

•  Nepotism and favouritism – a common 
phenomenon in our Malaysian culture;

•  Financial constraints – the other 
extreme angle;

•  Non-audit services – failure to expand 
the range of professional services;

•  Autonomy and autocracy; and
•  Failure to deliver the ultimate “pro-

mise” i.e. synergy attainment.

Naturally, a successful M&A arrange-
ment goes beyond merely understanding 
the above pointers. Most importantly, 
participating SMP firms need to make a 
concerted and ongoing effort to ensure 
that the M&A arrangement works rather 
than taking it for granted.

However, one may ask: “What’s the 
significant difference between a merger 
and a strategic affiliation?”

THE NEED TO MERGE OR AFFILIATE
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Unlike a merger, strategic affilia-
tion generally goes beyond borders. 
Commonly, a merger is more of a linear 
expansionary “marriage” while a strate-
gic affiliation can be exponential or explo-
sive in nature since the latter takes the 
local firm to a global platform.

The beauty of a strategic affiliation is 
that such an arrangement attains all the 
benefits of a merger and more. First and 
foremost, in terms of say, geographical 
coverage, with a local strategic affiliation, 
the firm is now seen as having branch 
offices in different locations within the 
country. With an international strategic 
affiliation, the local firm is now part of 
a global network. Just imagine that one 
local firm in the Klang Valley has been 
operating for many years. When its clients 
expand their businesses overseas, it is 
likely that the local firm may lose those 
clients to bigger players. Despite having 
painfully nurtured these clients, the firm 
is now losing them when the benefits of 
higher fees are within reach. However, 
when this firm gains entry as a strategic 
affiliation to a global network, the door 
is now wide open because that local firm 
is now not only in the Klang Valley but is 
being seen as having an international pres-
ence. From a business perspective, clients 

would perceive such a strategic affilia-
tion as the firm widening its geographic 
coverage beyond local shores in order to 
provide better support for client expan-
sion, hence leading to value-add and better 
services for the clients.

From local to international, such stra-
tegic affiliation generally gives a positive 
vibe with a better image as a result of a big-
ger entity due to the combined capability, 
which ultimately leads to better branding. 
But then one may ask: “What does brand-
ing have to do with an accounting firm?” In 
response, I would say, branding creates an 
emphasis on the firm’s difference for qual-
ity and through targeted communications, 
further enhances a more meaningful way 
to describe the firm’s services i.e. prod-
uct/service differentiation.

Given that strategic affiliation enjoys all 
the benefits of a merger, such an arrange-
ment also overcomes many of the pitfalls 
faced by a merger. The one biggest myth 
is the loss of proprietary management 
control which is now eliminated under 
strategic affiliation. The firm will continue 
as it has been operating before, other than 
being seen as being part of a bigger group 
or global network of practising firms. 
There is no risk of a “divorce” and incur-
ring huge legal and related costs especially 

where there is a break-up, as in a merger.
Another added benefit is that strategic 

affiliation is also an avenue to expand cli-
ents’ base via referrals from other member 
firms, both locally and internationally. Such 
strategic affiliation generally involves refer-
rals of clients from one to the other mem-
ber firms as a whole, and this arrangement 
creates and expands the client base of the 
practising firms within the group or global 
network of practising firms.

At this juncture, one may ask: “What 
are the drivers for a merger and/or stra-
tegic affiliation?”

To me, the main drivers or at least the 
priorities for a merger and/or strategic 
affiliation may be the following:
• International branding
• Better client retention
• Continuity and/or succession planning

M&a – the selectiOn 
prOcess

Now that we have examined both merg-
ers and/or strategic affiliation, we also 
need to understand the selection process 
and its various formalities.

TO BEGIN WITH, WE NEED TO:
IDENTIFY POTENTIAL PARTNER(S)

One needs to identify the potential 
“partner(s)” firm or international network 
for strategic affiliation. Like a courtship, 
one needs to identify like-minded practis-
ing firms which ideally share the same 
vision and mission as well as the “values” 
of your own practice firm. Identify the 
form of relationship that is to take place 
– be it formal or informal, especially in a 
strategic affiliation arrangement. In the 
past, many firms would be seen as “affili-
ated” to an international network which is 
generally a non-committal arrangement 
whilst of late, affiliated firms are now 
assuming the name of the international 
network and this is more of an affirmative 
arrangement – a commitment!

TERMS AND CONDITIONS OF 
AGREEMENTS

Upon acceptance by both parties to go on 
an affirmative strategic affiliation arrange-

THE NEED TO MERGE OR AFFILIATE



ment, the terms of agreements must be 
agreed upon at the forefront to avoid any 
misunderstanding such as the following:
•  Payment of an agreed annual fee for the 

strategic affiliation arrangement;
•  Payment of a licence/royalty fee for the 

use of the strategic “affiliation name” 
and “affiliation logo” including the global 
website among the use of standard qual-
ity programmes;

•  Defining the rights and benefits of the 
global strategic affiliation membership;

•  Defining the territorial rights;
•  Terms and conditions for the admission 

of new members to the strategically affili-
ated global network;

• Where possible, identify the “Leader” of 
the strategically affiliated firm in each 
country or region;

•  Define regional and practice manage-
ment to include any financial arrange-
ments and related commitment;

•  Marketing obligations and related com-
mitments;

•  Professional insurable liabilities in line 
with the By-Laws of each country, bear-
ing in mind the professional independ-
ence and Anti-Money Laundering Act; 
and

•  Finally, terms and conditions for the exit 
or termination of membership to include 
expulsion of member firms.

cOnclusiOn
It’s timely to take stock of where you 
are now. Both mergers and/or strate-
gic affiliation arrangements are viable 
options and you need to weigh your 
own personal firm’s requirements. 
Both options offer you many benefits 
although you need to weigh the conse-
quences in the unfortunate event of a 
“divorce” – be it a merger and/or stra-
tegic affiliation.

In the case of a merger, the legal and 
related costs can be exorbitant, not forget-
ting the many other complications; whilst 
for strategic affiliation, the costs are prob-

ably only the membership and related fees 
together with a notice period for exit.

At the end of the day, we must not 
let fear rule us in this ever-changing 
landscape of the accounting profession 
since fear can and will always cloud 
us to the many benefits of success-
ful M&As. To those practitioners who 
have had failed in M&As, remember: 
“Appreciate second chances because 
once you lose it, you will never get back 
what you let go!” So, let’s take the bull 
by the horns and view M&As as the way 
forward. n

The Mergers & Acquisitions Working 
Group of MIA has created a special portal 
for member firms to register for the above 
options. The MIA website link is at www.
mia.org.my/e-merger
For those practitioners who wish to discuss 
these options, please feel free to contact or 
email the writer, Dato’ Raymond Liew at 
raymondliew@mcmillanwoods.com
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STRATEGY DESCRIPTION
Lead by example Every person within the business, regardless of seniority, should adhere to the policies 

and procedures and be held accountable for their actions.

Create a positive working environment A positive work environment encourages employees to follow policies and procedures, 
and act in the best interests of the business. Most employees will respond positively 
to clear organisational structure, clarity of job responsibilities, fair employment prac-
tices, open lines of communication between management and employees and positive 
employee recognition, hence reducing the likelihood of employee fraud.

Have a policy manual  Ensure that your control procedures are documented and that every employee has 
access to the procedures and is trained in them. Reports on the implementation of the 
procedures should be made to senior management regularly. There should be a “zero 
tolerance” of breaches and adherence to the procedures should form part of the condi-
tions of employment.

Create a code of conduct The code of conduct should make it clear that there will be zero tolerance of any fraudu-
lent activity on any level of the business and that any such fraud will be reported to the 
police. This code should also clarify what constitutes employee fraud, as this is often an 
area of confusion for employees. 

Separation of duties No one person should be responsible for a complete transaction from start to finish. For 
small businesses, where this is not practical, employees handling finance should be sub-
ject to close supervision.

Strategies to minimise the risk of fraud

management+business

As the old saying goes “prevention is 
better than a cure” and this is cer-
tainly true when considering how 
to manage the risk of employee 

fraud. The most important aspect to manag-
ing this risk is ensuring that the business has 
solid internal controls in place as, for every 
fraudulent activity, there is always a break-
down of internal controls.

Minimising the potential for fraud will 
require designing and implementing inter-
nal controls that prevent, detect and deter 
most fraudulent behaviour. The successful 
implementation of such internal controls 
begins with the “tone at the top”. Managing 
the risk of fraud requires the business 
owners and senior managers to support 
and adhere to all policies and procedures 
implemented to manage this risk. The suc-

cess of internal controls also requires that 
they be visible, built into the day-to-day 
work of the business and that employees 
are held accountable for their actions. In 
addition, internal controls should be con-
tinually reviewed and, where appropriate, 
amended.

It is important to realise that employee 
fraud cannot be eliminated but the risks of 
it occurring can be substantially reduced. 
The strategies to reduce the risk of employ-
ee fraud must strike a balance between the 
need for such controls and not “micro-man-
aging” employees, therefore businesses 
will have to accept some degree of risk of 
employee fraud. Through the implementa-
tion of some or all of the following strate-
gies, your business can minimise the risk 
of becoming a victim of employee fraud.
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STRATEGIES TO MINIMISE THE RISK OF FRAUD

STRATEGY DESCRIPTION
Authorisation controls Implement policies that clearly articulate who is authorised to conduct transactions on 

behalf of  the business and who is responsible for each step of a transaction (including 
who has authority to authorise a payment over a certain amount or entering into a con-
tract).

Implement a whistleblowing policy Have a whistleblowing policy in place that outlines the steps to be taken if an employee 
suspects another individual of fraud. To supplement such a policy, a mechanism that 
allows employees to anonymously communicate their concerns about potential fraud is 
recommended. It is important that employees are aware that there will be no negative 
consequences when “blowing the whistle”.

Management must also demonstrate that they actively follow up on all issues raised via 
the whistleblowing mechanism.

Create an organisational chart Define the roles and responsibilities of all employees. This could include: job descriptions, 
reporting lines/segregation of duties, mandatory job rotations, authorisation policy and 
leave.

Implement a comprehensive recruitment 
policy

Make sure your recruitment policy involves:

• past employment verification and seeking explanations of any employment gaps

• police checks – there are specialist businesses that can provide this information within 
48 hours

• verification of qualifications – sight original documents or contact institutions that 
issued the qualifications

• reference checks

• credit checks, particularly for employees in finance roles and those handling cash

• using technology to research potential employees, including viewing social networking   
sites.

Monitor employee behaviour There are a number of employee behaviours that may indicate a heightened probability 
that an employee is committing fraud, including:

• the employee regularly works outside of business hours or rarely takes leave. Although 
they may appear diligent, they may have other motives for being in the workplace unsu-
pervised

• the employee appears to be spending or living beyond their means

• reports and reconciliations are not done (for whatever reason)

• tax returns and other compliance forms are lodged late.

Implement supervisory processes Strong supervision is vital, especially in smaller businesses that may have difficulty seg-
regating duties.

This can include approval, review, authorisations and occasional spot checks which might 
involve redoing work.
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STRATEGIES TO MINIMISE THE RISK OF FRAUD

STRATEGY DESCRIPTION
Perform regular accounting reconciliations Regular accounting reconciliations (such as bank reconciliations, payroll reconciliations 

and analysis between budget and actual figures) often make fraud concealment very dif-
ficult. The person doing a bank reconciliation should be different from the person doing 
the banking.

Implement physical access controls Control physical access to premises, cash registers, computer systems, safes and other 
secure systems. For example:

• ensure doors, desks and filing cabinets are locked

• implement systems that report on employee activity, such as who has viewed and 
altered data in your database

• consider installing electronic surveillance systems.

Investigate every incident gain the facts you need to make informed decisions and reduce losses through a thor-
ough and prompt investigation of policy and procedure violations, allegations of fraud 
or warning signs of fraud.

others In addition to the aforementioned, employers should:

• regularly review financial statements

• deposit cash and cheques daily and make sure the person doing the banking is not the 
person collecting the money

• secure blank cheques, signature stamps and access to EFT payments

• never sign or authorise payments that are not fully completed

• periodically check suppliers’ details, including bank account details, with the actual 
supplier

• only pay on original invoices

• review billing error complaints from customers

• engage an external accountant to audit their books

• periodically compare payroll payees with employee records

• ensure that all employees take annual leave during the year

• have a cross training programme in place to ensure that one employee is never the only 
person capable of a particular role

• in instances where they use a personnel agency, check their contract with the agency to 
see whether the staff hired through the agency have been subject to a police check

• question unusual accounting methods or unnecessary complexity in an accounting 
transaction or excessively long charts of accounts

• bring in a contract accountant to fill in when their accountant is on leave.

This fact sheet has been developed by CPA Australia. For 
the full guide to reduce the risk of employee fraud, visit 
cpaaustralia.com.au.
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hOw caN baNKS OPtiMiSe ReGulatORy cOMPliaNce, GIVEN THE 
COMPLEx REQUIREMENTS AND EVERCHANGING RULES? INSTEAD OF AN 
AD-HOC AND PIECEMEAL APPROACH, REGULATORY COMPLIANCE CHALLENGES 
COULD BE ADDRESSED BY AN “OPTIMISED” PARALLEL APPROACH, WHICH 
TAKES ADVANTAGE OF COMMON BUSINESS AND PROCESSING TRAITS ACROSS 
MULTIPLE REGULATIONS.

Regulatory compliance 
optimisation for Banks

Nicholas Lim

Banks and financial institutions today are fac-
ing a multitude of regulatory agendas and 
increasing levels of onerous compliance 
requirements by regulatory bodies and cen-
tral banks around the world. It has been 

noted that the financial services industry as a whole is 
facing significant scrutiny from regulators, professional 
bodies, central banks, standard setters and so forth. In 
the US, these include, but are not limited to, BASEL II, 
Dodd-Frank, Sarbanes-Oxley, New York Stock Exchange 
requirements, and many more. 

In Malaysia, the expanding universe of regulations 
that may impact banks, in one way or another, include 
those from Bank Negara Malaysia (BNM), Suruhanjaya 
Syarikat Malaysia (SSM), Suruhanjaya Sekuriti (SC) 
and Bursa Malaysia (Bursa), just to name a few.  From 
the regulations perspective, BNM is the prudential 
regulator of the Malaysian financial services industry 
that promotes financial sector stability through the 
progressive development of sustainable, robust and 
sound financial institutions and financial infrastructure. 
Some of the legislations that apply to BNM’s activities 
include the Banking and Financial Institutions Act, Hire 
Purchase Act, Insurance Act, Exchange Control Act, 
Anti-Money Laundering and Anti-Terrorism Financing 

Act, and so forth. Laws administered and enforced by 
SSM range from the Companies Act to the Registration 
of Businesses Act. SC oversees the compliance of report-
ing entities, with their requirements under the Capital 
Markets and Services Act, Securities Industry Act, 
Futures Industry Act, etc.

While experience seems to appear that many banks 
and financial institutions address regulatory issues “as 
they come” and in a serial manner, the regulatory compli-
ance challenges could be addressed by an “optimised” 
parallel approach, which takes advantage of common busi-
ness and processing traits across multiple regulations. 

develOping a pOrtFOliO OF 
regulatiOns iMpacted

A bank or financial institution must first identify a portfo-
lio of the multiple sets of regulations by which they would 
like to validate their optimisation model. By developing 
a compliance portfolio of regulations, the bank can have 
a definitive view of what regulations the bank needs to 
comply with. The next step is to use this portfolio of 
regulations or requirements (which can be as big as a 
dictionary) for further analysis by mapping against simi-
lar regulatory requirements within the portfolio itself to 
identify commonalities. 
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REGULATORY COMPLIANCE OPTIMISATION FOR BANKS

case exaMple
For illustration purposes, let’s use a simple example and 
take one of the requirements from a privacy law that a 
bank needs to comply with. A typical Privacy Principle 
might say “Privacy Officer required….” whereas various 
country regulations might say that there needs to be a 
“data custodian”, or an “individual assigned responsibil-
ity”, etc. The bank needs to recognise how to characterise 
these regulations, no matter what language it is, and to 
identify commonalities across regulations that the bank 
needs to comply with.

Banks need to understand all regulatory impacts and 
develop a common process management, as well as hav-
ing an in-depth understanding of what the bank is already 
doing or has done to date to meet those regulations. Does 
the bank have sufficient internal policies in place to meet, 
say, 50 requirements of a “secrecy” regulation and 160 
requirements of internal controls required by one of the 
BNM’s circular/guideline? Are there any commonalities 
between, say, Requirement No. 31 of the “secrecy” act and 
Requirement No. 77 of the internal controls framework 
where the Bank could optimise efforts of compliance and 
the level of work performed?

cOMpliance cOnvergence and its 
sustainability

Many current regulations have common risks and control 
objectives that are well suited for an integrated compli-
ance approach. Combining risk and compliance needs 
that focus on the changing regulatory landscape, organi-
sations should identify these converging compliance 
threads and trends, and design an effective strategy to 
harmonise their remediation initiatives and integrate their 
compliance and control activities.

Most banks are impacted by a multitude of regulatory 
compliance mandates as part of their normal business 
activities and many have had to deal with a number of 
new regulations recently (e.g. Foreign Account Tax 
Compliance Act in the US (FATCA), Data Protection 
Act in Malaysia, etc.), with emerging requirements still 
expected. While the resulting compliance efforts and 
costs can be a significant operational and productivity 
burden, banks could view both the benefits and value of 
having an integrated compliance approach with an oppor-
tunity to transform the regulatory compliance processes 
that have long been taken care of by checklists, manual 
worksheets and forms.

n		 by developing a compliance portfolio 
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REGULATORY COMPLIANCE OPTIMISATION FOR BANKS

Banks need to further understand and address this 
challenging regulatory environment, and move from a 
regime of unique compliance initiatives for each new regu-
lation, to a more sustainable, cost-effective, integrated 
framework capable of addressing current and emerging 
mandates.

identiFying cOMMOnality
Identifying how commonality can be achieved is a formal 
process that must be centrally managed and should be 
looked at from both systems, as well as the regulations 
perspective. Commonality should be defined both at the 
regulation level – top down approach and the data/sys-
tems level – bottom up approach. 

At the regulation level, core detailed regulatory 
requirements are usually managed within a facility, with 
the help of IT or a tool. Where existent, the bank’s previ-
ously populated regulations or detailed compliance check-
lists can be utilised in this effort. Common functional 
aspects of regulations are extracted, registered or defined 
in a lexicon, modelled and certified as common by inter-
preting those regulations. This can be performed by the 
bank’s compliance team or with the help of external regu-
latory experts. In doing this, the bank needs to know the 
means of first identifying the core functional components 
of a regulation, whether from a top-down or bottom-up 
perspective.

At the data and systems level, by working with a con-
ceptual architecture, high-level modules, data and proc-
esses can extracted with the help of the IT team. Modules, 
data and processes are extracted, registered/defined in 
the lexicon, modelled and certified as common. Top-down 
and bottom-up common components are modelled and 
rationalised, and commonality certified while detailed 

data are defined for common components. Once related 
system attributes are defined for a given regulation, those 
systems’ characteristics can also be analysed to identify 
commonality attributes. Again, this can be accomplished 
by the bank’s compliance team with the help of IT person-
nel or external consultants.

cOnclusiOn
Banks and financial institutions must take action now 
to improve compliance practices and hopefully this arti-
cle can help compliance professionals to start thinking 
into identifying the areas that a bank’s compliance pro-
grammes should cover and how to optimise those compli-
ance needs. I certainly view regulatory compliance as a 
mandate and regulators will expect full compliance with 
all the rules and regulations they administer and enforce. 
Banks and financial institutions should view regulatory 
compliance as an opportunity to take a fresh look at their 
existing compliance programmes, and to re-tool and 
to adopt state-of-the-art new procedures and processes 
designed to ensure that they are compliant with laws and 
regulations.

Whatever the process that is ultimately developed 
by a bank, that process needs to be sufficiently scalable 
and responsive to address additional requirements. 
This is simply because regulations are changing all 
the time and new regulations might be in force or new 
requirements are constantly being implemented by 
various regulators. n

Nicholas Lim CA(M), ACCA(UK), CMCSI(UK), MProf, 
BA (Hons) is IFRS & Regulatory Compliance Leader, 
Banking & Financial Markets Center of Competence, IBM 
Global Delivery Center.
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triumphs and
tribulations

of a CRO

management+business

I
t’s a prestigious post. It 
denotes intelligence, sophis-
tication and respect. Salary-
wise, the Chief Risk Officer 
(CRO) is amongst the top 

echelons of the organisation, in the 
vicinity of the CEO, COO and CFO. 
Upon initial appointment to this 
post, she would probably be dishing 
out her call card at the drop of a hat. 
Such self-aggrandisement is well-
earned, given that getting a CRO - let 
alone a good one! - is a rare find. She 
walks with her head held high. She 
has arrived.

RISK MANAGEMENT IS NOW A 
PREREqUISITE IN BUSINESS, AS 

CONDITIONS BECOME MORE 
VOLATILE AND COMPLEX. WHAT’S 
IT LIKE BEING IN THE HOT SEAT OF 

RISK?
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Sounds terribly daunting 
but it comes with the 
territory. 
If it’s a large complex organi-
sation, one that assumes risk 
for a living like a bank or 
insurance company, she cer-
tainly has her work cut out for 
her. Take the balance sheet 
of a typical investment bank. 
Besides loans, straight bonds 
and equities, you would see 
high gearing and a warehouse 
filled with derivatives and struc-

tured products. Under normal 
market conditions, the bank’s 
cash registers would be ring-
ing as interest is accrued, trad-
ing spreads notched and fees 
earned. Shareholders would 
be delighted with the result-
ant capital gains and dividends 
whilst employees enjoy hand-
some increments and bonuses. 
Regulators would be at ease.

Tweak the rates and 
prices – in risk management 
parlance, about two standard 

deviations – and certain lever-
aged products could deterio-
rate exponentially. The strain 
may start to show. Banks are 
literally doing a balancing act! 
Gone are the good old days of 
“3-6-3” banking, a term used 
to describe the humdrum of 
borrowing at 3%, lending at 6% 
and being at the golf course 
by 3p.m.! 

As a CRO, her task is not 
to bask in the glory of large 
profits but to be the person 
behind the scenes preventing 
the downfall of the bank. No 
news is good news as far as 
CROs are concerned. 

Between Risk and Returns
From the sea of information 
available in an annual report, 
I’m certain that you will not 
disagree with me that profit 
is the most important figure. 
Nothing else matters to the 
man-in-the-street. The CEO 
earns his fame and respect by 
consistently declaring healthy 
profits and earnings per share. 
It’s almost clichéd but true 
to say that nothing irks a 
shareholder more than a bad 
quarter. There are no brown-
ie points for the CEO when 
he says: “though the profit 
declined by 10%, we managed 
to reduce the risk profile of 
our assets by 20%”. The real-
ity is that investors are gener-
ally driven by returns. Risk is a 
stepchild by comparison. 

There is an analogy; if you 
bump into an old friend whom 
you have not seen for two 
decades, what are you most 
curious about? His health, his 
children, his parents or his 
position as depicted in his call-
card (which is a proxy of his 
income)? Happiness is a com-
posite score but few see it from 
this perspective. 

Though managing risk is 
an extremely demanding task, 
she may have to settle with 
the prospect of playing brides-
maid to the front-office staff 
in the eyes of those within 
and outside the organisation. 
Insofar as her relationship 
with returns is concerned, she 
has to appear nonchalant as 
it goes without saying that a 
CRO’s salary should not be 
pegged to profits. 

Risk issues may not be 
headline-grabbing but manag-
ing it is indeed vital to sustain 
investors’ and other stakehold-
ers’ interests. Would you take 
up equity stakes in a bank 
with great profits but weak 
risk management / internal 
audit? 

Getting the feel for risk
Risk is not as conceptually 
easy to fathom compared to 
returns. Almost any lay per-
son can comprehend return 
perhaps because it is sim-
ple to measure. An ordinary 
trader would say that it’s the 
difference between the buy 
and sell price. The corporate 
banker would add that it’s the 
spread above the cost of funds. 
The corporate dealer would 
describe it as the commissions 
earned as a percentage of asset 
value sold. When it comes to 
risk, how would you put it in 
a nutshell? 

Since risk appreciation is 
not a naturally occurring phe-
nomenon, a conscious attempt 
to internalise or get the feel for 
it is an extremely important 
exercise. A CRO worth her 
salt should come furnished 
with a high level of intuitive 
feel for risk before she can 
portray the significance of it to 
others – just as a salesman has 
to appreciate the value of the 

The Job
The basic template of risk management seems simple enough - 
know the business, identify the risks and manage the risks, but it’s 
easier said than done. The devil is in the details. The Institute of Risk 
Management South Africa lists the responsibilities of the CRO as 
follows:
l Assists the Board and senior management to establish and com-

municate the organisation’s Enterprise-Wide Risk Management 
(ERM) objectives and direction 

l  Assists management with integrating risk management with the 
strategy development process 

l Assists the CEO and the Executive Committee to develop and 
communicate risk management policies, risk appetite and risk 
limits 

l  Assists in developing risk mitigation strategies for the organisa-
tion’s critical risks and for monitoring these risks 

l Establishes, communicates and facilitates the use of appropriate 
ERM methodologies, tools and techniques 

l  Works with business units to establish, maintain and continu-
ously improve risk management capabilities 

l Facilitates enterprise-wide risk assessments and monitors prior-
ity risks across the organisation 

l Implements appropriate risk reporting to the CEO, Executive 
Committee, Board and senior management 

l Ensures effective alignment between the ERM process and inter-
nal audit and risk financing 

l Conducts risk management education and training from time to 
time 

l Assists the CEO and the executive committee with capital and 
resource allocation decisions 

l Provide an independent view regarding proposed business 
plans and transactions 

l Develop project risk management capabilities within the organi-
sation

l Develop and implement an IT strategy to support ERM

TRIUMPHS & TRIBULATIONS OF A CRO
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product being peddled before 
he can attempt to convince 
others to buy. What are the 
avenues open to equip oneself 
with this arcane feature? Lots 
of relevant reading, getting the 
applicable risk certifications 
and learning from the mistakes 
of others would indeed help. 

CRO Traits
There are three essential quali-
ties required of an ideal CRO. 
She has to be quantitatively 
equipped i.e. know the maths. 
The general mysteriousness of 
risk which is peppered with 
loads of complex notions and 
assumptions requires her to 
be highly articulate. How does 
she explain convincingly to 
senior management the signifi-
cance of volatilities, fat-tails or 
even the rationale behind the 
age-old wisdom of diversifica-
tion? She has to have the abil-
ity to convert the language of 
risk denominated in numbers 
and Greek symbols accurately 
into words - plain English that 
is. Anecdotally, quants and 
articulators like oil and water 
are often somewhat mutually 
exclusive. If you can speak the 
language of risk management 
as eloquently as financial guru 
Suze Orman talks about per-
sonal finance, then you could 
probably make it to the head-
hunters most wanted list. 

The third fundamental 
quality a CRO should posses 
is courage - the courage to 
get to the bottom of things, 
to clear her doubts by pos-
ing questions that might seem 
rather rudimentary to the 
ever-savvy treasury dealer or 
corporate banker, to go against 
popular opinion and stand her 
ground. They could in reality 
mesmerise and brush her off 
with a bewildering array of jar-

gon and “that’s how it’s done” 
remarks. If she is not men-
tally strong, she may capitulate 
in the name of interpersonal 
skills - the lingering doubts 
still at the back of her mind 
and the red flags still flutter-
ing. Many corporate fiascos 
could have been prevented 
or mitigated early on had 
this trait been functional. For 
example -it may have struck 
you as rather strange that 
Nick Leeson in the Singapore 
branch of Barings kept ask-
ing London for large sums 
of money despite registering 
massive profits. Accounting 
common sense dictates strong 
correlation between the large 
profits and healthy cash flows. 
Now we know in hindsight that 
large losses were not reported.

The CRO is at times faced 
with the need to get a buy-in 
of the board, heads of depart-
ment, managers and the like. 
One of her key roles is to 
advise the CEO of the risks of 
potential deals so that he gets a 
balanced view. 

Consider the situation 
which brings to bear all the 
requisite traits of quantitative 
skills, articulation and cour-
age. On one side, the enthusi-
astic dealer armed with solid 
academic credentials, a spread-
sheet and a hunger to make a 
lot of money, aggressively sells 
his money-making idea to the 
CEO. The dealer is in a hurry. 
He wants to strike when the 
market is right.  

On the other side, the 
CRO slows things down with 
her checklist from the product-
readiness-approval-framework. 
Her response could vary from 
an administrative “we have yet 
to obtain legal clearance” to a 
strong objection i.e. “it’s undo-
able because a two standard 

deviation move will shave our 
capital below the regulatory 
minimum”. The CEO is caught 
between playing it safe and 
what might have been - a clas-
sic risk-return standoff. With 
his key performance indicator 
heavily bottom line driven, he 
may just throw caution to the 
wind - after all come on! what 
are the chances of a two stand-
ard deviation move?*

Let’s say the bank went 
ahead with the deal and made 
a lot of money. You might see 
the CRO cutting a lonely figure. 
Chances are her views in the 
future might be given scantier 
attention with mere diplomatic 
nods. Her concerns become 
mere speed bumps to be nego-
tiated. The dealer conversely is 
given the star treatment with 
generous bonuses to boot. Yet 
this small fortune that resets 
the structural decision-making 
process spelt disaster for many 
a bank. For example, one of 
the root causes of the National 
Australian Bank’s AUD360m 
fiasco in 2003 was the culture of 
Treasury front office regarding 
Risk Management as business 
partners, resulting in a lax and 
unquestioning oversight.  

Another possible situation 
where the CRO could be belit-

tled is when a stop-loss is diso-
beyed with a “double-down” 
which turns out to be a winner. 
Dr. Heinz Riehl, a former Senior 
Vice-President of Citibank in 
his book “Managing Risk in the 
Foreign Exchange, Money & 
Derivative Markets” held that 
“it’s better to exceed budget-
ed profits by 10% and pass all 
audits rather than exceed by 
50% and not play by the rules.” 
How many bankers sincerely 
subscribe to such a code? 

You may have noticed that 
I had symbolised the fairer sex 
as the CRO. Sub-consciously 
I could not disagree with IMF 
President Christine Lagarde 
who said that had Lehman 
Brothers been “Lehman 
Sisters”, today’s economic cri-
sis would look quite different. 
What about stereotyping the 
villainous dealer as the strong-
er sex? Tell me what’s the com-
mon thread amongst the gal-
lery of rogue traders such as 
Nick Leeson, Jerome Kerviel, 
John Rusnak, Peter Young, 
Joseph Jett, Chen Juilin etc.? 

The road to become a CRO 
is steep and fraught with hard 
work. However, getting the job 
is just a ticket to the dance 
hall. Once there it is just the 
beginning of a fascinating yet 
extremely demanding journey. 

*“Just for illustration. In 
reality, CROs of banks have 
two reporting lines, one to 
the CEO and another to the 
powerful Risk Committee of 
Directors to which she may 
escalate issues of concern for 
arbitration.” n

Yogaretnam Kanagandram is 
the General Manager of Risk 
Management, Asian Institute of 
Finance. He can be contacted at 
yogaretnam@aif.com.my.

‘‘The CRO is at times 
faced with the need 
to get a buy-in of 
the board, heads 
of department, 
managers and the 
like. One of her key 
roles is to advise 
the CEO of the risks 
of potential deals 
so that he gets a 
balanced view. 
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Financial shenanigans: 
how to detect 
accounting gimmicks 
& Fraud in Financial 
reports, third edition
With major financial scandals popping up in greater 
numbers’ and with more inevitably on the way’ it has 
never been more important for you to understand 
what dishonest companies do to trick investors. 
Since the early 1990s, Financial Shenanigans has 
been helping investors unearth deceptive financial 
reporting at the most critical time before they suffer 
major losses.

Now, the third edition broadens its focus to 
include the newest, most sophisticated techniques 
companies use to mislead investors.

Referred to as the ‘Sherlock Holmes of Accounting’ by 
BusinessWeek, Howard Schilit and renowned forensic 
accounting expert Jeremy Perler take you deeper 
into the corporate bag of tricks, exposing new levels 
of accounting gimmickry and arming you with the 
investigative tools you need to detect:
· Earnings Manipulation Shenanigans: Learn the 

latest tricks companies use to exaggerate revenue 
and earnings.

· Cash Flow Shenanigans: Discover new techniques 
devised by management that allow it to manipulate 
cash flow as easily as earnings.

· Key Metrics Shenanigans: See how companies use 
misleading ‘key’metrics to fool investors about their 
financial performance.

Financial Shenanigans brings you completely 
up to date on accounting chicanery in the global 
markets, shining a light on the most shocking frauds 
and financial reporting miscreants. This insightful, 
detailed guide written by recognised experts on 
the subject provides the knowledge and tools you 
need to spot even the most subtle signs of financial 
shenanigans.  n

the strategic dividend 
investor
There’s a big difference between investing in the 
stock market and investing in companies through 
the stock market. The Strategic Dividend Investor 
shows you why, over the long run, investing in 
companies with high and rising distributions is far 
superior to “playing the market.”

Responsible for $4.5 billion in dividend-anchored 

portfolios, Daniel Peris demonstrates that, for most 
investors, buying a stock in the hope of making a 
quick buck by selling it in a few weeks or months is 
far from the best way to create wealth. Instead, you 
should use the stock market as a means of receiving 
a share of excess profits ’dividends’ from corporations 
in which you own stock. Over time, those payments 
‘and the growth of those payments’ represent the 
vast majority of stock market returns.

The Strategic Dividend Investor outlines the key 
issues you need to address in order to create a solid 
dividend portfolio, including how to:
• View the stock market as a business venture rather 

than as a platform for speculation
• Strike the right balance between current yield and 

dividend growth
• Learn to assess the ability and inclination of a 

company to pay and increase its dividends over time

The real key to mastering the stock market is to take 
the stock out of the equation and treat your outlay 
as you would any other business investment with an 
eye to the long term and to cash returns.

By contrast, the “buy low, sell high, repeat 
frequently” philosophy foisted on the investing 
public has been wrecking portfolios on Main Street 
for decades, all the while generating big profits for 
Wall Street. But after a decade of mediocre returns 
from the stock market ’highlighted by two dramatic 
crashes’ now is the time to refocus your portfolio on 
dividends, and The Strategic Dividend Investor will 
show you how. n

Fusion analysis: 
Merging Fundamental, 
technical, behavioral, 
and Quantitative analysis 
for risk-adjusted excess 
returns
The first book on the growing trend of combining 
advanced disciplines into a single, powerful strategy.
Explains how to “fuse” fundamental, technical, 
behavioral, and quant disciplines into a single 
investment strategy. Based on one of the New York 
Institute of Finance’s most popular courses, and the 
only course on fusion analysis currently available in 
the United States. Palicka’s funds have been ranked 
among the leaders by various reporting agencies, 
and he has taught Fusion Analysis for the New 
York Institute of Finance and various professional 
conferences n

By V. John Palicka CFA CMT
ISBN-13: 9780071629386 
ISBN-10: 0071629386
Edition: 1   Pub Date:  13-JAN-12
©2012 | 512 pages | Hardback 
Publisher : McGraw-Hill Education
RM340.00

By Daniel Peris
ISBN-13: 9780071769600  
ISBN-10: 0071769609
Hardback; 192 pages
Edition: 1   Pub Date:  28-MAR-11
©2011 | 192 pages | Hardback 
Publisher : McGraw-Hill Education
RM88.00

By Howard Schilit,
Jeremy Perler
ISBN-13: 9780071703079  
ISBN-10: 0071703071
Edition: 3   Pub Date:  14-APR-10
©2010 | 304 pages | Hardback 
Publisher : McGraw-Hill Education
RM139.80








