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editor’s note

W e might be in the throes of 
World Cup fever, worsened 
by the constant droning of 
the vuvuzela, but the quest 

to create world-class accountants with stra-
tegic, ethical and entrepreneurial qualities 
persists.

Since the WCOA 2010 could be consid-
ered the World Cup of accounting, it’s 
appropriate that we feature an interview 
with Professor Mervyn King, South African 
icon of corporate governance. King will 
be a key speaker at the WCOA’s plenary 
session on sustainability accounting and 
reporting. The author of The New South 
African King III Code of Governance 2009 
says that organisations that want to create 
sustainable and ethical performance must 
try to change their tone at the top, the tune 
in the middle, and the beat of the feet at the 
bottom of an organisation. All have to work 
in sync!

In this issue, the spotlight is on small and 
medium enterprises (SMEs) and small and 

medium practices (SMPs). In our cover 
story, we look at how accountants in this 
key sector need good business skills as 
well as good governance to run sustainable 
businesses and practices, while providing 
top-notch services to clients. It is crucial 
for these smaller entities to gear up and 
build capacity and quality if they want to 
compete in an environment that is escalat-
ing in terms of challenges and difficulty. 
Accountants working in this sector are 
especially critical to creating a world-class 
profession and ultimately a value-added 
services sector that can help power the New 
Economic Model.

We all need a break from business and a 
chance to recharge ourselves. Why not 
escape to Bako National Park to frolic 
amongst the flora and fauna? The majestic 
natural attractions of Sarawak, interspersed 
with the laidback charms of Kuching, can 
do wonders to melt away the woes of work – 
and the stress of the World Cup!  n    

EDITOR

Building World-Class Accountants

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 ///// 

DECISION OF THE DISCIPLINARY COMMITTEE OF THE MALAYSIAN INSTITUTE OF ACCOUNTANTS  
NOTICE 

The Council of the Malaysian Institute of Accountants hereby gives notice that on 1 March 2010, after due inquiry by the Disciplinary Committee of the Institute, Poo 
Kok Cheong (Membership No: 2465) was found to have committed an act amounting to ‘unprofessional conduct’ within the meaning as provided under Rule 2 of the 
Malaysian Institute of Accountants (Disciplinary)Rules 2002[P.U.(A)229/2002](“the MIA (Disciplinary)Rules”). 
The Disciplinary Committee’s decision is based on the member’s own admission that he is not an approved liquidator as provided for under Section 10 of the Companies 
Act 1965 and he has issued a letter dated 6 November 2006 which represented that he is an approved liquidator, and in fact had continued to act as a provisional liquidator 
and did not take active steps to withdraw as provisional liquidator despite knowing that he did not have the locus standi to act as a liquidator. 
The Disciplinary Committee in exercising its powers under Rule 18(3)of the MIA (Disciplinary) Rules has imposed a fine of RM3,000-00, ordered the member to be reprimanded, 
ordered the member to pay the Institute the sum of RM5,000.00 in respect of costs and expenses of and incidental to the disciplinary hearing before the Disciplinary Committee, 
and the investigation conducted by the Investigation Committee and ordered the member to attend a course on liquidation approved by the Disciplinary Committee. 

The decision of the Disciplinary Committee took effect on 5 April 2010. 
ROSLI BIN ABDULLAH 
Registrar
On behalf of the Council of the Malaysian Institute of Accountants

ERRATA
Reference is made to the article 
RPGT: THE REAL DEAL which 
was featured in the June 2010 
issue of Accountants Today (Page 
32). In the article it is mentioned 
that 5% RPGT is applicable for 
disposal of properties after 5 years. 
However, the Ministry of Finance 
announced on 28 December 2009 
amendments to provisions within 
the Real Property Gains Tax Act  
or RPGT (Exemption)(No.2) Order 
2009 [P.U.(A 486/2009) which 
states:

 “This order specifies that any 
person is exempted from the 
payment of tax on the chargeable 
gain in respect of any disposal of 
a chargeable asset on or after 1 
January 2010 where the disposal is 
made after five years from the date 
of acquisition of such chargeable 
asset.”  

 

The author and MIA would like to 
apologise to Chow Chee Yen and 
also to thank MIA member Dr. Ng 
Soo Seong (Member ID: 13598) for 
highlighting the error. The error  is 
very much regretted.
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cover story

Accountants may be 
good at what they 
do, but are they good 
at doing business? It 
does seem somewhat 
paradoxical that the 
professionals who help 
businesses run efficiently 
may sometimes come 
up short when it comes 
down to running their 

getting down
    to business

own businesses – rather 
like physicians who can’t 
heal themselves! Yet, the 
fact remains that while an 
accountant can crunch 
numbers (among other 
things) quite capably, 
running a public practice 
or a small business or 
enterprise entails quite a 
different set of skills.

Majella Gomes
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GETTING DOWN TO BUSINESS

The majority of accountants in 
Malaysia work in or own small or 
medium enterprises (SMEs) or small 
and medium practices (SMPs). Like 
it or not, they are subject to the same 

commercial vagaries that afflict more than 90% 
of businesses in this country. Meaning if they 
don’t run their SMEs or SMPs properly, they 
run the risk of going out of business.

4 GearinG up 
for Growth

The alarm at how many SMEs and SMPs 
suffer from poor business management is 
real. As the economy becomes more volatile, 
accountants will need to improve their busi-
ness skills rapidly and efficiently, if they want 
to stay relevant and keep their businesses 
afloat. Just having a professional qualification 
is not enough; it’s become a matter of “having 

what it takes” – skills, licences, business acu-
men and good management practices – to do 
business.

The 10th Malaysia Plan (10MP) emphasis-
es value-added financial and business services 
as one of the means to national growth. SMEs 
and SMPs, which are expected to drive this 
growth, must therefore gear themselves up for 
bigger and better things. In his presentation 
of the 10MP in Parliament, the Prime Minister 
stated that to attain the status of a high-income 
economy, Malaysia needs to aim for strong, 
sustainable competitiveness underpinned by 
specialisation. The Plan therefore focuses on 
12 National Key Economic Areas (NKEAs) – 
among them financial and other professional 
services – with the potential to generate high 
income

4 Vision and strateGy: 
the startinG point

How can small and medium practices evolve 
into a sustainable and enduring business?

Most importantly, public practice manage-
ment should begin with a vision, and a strategy 
that will propel the firm towards achieving its 
goals. Professional accountants in business 
should identify and manage risks, such as 
talent, skills, technology, risk, credit and cus-
tomer relationship. Accountants should also 
understand the legal environment in which 
they operate and the rules that bind them. 
Other concerns include succession planning 
and business continuity which directly affect 
sustainability and endurance. To cut a long 
story short, businesses need to build capacity 
and continuously upgrade skills in alignment 
with the overall vision and strategy. This is the 
blueprint for success.

If you’re not one of the Big Four, chances 
are your firm is either a sole proprietorship, or 
a partnership with fewer than three partners. 
While operating as a sole proprietorship has 
its advantages – like flexibility, versatility and 
a certain nimbleness of operations – one of the 
major issues that this type of business entity 
will have to grapple with is the problem of suc-
cession as well as the capacity issues. After all, 
everybody only has 24 hours in a day!

SMPs are mainly small organisations, 
where the proprietor and partners undertake 
all responsibility for accounting work, audit-
ing, company secretarial work and taxation. 
Very often, one partner handles several clients 
simultaneously. The loss of one partner could 
therefore mean the loss of the clients he/she 
was servicing, which will impact negatively on 
the business. To mitigate the possibility of crip-

THE 10TH MALAYSIA PLAN (10MP) EMPHASISES VALUE-ADDED FINANCIAL AND 
BUSINESS SERVICES AS ONE OF THE MEANS TO NATIONAL GROWTH. SMEs AND 
SMPs, WHICH ARE ExPECTED TO DRIVE THIS GROWTH, MUST THEREFORE GEAR 
THEMSELVES UP FOR BIGGER AND BETTER THINGS.

JULY 2010 |  accountants  today      7     



8     accountants today | JULY 2010

 GETTING DOWN TO BUSINESS

pling the business, a succession plan should be 
put in place, in order to preserve business value 
and relationships. MIA has always emphasised 
this matter over the years. 

In fact, the accountancy profession views 
the incapacity or death of a sole practitioner 
very seriously; there are by-laws on practice 
continuation that aim to ensure the practice 
itself experiences minimum disruption. It is 
therefore in everybody’s interest that client 
files and the value of the business, including its 
earning power, are always kept current.

4 stay alert to 
reGulatory chanGes, 
new opportunities

All businesses – public accounting practices 
or otherwise – need to be aware of how they 
are required to operate by law. This includes 
applying for the required licences, the various 
returns that need to be filed, and the registra-
tions with various authorities and respective 
professional bodies that will permit them to 
operate. There is also a need to be conver-
sant with the aspects of the law that concern 
the profession, and to constantly get updated 
on any changes in these regulations. And 
of course, like all professionals, practitioners 
should ensure that they and their businesses 
are adequately insured.

Practitioners would do well to conceptual-
ise a comprehensive growth or development 
strategy – or even a marketing plan, for that 
matter – for their business, and not be content 
to take work as it lands on their desks. There is 
a tendency to be complacent about getting new 
business because of over-dependency on the 

strength of their professional qualifications and 
affiliations with larger professional networks, 
but this is not a significant source of referrals. 

Besides keeping abreast of the latest profes-
sional developments, practitioners need to have 
a finger on the pulse of the market to understand 
the trends and dynamics of business. This knowl-
edge will enable them to advise their clients 
effectively, and add value to their practices. They 
will, in effect, be helping their clients’ businesses 
to attain a higher level while strengthening their 
own – in short, they will be increasing their com-

petitiveness in the market place too.
It is also important to know that the indus-

try is not static. New services will be emerging 
in the marketplace, such as software as an 
accounting service or SAAS, financial plan-
ning and XBRL (Extensible Business Reporting 
Language) reporting. The question is: are the 
smaller SMPs gearing up to catch some of the 
action coming into town?

BESIDES KEEPING ABREAST OF THE LATEST PROFESSIONAL DEVELOPMENTS, 
PRACTITIONERS NEED TO HAVE A FINGER ON THE PULSE OF THE MARKET TO 
UNDERSTAND THE TRENDS AND DYNAMICS OF BUSINESS. THIS KNOWLEDGE WILL 
ENABLE THEM TO ADVISE THEIR CLIENTS EFFECTIVELY, AND ADD VALUE TO THEIR 
PRACTICES. 
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Registration

for the MIA 

membership 

for the 2010/2011 

financial year 

is now open!

Al – Fatihah
Our Deepest Sympathy and heartfelt Condolences to

YBHG DATIN NURHAYATI ABDULLAH

and her family

on the demise of

ALLAHYARHAM DATO’ NORDIN BIN BAHARUDDIN
on  5 June 2010 (22 Jamadil Akhir 1431)

May Allah SWT bless his soul and place him among the faithful and bestow HIS blessings on him.
Amin

From

The President, Council Members, Management & Staff and Members of the Malaysian Institute of Accountants
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4 leVeraGe 
 technoloGy

One step that accountants can take with almost 
immediate effect is to upgrade their firm’s 
information systems and databases. This will 
entail a certain amount of housekeeping and 
probably a top overhaul of the existing docu-
mentation processes. Like everything else with-
in the commercial sphere, technology has to 
be appropriately managed to produce results. 
However, technology is a different animal, and 
this has to be taken into account when conduct-
ing a revamp of any information system.

The work done by accountants and auditors 
requires extensive confidentiality. Information 
security is therefore of paramount importance. 
Under no circumstances should this type of 
information ever be compromised. To this end, 
the necessary system firewalls should be in 
place. Also, remember to back up your work 
regularly, and keep anti-virus applications cur-
rent. If you don’t have a website or any means 

to be electronically contacted, you may want 
to consider setting up a site for your firm, or 
at least register an e-mail address for yourself. 
Facing constrained resources? It is heartening 
to note that the SME Corporation is giving 
out assistance for firms to modernise their 
practices.

An electronic or virtual presence is some-
thing you can build on. A website allows more 
people a glimpse into the kind of work you 
do, your areas of speciality, and your firm’s 
strengths. There are also other practical consid-
erations. If potential customers are looking for 
your services, you don’t have to deploy human 
resources to constantly provide basic informa-
tion about your firm. One of the best selling 
points of having a website is that it is a virtual 
office which works 24/7, holidays included.

Given that someone, somewhere in the 
world, is always working, your website may 
prove to be your firm’s most valuable mar-
keting tool. Indeed, many businesses today 
are diversifying into third-generation systems 
which allow existing and potential clients to 
interact with the site as part of their customer 
service. Users are now spoilt for choice; busi-
ness improvement software today includes 
financial diagnostics, forecasting & budgeting, 
business plan preparation, benchmarking, and 
KPI tracking, among other programmes.

4 ManaGe talent, 
custoMers, credit 
well

Technology is integral to any business but any 
programme is only as good as the people who 
use it, so ensure that company employees are 
trained to optimise their technological resourc-
es. Training should not stop at new equipment 
or software, but should extend to other areas as 

well. It is just as important to know how to com-
municate effectively with clients, as it is to run 
an application that will diagnose their financial 
shortfalls. Providing good service is about main-
taining good customer relationships, in addition 
to managing the firm’s internal matters.

Good customer relationship management 
goes hand in hand with good credit manage-
ment; clients are more likely to pay when they 
appreciate your work, and they will start to place 
a premium on the professional relationship and 
your services. It is definitely worthwhile to 
invest in professional development for your staff, 
and motivate them to find better ways of doing 
their work. Ultimately, you will be building your 
firm’s capacity and ensuring that it has the nec-
essary talent to keep on operating.

THE WORK DONE BY ACCOUNTANTS AND AUDITORS REQUIRES ExTENSIVE 
CONFIDENTIALITY. INFORMATION SECURITY IS THEREFORE OF PARAMOUNT 
IMPORTANCE. UNDER NO CIRCUMSTANCES SHOULD THIS TYPE OF INFORMATION 
EVER BE COMPROMISED. 

GETTING DOWN TO BUSINESS
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Surprisingly, many accounting firms demon-
strated weak credit management, with some firms 
being known to extend up to two years’ credit 
before collecting on debts. A balance has to be 
struck between maintaining a good relationship 
and being magnanimous to the point of bankruptcy. 
Poor credit management can also be particularly 
dangerous in the event a client’s business folds; its 
auditors may not be paid at all.

4 GoVernance, 
 quality should be 
upperMost

The issue of bad debts brings on the question 
of ethics and integrity. Accountants – auditors in 
particular – are usually able to spot mismanage-
ment and irregularities a mile off, and are obliged 
to red-flag them to the authorities. Again, while 
whistle-blowing may be detrimental to them, they 

GETTING DOWN TO BUSINESS

have a duty to do so, to safeguard the integrity of 
the profession, and protect stakeholders’ interests. 
Unfortunately, the spectre of Enron, Worldcom and 
other financial debacles of the past ten years still 
haunt the profession.

It is up to professional accountants today to 
exorcise these revenants through running trans-
parent, well-governed public practices that con-
form to the highest standards and best practices 
of business and service quality. Sadly, based on 
a recent MIA Practice Review report, 50 per cent 
of Malaysian practices do not comply with the 
required standards and benchmarks of service 
delivery and business operations. As the busi-
ness landscape becomes more difficult and clients 
more demanding, SMPs will have to enhance their 
governance and performance in order to survive 
and thrive.

 Since their sustainability is at stake, SMPs must 
therefore think strategically, optimise resources, 
manages risks and continue adding value to busi-
nesses, both their clients’ and their own. And they 
had better start doing so ASAP! n

JULY 2010 |  accountants  today      11     
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&
“In times like this, the basic 

elements of managing a com-
pany, such as governance, 
accounting, and auditing, 

should stand out like a rock in the 
storm,” says Joe Kaeser, Chief Financial 
Officer of Siemens, the Germany-based 
global company engaged in electronics 
and electrical engineering, in an inter-
view with the International Federation 
of Accountants (IFAC). In light of the 
corporate challenges it has faced in 
recent years, Siemens has implemented 
a company-wide transformation pro-
gramme that brought about two sig-
nificant mindset changes: seeing integ-
rity and performance as not mutually 
exclusive (“clean business always and 
everywhere”), and defining corporate 
governance in a way that provides space 
for entrepreneurial behaviour, focused 
on long-term sustainable value creation 
for all stakeholders. The result is greater 
transparency and high-quality business 
and financial reporting.

The interview with Kaeser, alongside 
interviews with Guy Jubb, Investment 
Director and Head of Corporate 
Governance at the Edinburg, UK-based 
leading global investment company 

Standard Life Investments; Professor 
Mervyn King, author of the King Code 
on Corporate Governance for South Africa 
(King III); and Masayasu Uno, member 
of the board of corporate auditors of Daito 
Construction and Trust in Japan, forms 
the first part of an interview series on 
improving business reporting conducted 
by IFAC with 25 key leaders from around 
the globe.

n IFAC ProJeCt on 
buSIneSS rePortIng

In response to the report, Financial 
Repor ting Supply Chain: Current 
Perspectives and Directions (March 
2008), IFAC established a project 
group* to study progress in the areas 
of governance, financial reporting, and 
auditing. Developments in the Financial 
Reporting Supply Chain—Results from 
a Global Study among IFAC Member 
Bodies was issued in February 2009. 
This study indicated that, although 
progress had been made, several unre-
solved issues remain. In the final phase 
of this project, the project group inter-
viewed 25 key leaders from around 
the globe on what should be done 

governance

Governance
Sustainability

Fundamental for Improved 
Business Reporting

Good
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GOOD GOVERNANCE & SUSTAINABILITY FUNDAMENTAL FOR 
IMPROVED BUSINESS REPORTING

to improve these areas. In upcoming 
months, the interviews, including over-
views of the recommendations, will be 
available on the IFAC website, grouped 
in the following themes:
·  Good governance and sustainabil-

ity fundamental to improved business 
reporting

·  Business reporting: beyond the crisis
·  Business reporting through the lens 

of the investor
·  A global language for business report-

ing
·  Towards a broader view of business 

reporting

Subsequently, the project group will 
develop an action plan, based on the 
recommendations of the interviewees 
and taking into account the reader 
response.

From different perspectives in the 
business reporting supply chain (see 
also “The business reporting supply 
chain”), the four interviewees provide 
their insights into how good governance 
and increased sustainability are funda-
mental for achieving long-term social, 
environmental, and economic perform-
ance, and for enhancing investor and 

other stakeholder confidence. The key 
findings from these interviews were:

n the buSIneSS rePortIng 
SuPPly ChAIn

The business reporting supply chain 
refers to the people and processes 
involved in the preparation, approval, 
audit, analysis, and use of business 
reports. All links in the chain need to be 
of high quality and closely connected to 
supply high-quality business reporting.

Governance should 
focus on lonGer-term 
sustainable value 
creation
“Corporate governance defines the man-
datory boundaries,” explains Kaeser. 
However, he highlights the idea that 
corporate governance also needs to focus 
on longer-term, sustainable value crea-
tion. Focusing on longer-term sustainable 
value creation requires governance and 
sustainability to be better integrated into 
the strategy, operations, and stakehold-
er communications of an organisation, 
according to South African governance 
expert Professor King: “Directors have 

‘‘ ‘‘Focusing on longer-term sustainable 
value creation requires governance 
and sustainability to be better 
integrated into the strategy, 
operations, and stakeholder 
communications of an 
organisation.
Professor Mervyn King
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cultural backGround and 
history should not be iGnored

The governance arrangements that can lead to 
improved business reporting do not necessarily 
have to be completely uniform around the globe, 
argues Uno. He points out how the Japanese 
corporate governance system differs from the 
western model, since it has evolved while preserving 
Japanese culture and history. He therefore suggests 
that one should not ignore cultural background and 
history when developing and implementing global 
standards, regulations, and oversight: “In further 
improving the business reporting supply chain, 
we must keep our eye on the unique situations in 
various countries.” 

to realise that their ultimate responsibility 
is social, environmental, and economic per-
formance. That requires a mindset change 
at the top and then the top has to make sure 
that the message is carried further down the 
organisation.

You all have heard of ‘the tone at the top.’ 
I talk about ‘the tone at the top, the tune in 
the middle, and the beat of the feet at the 
bottom.’ If you get your strategy right and 
you get buy-in, you get ordinary people to 
achieve the most extraordinary things!”

GOOD GOVERNANCE & SUSTAINABILITY FUNDAMENTAL FOR 
IMPROVED BUSINESS REPORTING

business reportinG 
should be inteGrated as 
well
Jubb extends the theme of integration by 
pointing out that business reporting at 
the moment is very compartmentalised, 
with governance, social responsibility, 
and sustainability reports often churned 
out independently. “As these aspects 
are integral to the longer-term wealth 
and health of the company and to its 
reputation,” he advises companies to 
“bring them more together in one inte-
grated business report.” Uno adds to 
this by recommending that “increased 
consciousness about corporate social 
responsibility should lead to the develop-
ment of more comprehensive corporate 
reports.” 

With the benefit of hindsight on the 
financial and economic crisis, however,  
Jubb points at the scars we all bear from 
not holding Boards accountable for their 
stewardship of the assets under their 
control. In the interview, he therefore 
also recommends putting the govern-
ance concept of stewardship at the heart 
of the business reporting system, “focus-
ing on what the Board has been doing 
and how it has been doing.” n

For information about IFAC’s business 
reporting project, please contact Vincent 
Tophof f via VincentTophof f@IFAC.org.
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king
Governance is

governance

HOW THE AUTHOR OF THE NEW SOUTH AFRICAN KING III CODE OF GOVERNANCE 2009 
TRIES TO CHANGE THE TONE AT THE TOP, THE TUNE IN THE MIDDLE, AND THE BEAT OF 

THE FEET AT THE BOTTOM OF AN ORGANISATION.
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I n 1992, at a time when South 
Africans were adjusting to the 
fact that they would be mov-
ing towards a new democratic 
society, former South African 

Supreme Court Judge Mervyn King 
was asked to chair a private‐sector body 
to draft corporate governance guide-
lines. The body became known as the 
King Committee, and its first report, 
issued in 1994, was regarded by many 
as ahead of its time in adopting an inte-
grated and inclusive approach to the 
business life of companies, embracing 
stakeholders other than shareholders. 
The Committee subsequently revised 
its report in 2002, and more recent-
ly in 2009. The current King Code 
on Corporate Governance for South 
Africa (also called “King III”; see also 
“Highlights of King III”) is again point-
ing to the next level in governance by 
encouraging the integration of govern-
ance and sustainability into the strategy, 
operations, and reporting of an organi-
sation.  
•  The philosophy of the King III code 

revolves around leadership, sustain-
ability, and corporate citizenship. 

Responsible leaders direct company 
strategies and operations with a view 
to achieving sustainable economic, 
social, and environmental perform-
ance. 

•  The code is not designed on a “com-
ply or else” basis, nor on a “comply 
or explain” basis, but on an “apply or 
explain” basis. This provides Boards 
with the freedom to apply the rec-
ommendation differently, or apply 
another practice, if they consider that 
to be in the best interest of the organi-
sation, but then they must explain the 
departure from the recommendation. 

•  The principles in the code are drafted 
so that every entity - public, private, 
or non-profit - can apply them and, in 
doing so, achieve good governance. 

•  It follows the “stakeholder inclusive” 
model, in which the board of direc-
tors should consider the legitimate 
interests and expectations of stake-
holders, on the basis that this is in the 
best interests of the company. 

•  Alternative dispute resolution (nego-
tiation, mediation, and expedited arbi-
tration) as a management tool and a 
dispute‐resolution mechanism. 

   
South African Prof. Mervyn  
King has chaired and been a 
director of several companies 
listed  on the Johannesburg 
Stock Exchange, and is 
probably best known as 
the Chairman of the King 
Committee on Corporate 
Governance in South Africa. 
Prof. King was the South 
African representative at the 
ICC International Court of 
Arbitration in Paris for nine 
years,  and still acts as an arbi-
trator and mediator in com-
mercial disputes. He is associ-

ated in numerous ways with 
several other organisations, 
including the Commonwealth 
Association of Corporate 
Governance, the World Bank, 
and the United Nations.  See 
also www.mervynking.co.za.
“One of the things that terrifies 
me about the recent financial 
meltdown is that governments 
will overregulate from a finan-
cial point of view and forget 
about the sustainability crisis, 
which will be ongoing long 
after the financial crisis comes 
to an end.”

q brief mervyn kinG bio

•  The code adopts a risk‐based internal 
audit approach to determine whether 
controls are effective in managing the 
risks which arise from the strategic 
direction. 

•  Introduction of information technol-
ogy (IT) governance in King III, pro-
vides the most salient aspects of IT 
governance for directors. 

•  The code recommends integration of 
economic, social, and environmental 
reporting, recording how the 
company’s business has impacted 
positively and negatively on the 
community, and how it intends to 
enhance those positive aspects and 
eradicate or ameliorate the negative 
aspects in the years ahead. 
The revised King Code of Governance 

for South Africa (King III) came into 
effect on 1 March 2010. 

nnnn

extraordinary socio- 
economic development 

“Who could ever have dreamt 150 years 
ago that some of the then‐start-up com-
panies would accumulate such huge 
pools of human and monetary capital, 
and influence the lives of millions of 
people as the multinationals of today are 
doing? Together with this transforma-
tion, an extraordinary socio-economic 
development has occurred. The great-
est shareholder today is no longer the 
wealthy family, but it is the individual via 

GOVERNANCE IS KING 
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his or her financial institution and pen-
sion fund. The same individual is also 
the employee of the company; the cus-
tomer who chooses between the prod-
ucts of company A or company B; the 
voter for the government of the day and 
for the trustee of the pension fund. In 
addition, the individual is also a citizen of 
a country who expects his or her neigh-
bour to act as a decent citizen, and as a 
consequence today, the individual citizen 
expects the corporate citizen to act as a 
decent citizen. 

“I really believe that the customer of 
tomorrow is becoming very alive to these 
things. And companies are becoming 
more and more alive because they realise 
how it is going to impact their business in 
the years to come.” 

nnnn

terminator for 
president 

“I really enjoyed the Wall Street Journal 
story of the 12‐year‐old boy in Los 
Angeles, California, reported during the 
McCain and Obama presidential elec-
tion. To his father’s question, ‘If you 

could vote, would you vote for McCain or 
Obama as your new president?’ the boy 
responds, ‘Neither. I want the Terminator, 
Schwarzenegger. And his father says to 
him, ‘What does he know about the finan-
cial meltdown, about Iran and Iraq, and 
about all the other problems we have 
today?’ The boy responds, ‘Probably not 
much, but I do know that he has done 
more to improve the quality of the air, 
the soil, and the water in the state of 
California than any other governor in any 

other state in America. And if he became 
the president of the US, he would do that 
for the whole of America. And when I 
am your age, these are going to be my 
problems.’ And the Wall Street Journal 
ended the article by saying, ‘Leaders of 
the corporate world: know that this is 
your customer of tomorrow.’ And that is 
the reality.” 

nnnn 

come out of the silo 

“One of the things that terrifies me about 
the recent financial meltdown is that 
governments will overregulate from a 
financial point of view and forget about 
the sustainability crisis, which will be 
ongoing long after the financial crisis 
comes to an end. 

“We have to stop destroying the 
quality of life on Earth, and companies 
are making the hugest impact on planet 
Earth. Therefore, corporate governance 
can no longer be looked at as how compa-
nies are steered and directed by Boards, 
how they are managed by management, 
or controlled by shareholders. It’s got to 
be integrated! 

“Governance, strategy, and sustain-
ability are becoming more and more 
inseparable because the long‐term sur-
vival of organisations is no longer only 
affected by economic factors, but also 
by social and environmental ones (see 
also ‘The Coca‐Cola Case’). If you are 
practicing good governance in working 
out the long‐term strategic direction of 
a company, you also need to assess the 
social and sustainability issues pertinent 
to the business of that company.” 

nnnn

the coca cola case 

“When you look at large companies like 
the Coca‐Cola Company, they can no 
longer afford to separate their govern-
ance, strategy, and sustainability. Take 
water, for example, which is an increas-
ingly scarce commodity on planet Earth, 
and Coca‐Cola is using a lot of it in the 
production of their beverages. 

Some ten years ago, Coca‐Cola devel-
oped its 3‐R water strategy focused on 
reducing, recycling, and replenishing. 
The reason for that is twofold: 
1.  In its strategic thinking, the Board 

realised that their greatest asset is 
reputation, their Coca Cola brand, 
which makes up some 70% of their 
market capitalisation. In order to be 
seen as a good corporate citizen, they 
had to do that. 

2.  Secondly, from an investor’s point of 
view, I think Warren Buffett would be 
very unhappy as a shareholder if he 
thought the Board hadn’t paid atten-
tion to having access to drinkable 
water in order to continue making 
Coca Cola around the world. 
Now they recycle millions of litres 

of water every day. The essence is that 
organisations need to look and under-
stand what their sustainability issues are, 
similar to what water is for Coca Cola.” 

nnnn

simplify business  
reportinG 

According to our previous studies, busi-
ness reports have become too complex 
for the average reader to understand. 
What should be done? “I am hoping that, 
one day, the whole world will be on one 
financial reporting standard, and I think 
IFRS should be the standard. However, 
if you just look at the financial reports of 
today, then you immediately understand 
that the average person can no longer 
understand them. Even some chartered 
accountants no longer fully do. 

“We are all guilty of making financial 
reports complicated. As a corporate law-
yer with 40 years of experience, I tend to 

GOVERNANCE IS KING 

q “We have to stop destroying the quality of life on Earth, 
and companies are making the hugest impact on planet 
Earth. Therefore, corporate governance can no longer be 
looked at as how companies are steered and directed 
by Boards, how they are managed by management, or 
controlled by shareholders. It’s got to be integrated!
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write in this corporate legal and account-
ing jargon. We all do. We, the preparers of 
such reports, have got to change for the 
benefit of the users. We need to develop 
an easier form of reporting written in 
more understandable language, especial-
ly for small‐and medium-sized entities 
(SMEs). We need to develop a simplified 
balance sheet, a simplified profit‐and‐loss 
statement, and simplified related notes 
in understandable language, so that the 
average person can read it and under-
stand it. In most jurisdictions today, com-
panies are entitled to issue a shortened 
report which can be given out online - so 
you even save some trees - and if the 
stakeholder wants additional information 
he or she can apply for the full report, or 
drill further down on the website. That 
way we create more usefulness of finan-
cial reporting and a better understanding 
of the business of a company.” 

nnnn

also for investors 

“When pension funds, for example, have 
to make investment decisions on behalf 
of the ultimate beneficiaries - the indi-
viduals contributing to their pension 
fund - they need to make an informed 
assessment of the sustainability and the 
long‐term success of that company. They 
need more information than simply the 
balance sheet, the profit‐and‐loss state-
ment, and the related notes. Therefore, 
companies need to report on how the 
business of the company impacts, both 
positively and negatively, on the com-
munity in which it operates. As soon as 
you get all the social, environmental, and 
economic results of an organisation in 
one integrated report, it starts showing 
the true performance of that organisa-
tion (see also ‘A More Positive Opinion 
Through More Disclosure).” 

nnnn

a more positive 
opinion throuGh more 

disclosure 

“The Global Reporting Initiative (GRI) 
recently published a survey3 among 

readers of financial reports. It found 
that readers of a report which disclosed 
how a company’s business had impacted 
the community and the environment in 
which it operated, including the financial 
aspects, had formed a more positive opin-
ion about that company - and had more 
trust and confidence in the products and 
services of that company - than about a 
competitor that did not report on an inte-
grated basis. So reporting on the essence 
of the business, the business itself, and its 
impact on society and the environment, 
has become absolutely critical and is 
good business.” 

“We have to accept that the world has 
moved on. And we have got to prepare 
business reports in the way readers have 
changed. Denmark recently changed its 
Financial Statements Act, so now they 
made it a law that their top companies 
also have to report on how their busi-
nesses have impacted society and the 
environment. Also the UK Companies Act 
effectively says the same already. If you 
look at the recent amendment, it talks 
about companies having to disclose their 
impact on society, and other countries are 
following suit.” 

nnnn

adopt inteGrated 
reportinG 

How should Boards adopt this new 
approach of integrated reporting? “Look 
at most social and environmental reports 
and you will see that they are written 
completely separately from the financial 
reports about the business. Companies 
have to realise that their social and envi-
ronmental performance is absolutely inte-
gral to their whole business and the sus-
tainability of their company. That requires 
a mindset change at the top, and then the 
top has to make sure that the message 
is carried further down the organisation. 

“You all have heard of ‘the tone at the 
top.’ I talk about ‘the tone at the top, the 
tune in the middle, and the beat of the 
feet at the bottom.’ The Board and top 
management have to make sure that the 
whole company has bought into the new 

strategy and is facing in the same direc-
tion. I know from my executive days that 
if you get your strategy right and you get 
buy‐in, you get ordinary people to achieve 
the most extraordinary things! But if you 
don’t get it right and it doesn’t fit in with 
the milieu of the day, you can have the 
most extraordinary people, but you won’t 
even achieve ordinary things.” 

nnnn

stop mindless              
compliance 

Can regulation steer desired behaviour? “I 
believe more in principles rather than in 
rules, and I don’t believe in the use of crim-
inal sanctions to steer desired behaviour. 
I think the ‘comply or else’ regime of, for 
example, the US Sarbanes‐Oxley (SOX) 
Act does not work, because then you get 
mindless compliance. What people with 
statutory compliance do is develop manu-
als to tick off compliance. Engineering 
firms that had to comply with SOX had to 
hire accountants and lawyers rather than 
engineers, simply because of the fear of 
criminal prosecution! 

“There should be civil remedies 
instead. Maybe there could be an inte-
grated reporting oversight body to say, 
‘We do not accept your explanation as 
to why you have not reported on the 
impact of your business on society and 
the environment.’ And there could be a 
name‐and‐shame game, but the ultimate 
sanction is the marketplace and the ulti-
mate compliance officers are a company’s 
stakeholders. 

“One does not need to go into great 
detail, either, such as SOX did, which 
results in rigidity in process. We need flex-
ibility in practice. Also, to have ‘one size 
fits all’ is not possible, and legislation on 
governance takes the focus off enterprise. 
This in turn impacts the ultimate social 
and economic responsibility of a company, 
which is performance, not conformance.” 

nnnn

develop investor codes 

How is it that, even after this past finan-
cial crisis, directors with a tarnished 

GOVERNANCE IS KING 
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reputation can continue as directors? “I 
always say that shareholders deserve 
the directors that they appoint, similar 
to the governments they vote into power. 
Shareholders who maintain a director 
who: 
• Has not proven to be a good non-‐

executive director; 
•  Has not properly applied his mind 

and good governance principles; 
•  Has not asked those questions that 

make management really think; and 
•  Mindlessly agrees with a credit com-

mittee that makes a recommendation 
because a rating agency has approved 
something  should not complain 
because it is their fault. 
“Certainly, if I were a shareholder 

I would not vote for such a person. So 
there it is: if shareholders have the ulti-
mate say, they should use their powers 
well, and this is where the investor code 
becomes so important. We are develop-
ing a responsible investor code in South 
Africa for our financial institutions to 
actually carry out their responsibilities, 
to ensure that the directors they vote for 
are directors with the ability and capacity 

to carry out their duties. 
“There is absolutely no doubt that 

institutional investors, such as the trus-
tees of pension funds, have an onerous 
duty, I believe even more onerous than 
a director. They are making decisions 
which will impact people’s lives 30 to 
40 years hence, and they must assess 
the quality of governance, of manage-
ment, and all these so‐called non-financial 
aspects which make up the economic 
value of a company, before investing your 
and my money in a company. That is their 
duty, and I think a responsible investor 
code is one way of ensuring and monitor-
ing good governance, because those are 
the major investors in equities.” 

nnnn

balance risk and reward 

Before the crisis, companies that were 
taking huge risks seemed to take in 
huge profits as well. Those that took a 
more conservative course were under 
severe pressure from their investors to 
also engage in these risky ventures. How 
should companies reconcile good govern-

ance with investor demand for profit? 
“The answer is that the ultimate duty 

of the director is sustainable perform-
ance (see also ‘The curator’). Your duty 
as a director is, inter alia, to balance 
risk and reward. Why is it that your pen-
sion fund buys equities in a company, 
takes positions in the money market, and 
has money in the bank? It invests and 
takes positions because it expects a bet-
ter return than on money in the bank and 
it does not put all its eggs in one basket. 

nnnn

the curator 

“I always draw the analogy between a 
director and a curator. Imagine a young 
person who has been injured in a car 
accident and becomes incapacitated, and 
that you are asked to care for that person 
for the rest of his or her life. Medically, 
that person could live to 90 today. Well, as 
the curator, you would plan for both the 
short term and the long term, you would 
apply your mind honestly, and you would 
take great care to act in the best interest 
of that person. Those duties are exactly 

q Companies have to realise that their 
social and environmental performance 
is absolutely integral to their whole 
business and the sustainability of their 
company. That requires a mindset 
change at the top, and then the top 
has to make sure that the message 
is carried further down the 
organisation.

GOVERNANCE IS KING 



22     accountants today | JULY 2010

the same for taking care of a company in 
the role of a director.” 

“The director has to make sure that 
he or she gets the balance right between 
performance and conformance. If you focus 
too much on conformance, you become too 
administrative and you forget about enter-
prise. You cannot do that. So, whatever hap-
pens in the world, a director must be aware 
that he or she has to take risk for reward. 

“That is why the business judgement 
rule was developed in the US and in sev-
eral other countries. To support directors 
where they have the greatest exposure, 
which is their duty of care. None of us 
gets those business calls right all the 
time because we are dealing with the 
uncertainty of the future. We are deal-
ing with the foresight in the heat of the 
boardroom. Three or four years later, 
when a company or some stakeholders 
say that you have acted negligently, they 
have got the comfort of sitting in the 
chair of hindsight. But you cannot equate 
hindsight to foresight! And we have to 
take risk for reward. That is part of our 
duty and that is why the business judge-
ment rule ameliorates that. Performance 
is the ultimate responsibility of a director, 

and again, that is why I am opposed to 
something like SOX, which focuses on 
conformance and dilutes the necessary 
drive for enterprise.” 

How do we enable defensive directors 
to get the balance right between conform-
ance and performance? “A director has to 
apply his or her mind to all these things. 
That is why being a director is a continual 
learning process. Directors have to realise 
that their ultimate responsibility is social, 
environmental, and economic perform-

ance. It is the moral and economic impera-
tive of the 21st century that we perform 
economically, but at the same time are 
concerned with social and environmental 
objectives. You can’t escape it, that we 
have to perform on all these aspects, 
otherwise the pension funds, society, and 
stakeholders will not benefit. And direc-
tors appreciate that they have to apply 
their minds intellectually and honestly. It is 
not easy, but we have to do it. It is our job!” 

nnnn

develop a remuneration 
framework 

Executive remuneration is often seen as 
an issue. What should be done to get it 
right? “What we have recommended in 
the King III report is that Boards should 
adopt a policy or a framework for the 
remuneration of their senior executives. 
As an expert advisory to the Board, the 
remuneration committee should develop 
the whole framework via benchmark-
ing with other organisations and getting 
input from experts. That makes a frame-
work more informed than any sharehold-
er could be, and hopefully shareholders 

will accept the framework recommended 
by the Board in a non-binding vote when 
the framework is put to them. 

“We also think, if you look at King 
III, that if an executive gets an additional 
bonus, it must be related to something 
that he or she has personally contrib-
uted. For example, if there is a currency 
change and the company has a windfall 
profit of 50 million dollars, none of that 
should be taken into account in assessing 
the performance bonus, because he or 

she has not contributed to that. So it has 
to be something he or she has done in 
management to improve performance in 
order to get that bonus. 

“And for non-executive directors you 
say upfront, ‘This is the fixed fee for the 
year,’ and let the shareholders approve 
that in the general meeting. And the next 
year you do the same. 

“Put the remuneration framework to a 
non-binding vote to shareholders, so you 
get an indication from your shareholders 
as to whether you are in the right ballpark 
in regard to remuneration. And then you 
fix that remuneration. So, we think that is 
the answer!” 

nnnn

provide assurance on 
inteGrated reports 

How could we ensure that this more 
holistic approach of integrated report-
ing will be balanced with respect to the 
positives and negatives? “If you look at 
King III, it says it must be both positive 
and negative reporting. Now, what good 
is that if there is no assurance? I think it 
is valueless. That’s why we recommend 
an external opinion that this integrated 
report is a candid, open, and transparent 
disclosure of what has happened in the 
company. And the only profession that 
can give this assurance is the accountan-
cy profession. It is an extremely exciting 
opportunity for the auditor and it is the 
future of the profession! 

“Unfortunately, this is also where the 
risk of litigation arises for the external 
auditors. If you look at the accountancy 
firms, more and more they have been 
called upon to provide assurance on inte-
grated reports.” 

nnnn

mitiGate litiGation 

Litigation is another issue that is seen to 
hinder improvement. How can we solve 
this? “My answer to litigation has always 
been that I believe governments need to 
legislate the reasonable apportionment 
of blame and damages, because after a 
business failure people are inclined to 

GOVERNANCE IS KING

q Directors have to realise that their ultimate responsibility 
is social, environmental, and economic performance. It is the 
moral and economic imperative of the 21st century that we 
perform economically, but at the same time are concerned 
with social and environmental objectives.
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q key recommendations  
    of mervyn kinG 
1.  If you are practicing good governance in working out the 

long-term strategic direction of a company, you also need to 
integrate the sustainability issues pertinent to the business 
of that company. 

2.  We need to develop a simplified balance sheet, a simplified 
profit and loss statement, and simplified related notes in 
understandable language, so that the average person can 
understand it. 

3.  Companies need to report on how the business of the com-
pany impacts, both positively and negatively, on the com-
munity and the environment in which it operates. 

4.  If you get your strategy right and you get buy-in, you get 
ordinary people to achieve the most extraordinary things! 
But if you don’t get it right and it doesn’t fit in with the 
milieu of the day, you can have the most extraordinary peo-
ple, but you won’t achieve even ordinary things. 

5.  Develop a responsible investor code for financial institutions 
to actually carry out their duties, to ensure that they vote for 
directors with the ability and capacity to in turn carry out 
their duties. 

6.  Directors have to realise that their ultimate responsibility is 
social, environmental, and economic performance. 

7.  Boards should adopt a policy or a framework for the remu-
neration of their senior executives and put it to a non-bind-
ing vote to shareholders, so they get an indication from their 
shareholders as to whether they are in the right ballpark. 

8.  If an executive gets an additional bonus, it must be related 
to something that he or she has personally contributed. 

9.  An external opinion on integrated reports is essential to 
ensure that they are a candid, open, and transparent disclo-
sure of what has happened in an organisation. 

10.  Governments need to legislate the apportionment of blame 
and damages for a corporate failure (to make clear that eve-
rybody has to put their shoulder 
to the wheel). 

11.  If we start now, 
at least we have a 
chance of a sustain-
able future on our 
planet. Otherwise, it 
will be too late. 

sue the auditor first, because they believe 
auditors have the deepest pockets and the 
best insurance cover. To me this is inequi-
table because we know that when there is a 
corporate failure, it is not the external auditor 
that is solely to blame, if at all. Management, 
directors, and other stakeholders sometimes 
all contribute to the failure. So there should 
be an apportionment of blame. Courts in sev-
eral jurisdictions around the world now have 
the power to apportion loss when, for exam-
ple, in a two‐car traffic accident, both drivers 
are each 50% to blame. But courts in most 
jurisdictions around the world are unable to 
say, in the case of a corporate failure, that the 
Board was 10% to blame, management 30%, 
external auditors 15%, and so on.” 

How do we get governments to take this 
issue on-board? “If you say to governments, ‘Let 
external auditors provide the assurance, but 
exonerate them completely,’ that won’t wash. 
But if you say that damage must be apportioned 
according to the contribution to the failure, then 
the government makes clear that everybody 
has to put their shoulder to the wheel.” 

nnnn

let’s start now 

Is there anything that is not said that should 
have been said? “Many things! We are 
informed people and we know that there are 
many loose ends. We’ve got to start, however, 
and I think the accountancy profession is very 
important in making these changes happen. If 
we start now, at least we have a chance of hav-
ing a sustainable future. Otherwise it will be 
too late for mankind on planet Earth. 

“In my book, Transient Caretakers, I quote 
Catherine Sullivan, who was the first American 
woman to walk in space. In 1984 she was up in 
space and saw that beautiful blue planet below. 
And she thought, ‘I have to return to Earth, 
to this degraded Earth, and I know that every 
household is still contributing to the degrada-
tion of the Earth.’ That was 26 years ago. And 
since then, how far have we progressed? We 
don’t learn very quickly.” n

Professor Mervyn King will be a key speaker 
at the WCOA 2010 Plenary Session on con-
nected reporting and accounting for sustain-
ability.

GOVERNANCE IS KING
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tax

INDIA IS CURRENTLY A HOT INVESTMENT DESTINATION AS THE INDIAN 
ECONOMY IS GROWING AT A FAST PACE OF APPROXIMATELY 8 TO 9% 

PER ANNUM. IT IS A COUNTRY THAT MALAYSIAN COMPANIES CANNOT 
IGNORE AS THE REST OF THE WORLD ESPECIALLY MULTINATIONALS ARE 

FLOCKING TO PARTICIPATE IN ITS GROWTH STORY. 

destinationIndia:
a tax perspective

The economic buying power 
of the population is in tra-
jectory mode of growth as 
can be evidenced by the 
growth in mobile phone 

subscriber base. Mobile firms in India 
added a record 20 million subscribers 
in January 2010, taking total users 
in the world’s fastest-growing, and 
second-largest, wireless market to 
over 540 million, based on statistics 
of the Telecom Regulatory Authority 
of India 

The buzz about India continues 
to grow louder, for various obvious 
reasons; the size of the population 
which is projected to surpass China 
which translates to a huge potential 

market with a well established capacity 
for growth, English speaking gradu-
ates together with the  emphasis on 
math, science and engineering provide 
a good and stable workforce as well 
as a population of approximately 300 
million middle class with an appetite 
to consume. 

Despite the fact that the effective 
Indian corporate tax rate for an inves-
tor is perceived to be high, a well man-
aged Indian corporate would generally 
suffer a much lower effective tax as 
evidenced by a quote from the former 
Finance Minister,  P Chidambaram in 
his response on 2 May 2005 to a debate 
in Parliament on the Finance Bill 2005. 

“What we find is that the effective 

Thanneermalai Somasundaram
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tax of the Corporate Sector continues to 
be very low. The effective tax rate of the 
corporate sector when the tax rate was 
35% is only about 20%” 

India has a well developed tax struc-
ture with the authority to levy taxes at 
both Central and State levels. The Federal 
Government levies direct taxes such as 
personal income tax and corporate tax, and 
indirect taxes like custom duties, excise 
duties and central sales tax. The states are 
empowered to levy state sales tax (current-
ly replaced with Value Added Tax) apart 
from various other local taxes like entry 
tax, stamp duty, value added taxes, etc 

direct taxes 
1.1 CORPORATE TAxES 
In India, the tax year is the fiscal year i.e. 
from 1 April to 31 March. The amount 
of income tax payable is calculated by 
charging income tax on the taxable 
income called ‘total income’ at prescribed 
rates and applicable surcharge. Income 
tax and surcharge are further increased 
by 3% (2% education cess and 1% educa-
tion cess). Surcharge is payable at 10% 
for companies with income over INR10m.
 
1.2 INDIvIDUAl TAx 
Maximum effective rate of tax is 30.9% 
(30% plus cess of 3%). Surcharge of 10% is 
abolished for individuals and firms. 

1.3 MINIMUM AlTERNATIvE 
TAx 
With the object of bringing zero com-
panies under the tax net, Minimum 
Alternative Tax (MAT) of 15% (plus sur-
charge and education cess) of book prof-
its is levied on companies whose tax pay-
able under normal income tax provisions 
is less than 15% of book profits. MAT is 
not applicable to developers of Special 
Economic Zones and units therein. 

1.4 DIvIDENDS 
Dividend Distribution Tax (DDT) is lev-
ied on companies declaring dividends. 
The effective DDT rate is 16.995% (15% 
plus 10% surcharge and 3% education 
cess). An exemption from DDT is grant-
ed for profits of Special Economic Zone 
developers. 

1.5 CAPITAl GAINS 
Any gain on the sale of assets is subject 
to tax at rates depending on the duration 
of ownership.  

1.6 TRANSfER PRICING 
The Finance Act, 2001 introduced 
Transfer Pricing (TP) provisions in the 
Indian Income Tax Act, 1961 (ITA). 
TP provisions apply with effect from 1 

DESTINATION INDIA: A TAx PERSPECTIVE

COMPANY WHERE TAXABLE INCOME EXCEEDS 
INR10M 

OTHER CASES

Domestic 33.99% (30% plus surcharge of 10% 
plus education cess of 3%)

30.9% (30% plus educa-
tion cess of 3%)

foreign 42.23% (40% plus surcharge of 2.5% 
plus education cess of 3%)

41.2% (40% plus educa-
tion cess of 3%)

COMPANY WHERE TAXABLE INCOME EXCEEDS 
INR10M 

OTHER CASES

Domestic 16.995% 15.45%

foreign 15.836% 15.45%

PARTICULARS RESIDENT NON-RESIDENT

a) Short term capital assets 
other than b) below (Note 1)

Normal corporate / 
individual tax rates

Normal corporate / 
individual tax rates

b) Short term capital assets 
which are listed shares and 
units of equity orientated funds 
which have been charged to 
Securities Transaction Tax (STT)

15% 15%

c) long term capital assets 
which are listed shares in a 
company or units if an equity 
orientated fund, which has been 
charged to STT

Exempt Exempt

d) Other long term capital assets 20% 20%

1.1 Corporate Taxes

1.3 Minimum Alternative Tax

1.5 Capital Gains

A surcharge and education cess, as applicable is also levied
Note 1: A short term capital asset is one which is held for not more than 36 months (12 months in the case 
of shares, listed securities, units of mutual funds and zero coupon bonds)
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April 2001 and state that any income and 
expenses, including interest, arising from 
an international transaction between two/
more associated enterprises shall be com-
puted considering the arm’s length price. 
Indian tax authorities have a special cell 
of trained officers, who are responsible 
for all transfer pricing audits and it has 
been largely “successful” in positioning 
India’s transfer pricing administration as 
an aggressive one. 

1.7 DIRECT TAx CODE 
India has taken the next step toward 
structural changes in direct taxes by 
releasing a draft of the proposed new 
Direct Tax Code (DTC) for public debate. 
The proposed DTC will replace the exist-
ing Income Tax law upon enactment and 
is scheduled to come into effect on 1 April 
2011. The main principle of the DTC is to 
moderate tax rates, remove exemptions 
and simplify tax laws in line with interna-
tional tax principles. 

indirect taxes 
2.1 CUSTOMS DUTIES 
Customs duty is levied by the Central 
Government on the import/export of 
goods. The rate of customs duty appli-
cable to a product to be imported/
exported depends upon its classification 
under the Customs Tariff. The Customs 
Tariff is aligned with the internation-
ally recognised (Harmonized System of 
Nomenclature (HSN) provided by the 
World Customs Organisation. The peak 
rate of Basic Custom Duty is currently 
pegged at 10% for all goods other than 
agricultural and other specified products. 

2.2 CENvAT (ExCISE DUTY) 
Central Value Added Tax (CENVAT) is 
an excise duty levied by the Central 
Government on the manufacture or pro-
duction of movable and marketable goods 
in India. The rate at which excise duty is 
leviable on goods depends on the clas-
sification under the Excise Tariff. The 
Excise Tariff is primarily based on the 

eight digit HSN classification adopted 
so as to achieve conformity with the 
Customs Tariff. 

Under the rationalised structure, the 
main slabs of duty rates for Basic Excise 
Duty are Nil, 4% and 8%. In addition, some 
goods, such as motor vehicles, attract 
higher CENVAT rates of 20%. 

2.3 SERvICE TAx 
Service tax is levied on specified taxable 
services identified under Chapter V of the 
Finance Act, 1994 (the Act). At present 
over 100 services are classified as taxable 
under the Act. The existing rate of service 
tax is 10%. In addition, Education Cess of 
2% and Secondary and Higher Education 
Cess of 1% is also levied on the rate. Thus 
effective rate of service tax is 10.30%. 

2.4 SAlES TAx 
Sale of movable goods in India is chargea-
ble to tax at the central or state level. The 
Indian regulatory framework has granted 
power to state legislatures to levy tax on 
goods sold within that state. Such sales 
are, therefore, chargeable to Value Added 
Tax (VAT) at the rates notified under the 
VAT laws of the relevant state. 

All goods sold in the course of inter-
state trade are subject to Central Sales 
Tax (CST). CST is sought to be phased 
out in this year. 

2.5 vAlUE ADDED TAx (vAT) 
State level sales tax was replaced by Value 
Added Tax (VAT) with effect from 1 April 
2005 in the majority of Indian states. With 
the introduction of VAT many of the previ-
ous indirect taxes have been removed or 
reduced. The Finance Minster of India 
has reaffirmed the commitment in accel-
erating the introduction of Goods and 
Services Tax (GST) during financial year 
2010-11 in which a dual system will be 
created for both State and Central pur-
poses. GST is a comprehensive VAT on 
supply of goods and services. 

2.6 STAMP DUTY 
Stamp duty is levied at various rates on 

documents such as bills of exchange, 
promissory notes, insurance policies, 
contracts effecting transfer of shares, 
debenture, and conveyances for trans-
fer of immovable property. Transfer of 
shares in India is subject to a stamp duty 
levy at 0.25% on market value. 

n HOW TO STRUCTURE 
INVESTMENT INTO INDIA 
Some of the key tax considerations in 
determining how to structure an invest-
ment are: 
• The type of entity to be set-up in 

India; 
•  Investment route direct or through an 

intermediary 
•  Funding options in relation to debt 

and equity; 
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•  Repatriation of capital and profits 
•  Exit strategy 

n COMMON STRUCTURE OF 
HOLDING INDIAN INVESTMENTS 
ARE:
•  Invest in an Indian company directly 

through a Malaysian company; 
•  Invest in an Indian company through 

a third country (i.e. Mauritius, 
Singapore etc.,) 

Mauritius and or Singapore are pre-
ferred jurisdictions as they currently 
have certain favourable treaty provisions. 
Nevertheless, it must be highlighted that 
favourable treaty provisions alone should 
not be the motivating factor to structure 
an investment through those countries as 
it opens up to challenge by tax authori-
ties both in India and the intermediary 
country but any decision to route the 
investment through such countries must 
be backed by sound commercial reasons. 

n WHAT ARE THE TYPES OF 
ENTITIES / FUNDING OPTIONS 
A foreign company setting up operations 
in India can set up, amongst others, any 
one of the following entities (subject to 
certain specific rules): 

•  Wholly owned subsidiary company 
•  Joint venture with an Indian partner 
•  Liaison Office 
•  Project Office 
•  Branch Office 

The chosen entity will very much 
depend on the intended activities of the 
Indian venture. In addition, there are cer-
tain notification/approvals that need to be 
procured prior to setup. 

n REPATRIATION OF CASH FROM 
INDIA 
Dividends 
Dividends is the simple and most common 
form of repatriation. Dividends are freely 
repatriable after the payment of DDT by 
the Indian company declaring the divi-
dend. No permission of RBI is necessary 

for effecting a remittance, subject to speci-
fied compliance requirements. 

n REPATRIATION OF CAPITAL 
Equity funds can be repatriated only 
on liquidation or on transfer of shares. 
Limited buyback provisions are avail-
able under corporate laws. Capital reduc-
tion can be undertaken in certain cir-
cumstances with court approval. Certain 
sectors (like defence, construction and 
development of real estate) are subject 
to a minimum lock-in period before the 
capital can be repatriated. 

n OTHER FORMS OF PAYMENT 
FROM INDIA 
Subject to certain specific rules and regu-
lations, other payments from an Indian 
company could include management 
fees, technical fees and royalties, interest 
etc. Withholding Tax and Service Tax 
provisions in particular should also be 
considered in this light. 

n EXIT STRATEGY 
All investors at some point would consider 
exit from an investment and it is impera-
tive that this be considered at the very 
beginning when the organisation chooses 
to invest as the mode of investment may 
affect the exit strategy. There are various 
ways an organisation could exit as follows: 
• Selling off the Indian stake to strate-

gic investors 
• Initial Public Offering in India or over-

seas 
•  Sale of the Indian stake to any other 

private equity fund or venture capital 
fund 

•  Secondary sale of the Indian stake on 
stock markets 

•  Merger with an existing listed com-
pany 

•  Management / Company buy-backs. 

n SUMMARY 
The structuring of investments into India 
will have to be taken into consideration 
amongst others with regard to exit strat-
egy since there is a tax cost in terms of 
capital gains tax in India. The use of appro-
priate tax treaties, share buy-back, court 
approved share reduction can be consid-
ered in managing this exposure. 

It is also relevant to point out that in 
a recent case, where there was a sale of 
shares in a tax haven company that holds 
shares in an Indian operating company, 
the tax authorities sought to tax the gain 
arising from the sale since it related to an 
Indian asset. The Indian tax authorities 
are quite aggressive and this is some-
thing that you will have to appreciate 
when doing business in India. 

The tax rates may seem quite daunt-
ing. However as pointed out earlier in 
the article, but this can be managed by 
effective structuring of transactions and 
investments into India. 

In closing, India is positioning itself as 
an economic powerhouse with significant 
upside in terms of its growth potential 
which provides opportunities for busi-
nesses to tap. n

This ar ticle was contributed by 
Thanneermalai Somasundaram. The 
writer can be contacted at thanneerma-
lai.somasundaram@my.pwc.com
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Risks Management
in Audit Practices

ADVERTORIAL

No business is immune to risk. The idea is to either contract 

it out or to use professional indemnity insurance as a form of 

protection. But, in any case, identification of the practice risk 

is paramount. 

An audit practice takes on the added element of public 

expectation. Hence, the risk exposure at times could be 

wider. With the implementation of the ISQC 1 (International 

Standards on Quality Control) and the coming into being of 

the Audit Oversight Board (AOB) recently, risk management 

in an audit practice takes on a new dimension.

Risk management has to be holistic to be effective. For 

example, the introduction of AOB and ISQC 1 requires 

certain firm-wide structures to be put in place. Is your firm 

gearing to meet this requirement? What can be done to put 

things into the correct perspective? Note that even if you 

do not intend to be an AOB registrant, recent initiatives by 

the Companies Commission of Malaysia  (CCM) on audit 

quality may compel you to adopt ISQC 1 as your operational 

benchmark to better manage your practice’s risks vis-a-vis 

the regulators’ requirements. CCM is one of the regulators of 

the audit profession alongside MIA.

There are also risk issues relating to professional 

independence. Have you ever considered the legal 

implications of a letter of engagement? Have you considered 

the letter of engagement as an important risk management 

tool? Risks dealing with the letter of professional clearance 

should also be explored and properly appreciated. 

At the engagement level, issues of inappropriate audit 

qualification have been coming up frequently. An important 

question that is looming ahead is whether firms are ready 

for the clarified audit standards in 2011. What about Section 

174(8) and 174(8A) of the Companies Act on whistleblowing 

provisions? The CCM is already planning to re-visit this area 

due to the perceived lack of compliance. Is your firm ready 

for engagement with CCM? 

How prepared are you based on the risk management 

arsenal at your disposal? While firms are encouraged to 

run a self-assessment check in all these areas, you cannot 

manage the risk if you don’t identify the risks involved!

To help members prepare for all these challenges, MIA will 

be organising a seminar on managing risks in public practice. 

Case studies will be used in various real-life scenarios to 

better illustrate the risk management methodology that can 

be implemented. This is intended to enhance members’ 

confidence when dealing with AOB, CCM as well as MIA. In 

addition, the seminar will touch on the appropriate structure 

for audit practices.

Via this seminar, you will notice that a pervasive culture of 

information gathering and knowledge retention will enable 

the firms to better manage their risks. It is also hoped that 

this seminar will lead to a better pricing of the audit services, 

once the costs involved in managing these risks are fully 

factored in. By the end of the seminar, you will realise that 

even the revised RPG 7 is still too low an amount to charge 

for your audit services at today’s cost. 

Make a date with us on 19 August 2010!

PROUD HOST: Malaysian Institute of Accountants

Dewan Akauntan, 2, Jalan Tun Sambanthan 3, 

Brickfields, 50470 Kuala Lumpur

Tel: +603-2279 9200  Fax: +603-2273 5167
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incomeThe    disturbing growth of 

inequality

economy

When house-
hold income 
is unevenly 
distributed, 
i n c o m e 

inequality is said to exist.  
Achieving a world of complete 
income equality is an unrealis-
tic goal.  If a person’s income is 
the same regardless of wheth-
er he works or not, it is a safe 
assumption that most people 
would rather choose not to 
work.  Thus, the individual’s 
income must be linked to work 
in some way or other so that he 
is motivated to work and earn 
a living.  While there seems 
to be consensus that some 
degree of income inequality is 
needed, the extent of income 
inequality and its implications 
on society continue to be a 
subject of great debate.  

As far as measuring the 
extent of income inequality is 
concerned, the ‘Gini’ coeffi-
cient is the commonly used 
measure.  The Gini coefficient, 
also called the Gini ratio, is a 
measure of statistical disper-
sion developed by the Italian 
statistician Corrado Gini and 
was first published in his 1912 
paper entitled ‘Variability and 
Mutability’.  The Gini ratio is 
defined mathematically based 
on the ‘Lorenz’ curve, which 
plots the proportion of the 
total income of the population 
(y axis) that is cumulatively 
earned by the bottom x% of the 
population (see diagram 1).

The line at 45 degrees thus 
represents perfect equality of 
incomes. The Gini ratio can 
then be thought of as the ratio 
of the area that lies between 

Saravanan Ramasamy

AS I’VE OFTEN SAID... THIS [INCREASING INCOME 
INEQUALITY] IS NOT THE TYPE OF THING WHICH A 

DEMOCRATIC SOCIETY - A CAPITALIST DEMOCRATIC 
SOCIETY—CAN REALLY ACCEPT WITHOUT ADDRESSING. 

ALAN GREENSPAN, JUNE 2005

Source : Microeconomics Analysis, Hal R. Varian  
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THE DISTURBING GROWTH OF INCOME INEQUALITY

the line of equality and the 
Lorenz curve (marked ‘A’ in 
the diagram) over the total 
area under the line of equality 
(marked ‘A’ and ‘B’ in the dia-
gram); i.e. G=A/(A+B).  The 
Gini ratio can range from 0 
to 1.  The lower the Gini ratio 
is, the more equal is the dis-
tribution, with 0 correspond-
ing to complete equality and 
1 corresponding to complete 
inequality.

Worldwide Gini ratios for 
income, as reported in the 
2009 World Central Intelligence 
Agency (CIA) report, range 
from approximately 0.25 
(Denmark) to 0.70 (Namibia) 
although not every country 
has been assessed because 
of lack of data.  Malaysia’s 
Gini ratio for income was esti-
mated to be between 0.45 and 
0.49. This ranked Malaysia 

in the same league as China, 
Ecuador, Madagascar, Mexico, 
Mozambique, Nepal, Sri 
Lanka, the United States and 
Venezuela. What is also inter-
esting to note is that neighbour-
ing countries like Indonesia, 
Thailand and the Philippines 
ranked ahead of Malaysia, indi-
cating the fact that they have 
better income distribution (see 
diagram above.)

Indeed, income inequality 
had always been a concern for 
Malaysia.  In the 2008 paper 
entitled ‘Income Inequality 
in Malaysia’ published in the 
Asian Economic Policy Review 
Journal, it was claimed that 
income inequality was one of 
the reasons for the politically-
motivated ethnic riots in May 
1969 that led to the introduc-
tion of the New Economic 

Policy (NEP) 1971–1990. The 
NEP was acclaimed as a suc-
cessful model for redistribut-
ing income without sacrific-
ing growth. Under the NEP, 
Malaysia was able to pursue 
the redistribution strategy 
merely by increasing the size 
of the economic pie.  Various 
policies and programmes, 
from both the supply and 
demand side viewpoints, 
were implemented to reduce 
poverty and improve income 

distribution during this period. 
On the supply side, Malaysia 
pursued an open economy by 
promoting exports and impos-
ing low tariff rates.  Malaysia 
is one of the countries that 
did not tax its primary sec-
tor heavily in order to finance 
its growth. Government also 
played a major role particular-
ly in providing infrastructure, 

Source : Central Intelligence Agency (CIA), The World Factbook 2009
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education, and health facili-
ties. On the demand side, 
appropriate policies, such as 
inflation control and pursu-
ing foreign direct investment, 
were also able to decrease 
poverty and narrow income 
inequality.

The NEP was then suc-
ceeded by the National 
Development Policy (NDP) 
1991–2000 which was then 
later replaced by the National 
Vision Policy (NVP) 2001–
2010.  Although the basic strat-
egy of growth with equity was 
retained under the NDP and 
NVP, available data indicates 
that income inequality has 
increased since the early 1990s 
(see table and graph above).

The Gini ratio for Malaysia 
peaked in 1976 and fell there-
after to 1990.  However, from 
1990 onwards, inequality seems 
to have increased.  This is indi-
cated by the upward growth 
trajectory of the Gini ratio.  
Well, what did we do differently 
or what didn’t we do correctly 
that contributed to the earlier 
downward-trending Gini ratio 
gaining upward momentum? 

Several hypotheses have 
been forwarded to explain the 
widening of income inequal-
ity after 1990.  One of the 
major concerns is the role of 
education.  In a paper enti-

tled ‘Educational and Income 
Inequality in Malaysia’, 
Rahmah Ismail claimed that 
inequality in educational 
attainment may contribute to 
inequality in income distribu-
tion.  Students, both in urban 
and rural areas, must be able 
to reach the provision of bet-
ter and more efficient serv-
ices in our education system.  
This, in return, can enhance 
our ability to produce local 
skilled talents.  Malaysia has 
been moving up the industri-
alisation development chain 
from one that is labour-inten-
sive to that which is capital 
and technology-intensive.  
Consequently, this develop-
ment alters the pattern of 
demand for labour required 
by the industries by raising 
the demand for skilled and 
highly educated workers as 

the economy moves up the 
value chain.  Incentives for the 
development of intellectual 
properties in the area of infor-
mation and communication 
technology (ICT), biotechnol-
ogy and high-value adding 
manufacturing, including in-
sourcing of high-value adding 
processes and out-sourcing of 
low-value adding processes 
are now given priority.  This 
profound shift in the govern-
ment’s macroeconomic policy 
will result in structural chang-
es required in the economy, 
as we cannot compete using 
the old industrial economy.  

Though Malaysia has 
been producing thousands 
of graduates every year, it 
is not far-fetched to state 
that our education system is 
not up to mark and neither 
are the vast graduates pro-

duced by the system.  Since 
the supply of this type of 
skilled talents lagged behind 
their demand, then these 
skilled workers were able to 
command an increasing pre-
mium over unskilled work-
ers.  At the same time, the 
divergence of the wages of 
skilled and unskilled work-
ers is said to be enhanced 
by the massive entry of 
unskilled foreign labour 
into the Malaysian economy 
that dampened the wages of 
unskilled labour.  

Malaysia can no longer 
rely on cheap labour and low 
cost of production. We can 
only compete on quality and 
perceived value.  To be able 
to do this successfully, we 
need to reduce inefficiency 
and wastage while focusing 
on improving productivity.  
We need to focus on the pri-
orities that can ensure suc-
cess, that is, growth with 
equity.Unequal income distri-
bution is not conducive for 
promoting social cohesion 
and providing an acceptable 
level of quality of life for all 
Malaysians.  It is also not 
consistent with our aspiration 
of becoming a high-income 
and high value-added econ-
omy model envisaged in the 
New Economic Model (NEM) 
which was unveiled by the 
Prime Minister recently. After 
all, one of the key thrusts 
of NEM is to promote inclu-
siveness which will enable all 
communities to contribute to 
and share in the wealth of the 
country. n

Saravanan Ramasamy has a 
Master’s degree in economics 
from the National University of 
Singapore.  He can be contact-
ed at sr_vanan@yahoo.co.uk

THE DISTURBING GROWTH OF INCOME INEQUALITY

Income share (percentage)
percentage of households 1970 1976 1979 1984 1987 1990 1993 1995 1997 1999 2002 2004

top 20% 55.7 57.7 55.8 53.2 51.2 50.4 n/a 51.3 52.4 50.5 51.3 51.2

mean household income n/a n/a n/a n/a n/a n/a n/a 5202 6854 6268 7745 8337

middle 40% 32.9 31.2 32.4 34  35 35.3  n/a 35 34.4 35.5 35.2 35.3

mean household income n/a n/a n/a n/a n/a n/a n/a 1777 2250 2204 2660 2874

Bottom 40% 11.5 11.1 11.9 12.8 13.8 14.3 n/a 13.7 13.2 14 13.5 13.5

mean household income n/a n/a n/a n/a n/a n/a n/a 693 867 865 1019 1101

gini ratio 0.513 0.529 0.505 0.483 0.458 0.446 0.459 0.464 0.47 0.443 0.461 0.462

mean household income 264 514 763 1095 1074 1163 1563 2020 2606 2472 3011 3249

GINI RATIO
0.54

0.52

0.5

0.48

0.46

0.44

0.42

0.4

 
1970  1976  1979  1984  1987  1990  1993  1995  1997  1999  2002  2004 

NEP NDP NVP

Source: Income Inequality in Malaysia, Asian Economic 
Policy Review (2008)3, 114-132
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In Malaysia, properties are usually sold 
by estate developers before and during 
the construction process. Typically, the 
buyer will enter into a sales agreement 
with the property developer for a spe-

cific unit during the development process. This 
is commonly referred to as an ‘off plan’ arrange-
ment. The arrangement will require the buyer 
to pay a deposit that is non-refundable unless 

the developer fails to deliver the unit. Such an 
arrangement usually involves a legal obligation 
on both parties. Apparently, the revenue recogni-
tion differs between firms with some developers 
preferring to recognise the revenue based on 
the construction progress and others when the 
property is handed over to the buyer.

>> in brief 

There are two standards that are used for rec-
ognition and measurement purposes for con-
struction and real estate development - FRS 111, 
Construction Contracts and FRS 118, Revenue.  
The primary objective of IFRIC 15 is to address 
two primary issues:
• whether the agreement for the construction 

of the real estate falls within the scope of FRS 
111 or FRS 118; and 

• the timing of the recognition from the con-
struction of the property development.

Depending on the surrounding facts and cir-
cumstances, agreements for the sale and con-
struction of property development may come in 
different forms. Some organisations are involved 
primarily in construction services while others 
are involved in the delivery of units. IFRIC 15 
provides the guidelines to determine the appropri-
ate approach under varied circumstances. The 
judgement with respect to the agreement must be 
based on the assumption that the agreement has 
been analysed and the definition of a construction 
contract under FRS 111 has been met. 

Agreements may be broadly divided into 
identifiable components and accounted for sepa-
rately. To illustrate an example, assume that a 

accounting

THERE HAVE BEEN MAJOR CONCERNS ON THE MODEST GUIDELINES 
GIVEN TO PRACTITIONERS ON THE PROPER REVENUE RECOGNITION 
PRACTICES ON REAL ESTATE DEVELOPMENTS AND CONSTRUCTION 
CONTRACTS. THE ADOPTION OF IFRIC 15, AGREEMENTS FOR THE 
CONSTRUCTION OF REAL ESTATE ON 1 JULY 2010 HAS FINALLY 
RESOLVED THIS ANOMALY. 

IFRIC 15Assoc. Prof. Dr. Hassan Ali

Understanding

IFRIC 15 provides the guidelines to determine the 
appropriate approach under varied circumstances. 

The judgement with respect to the agreement must 
be based on the assumption that the agreement has 

been analysed and the definition of a construction 
contract under FRS 111 has been met. 
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property developer purchases an acre of land 
and acquires an approval to built 30 housing 
units. The developer markets the units and signs 
the sales agreements with potential buyers. The 
buyers pay a deposit but have no legal right to 
rescind from the agreement unless the developer 
fails to deliver the units within the stipulated date. 
The developer is responsible for all structural 

and construction designs and the buyer has no 
influence over it. There are two components to 
this agreement – one is on the sale of the unit and 
the other is the construction development.

The sale of the unit falls within the scope 
of FRS 118 and should be recognised accord-
ingly. However, the construction component will 
depend on the underlying substance of the agree-
ment. An important consideration when deter-
mining whether it falls under FRS 118 is whether 
the buyer is able to specify the structural design 
of the unit. IFRIC 15 stipulates that an agreement 
for the construction of property meets the defini-
tion of a construction contract when the buyer is 

able to specify “the major structural elements of 
the design of the real estate before construction 
begins; and or major structural changes once 
construction is in progress” - paragraph 11. Thus, 
if the buyer has no control over the structural 
elements of the property, the definition of a con-
struction contract is not met and the agreement 
shall be accounted for under FRS 118, Revenue. 
Such agreement will result in deferring the rec-
ognition revenue until the entire construction is 
complete.

FRS 111 defines a construction contract as “a 
contract specifically negotiated for the construc-
tion of an asset or a combination of assets that are 
closely interrelated or interdependent in terms 
of their design, technology and function” - para-
graph 3. In addition, the standard also includes 
contracts for ‘the rendering of services which are 
directly related to the construction of the asset’ 
– paragraph 5. Thus, if the agreement meets the 
definition of a construction contract, including 
the rendering of services such as the sale of 
units, and its outcome can be reliably measured 
then the recognition should be based on the 
stage of completion of the transaction using the 
percentage of completion method.

The term rendering of services needs to 
be further elaborated. When an entity is NOT 
required to acquire or supply construction mate-
rials, for example, when a developer is respon-
sible only for assembling of materials and is not 
involved in its acquisition (i.e. there is no invento-
ry risk on the construction materials), the agree-
ment is not a construction contract but is deemed 
as rendering of services [IFRIC 15, BC22]. The 

UNDERSTANDING IFRIC 15

IFRIC 15 stipulates that an agreement for the 
construction of property meets the definition of a 
construction contract when the buyer is able to specify 
“the major structural elements of the design of the 
real estate before construction begins; and or major 
structural changes once construction is in progress.” 
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revenue shall then be recognised based on the 
stage of completion of the transaction using the 
percentage of completion method.  

If the agreement requires the entity to acquire 
construction materials, in addition to rendering of 
services, the entity is not permitted to adopt the 
stage of completion method unless the risk and 
rewards are transferred to the buyer on a gradual 
or continuous basis. Thus, recognition of revenue 
can only take place when an entity transfers con-
trol and the risk and reward of ownership to the 
buyer. This is referred to as ‘sale of goods’. 

If the transfer of risk and rewards of owner-
ship of the unit occurs at a ‘single point of time’ 
(i.e. only upon completion or upon delivery of 
the unit), the revenue is recognised when the 
entity no longer retains ‘continuing manage-
rial involvement’ over the units sold [FRS 118, 
paragraph 14]; and the amount of revenue and 
costs incurred on the transaction can be reliably 
measured. 

>> disclosures

Once the criteria of FRS 118, paragraph 14 have 
been met and the entity applies the percentage of 
completion method, the following disclosures are 
required under IFRIC 15, paragraph 20:

• how the entity determines which agreements 
meet all the criteria in paragraph 14 and 18 
continuously as construction progresses;

• the amount of revenue arising from such 
agreements in the period; and

• the methods used to determine the stage of 
completion of agreements in progress

>> issues and impact

This interpretation may require further enhance-
ment if it needs to be pursued effectively. For 
example, IFRIC 15 does not elaborate on the 
degree and extent of managerial involvement. 
The onus lies on the entity to prove that mana-
gerial involvement no longer exists whenever 
significant risk and rewards of ownership have 
been transferred if it wishes to adopt the per-
centage of completion method. This may not be 
practical in situations where a developer would 
guarantee refund on the buyer’s payment if the 
unit is not delivered within the agreed period, as 
is usually the case. Such guarantees are deemed 
as ‘managerial involvement’ and may affect the 

timing of the revenue recognition even if the con-
tract stipulates that other risk and rewards are 
continuously transferred to the buyer.

In addition, the interpretation will cause major 
impact for small and medium-sized contractors 
(and developers) who are involved in the market-
ing of their own property because the revenue 
recognition, which effectively means the profit, 
can no longer be recognised until the entire 
construction project is complete. It is unlikely 
that many developers and construction firms in 
Malaysia will adhere willingly to this interpreta-
tion if it will result in significant changes to their 
revenue recognition. n  

The writer is an Associate Professor in Accounting 
with the Graduate School of Business, Universiti 
Sains Malaysia. He can be contacted at hasanali@
usm.my

UNDERSTANDING IFRIC 15

Is the arrangement 
only for rendering of 
services?

Is the recognition cri-
teria for sale of goods 
met on a continuous 
basis?

Revenue is recognised 
at a single point of time 
when all conditions under 
FRS 118, paragraph 14 
have been met.

• OVERVIEW ON REVENUE RECOGNITION

NO

NO

NO

YES

Does the component 
of the construction con-
tract meet the definition 
of FRS 111?

Revenues are recog-
nised using the stage 
of completion method

YES

YES

Does the arrangement meet the definition 
of construction contract under FRS 111?
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oversight board: 
Billy Kang, Chairman Audit Practice Subcommittee, MIA

In the Budget Speech 2008, then-
Prime Minister Tun Abdullah 
Ahmad Badawi announced the 
need for the establishment of an 
audit oversight mechanism to 

regulate and oversee the proper financial 
reporting of the Public Interest Entity 
(PIE). Subsequently, this year saw the 
passing of the Securities Commission 
(Amendment) Act 2010 by our Parliament 
which provided for the setting up of the 
Audit Oversight Board (AOB).

Under the Act, the AOB has been 
given a wide range of supervisory and 
disciplinary powers to ensure the qual-
ity functioning of PIE auditors. On the 
other hand, MIA is also tasked under the 
Accountants Act, 1967 to see the orderly 
development of the accountancy profes-
sion and its members. In this respect, 
both parties have their respective roles 
to play in developing the auditing profes-
sion, especially in the domain of the PIE 
sector. AOB will certainly compliment 
the function of MIA as the regulatory 
body in Malaysia. 

BRIEFLY, THE AMENDMENT TO THE ACT PROVIDED FOR THE 
 FOLLOWING WHICH ARE RELEVANT TO THE AUDITING PROFESSION:

1 functions of the Securities Commission (SC) in relation to audit 
oversight:
a) To promote and develop an effective and robust audit over-

sight framework;
b) To promote confidence in the quality and reliability of audit-

ed financial statements; and
c) To regulate auditors of PIE

2 functions of AOB in respect to the auditing profession:
a) To implement policies and programmes in ensuring effective 

audit oversight;
b) To regulate auditors of PIE;
c) To register auditors of PIE;
d) To direct MIA to establish or adopt auditing and ethical stand-

ards;
e) To conduct inspection on and monitor PIE auditors to assess 

compliance on the adopted standards; and
f) To cooperate and liaise with other authorities and oversight 

boards from other jurisdictions.

implications on small and Medium-sized 
 practitioners – an issue of capacity and  quality

Audit
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AUDIT OVERSIGHT BOARD: IMPLICATIONS ON SMALL AND MEDIUM-
SIZED PRACTITIONERS – AN ISSUE OF CAPACITY AND QUALITY
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AUDIT OVERSIGHT BOARD: IMPLICATIONS ON SMALL AND MEDIUM-
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From the above, it can be noted that 
quality performance of PIE auditors is the 
primary objective of the SC and the Board. 
The Board will be guided by International 
Standard on Quality Control 1 (ISQC 1), 
which MIA had adopted since 2006.

The Amendment Act did not clear-
ly spell out what organisations come 
under the PIE definition. All public-list-
ed companies are definitely within the 
ambit. What about Government-Linked 
Companies (GLCs)? Are Cooperatives, 
Associations and Non-Governmental 
Organisations (NGO’s) considered as 
PIEs, and therefore their auditors must 
be AOB-registered? What about those 
companies registered as a ‘public compa-
ny’ under S.16 and S.25 of the Companies 
Act, 1965 but which are not traded on the 
KLSE?

We were informed that AOB is sort-
ing out the matter. While waiting for the 
solution, let’s examine some implications 
of this oversight regime on our SMP 
practitioners.

isQc 1 compliance

Complying with ISQC 1 remains a great 
challenge to our SMP firms. Certain pro-
visions of this Standard have direct impact 
on firms of PIE auditors. For example:

a) Firm’s Structure
Structurally, a firm should have the fol-
lowing designated partners:
i)  Audit Compliance Partner (para 

40-110 and 50-100), whose task is to 
set standards and policies for the firm’s 
audit work and supervise compliance 
without actually becoming involved 
in detailed compliance work. He is 
also responsible for monitoring that 
the firm has complied, and is likely to 
continue to comply, with the audit leg-
islation, regulations and guidelines.

ii)   Engagement Quality Control Reviewer 
(para 50-170), whose task is to per-
form a ‘quality review’ before the audit 
report is signed off. This task should be 
undertaken by an independent partner 
in the firm.

iii)  Engagement Partner, who is respon-
sible for the audit engagement and 
its performance, and for the auditors’ 
report that is issued on behalf of the 
firm.

Although the Standard provides for 
the engagement of suitably qualified 
outsiders (e.g. para 40-670, 50-170) to 
undertake some of the quality assurance 
functions, the Standard emphasised that 
persons put in charge of the respective 
functions must have the seniority and 
experience necessary to discharge their 
responsibilities. Anything lesser would 
almost certainly mean a failure to comply 
with the requirements.

Viewed in light of the above, a firm of 
say fewer than three partners certainly 
faces great challenges to meet the above 
requirements. 

b) Human Resources
Staffing is an ever-challenging issue in 
SMP practices. Faced with the rising cost 
of living and the shortage of trained audi-
tors, SMPs just cannot keep up with the  
ever-increasing remuneration packages 
to retain their staff.

The matter is further compounded by 
the ‘competence and capability’ require-
ments (para 30-200) of ISQC 1. This para-
graph states that the firm should establish 
and maintain a level of competency for the 
various levels of responsibilities within 
the firm. This includes, inter alia, techni-
cal knowledge; leadership skill; commu-
nication skill; analytical and judgemental 
skills. In fact, firms are encouraged to 
benchmark their staff’s competency to 
the internationally accepted International 
Education Standards (IES) 8 issued by 
IFAC. In addition, the firm is expected to 
provide continuous professional develop-
ment for its staff. These aggravate the 
‘cost factors’ of SMP practices.
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c) Engagement Performance
ISQC 1 (para 40-100) states that a firm 
must comply with the relevant legisla-
tion, regulations and guidelines. The 
Standard recommended that firms intro-
duce procedures and documentation to 
evidence compliance with this require-
ment.

This is a firm-wide requirement and 
not engagement-specific. Thus, the firm 
will have to put in place proper and ade-
quate processes and procedures across 
the board to ensure every engagement 
meets the standard expected.

The above illustrates the three 
key areas a PIE audit firm will have to 
address. ISQC 1 does not differentiate 
between the Big Four and SMPs. Nor are 
the expectations of AOB any less. Given 
the limited human resources of SMPs, it 
is definitely a challenge.

Quality review

S. 31v of the Amendment Act provides 
that the AOB shall, from time to time, 
conduct inspection to assess a) the 
degree of compliance with the auditing 
and ethical standards; and b) the quality 
of audit reports. These functions are akin 
to MIA’s Practice Review and Financial 
Statements Review.

MIA introduced Practice Review 
since 2004. It proved to be a challenging 
job for both MIA and the audit practi-
tioners.

AOB is in the process of looking into its 
methodology. However, MIA was given to 
understand that both parties will be work-
ing closely on this matter. Quality financial 
statements of PIE are AOB’s main con-
cern, as it brings stakeholders’ confidence 
to our capital market. Therefore, AOB is 

not expected to compromise on this.
The auditing profession is becoming 

‘onerous’ of late, to say the least. There 
are many professional standards and eth-
ics that the auditors have to comply with 
and abide by. Compliance has its cost 
which the SMP can ill afford! Not many 
are prepared to invest huge sums of 
money to meet the requirements of ISQC 
1 for fear of not being able to recoup the 
investment.

At the same time, there are many 
stakeholders looking over our (the audi-
tors’) shoulders and putting our work 
under the microscope. That is fine if the 
stakeholders are prepared to pay top dol-
lar for the work done. But this will not be 
the case.

We are in a catch-22 situation. Thus, 
SMPs should seriously consider whether 
or not they want to be PIE auditors. n
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globAl: Setback for global 
accounting rules
Bob Herz, chairman of the 
Financial Accounting Standards 
Board, the US accounting rule 
maker, has confirmed one of the 
profession’s worst kept secrets. 
The world’s top accountants will 
not meet the June 2011 deadline 
set by the group of 20 industr-
ialised nations to create a sin-
gle global accounting standard, 
reports the Financial Times.
Global convergence of account-
ing standards has been a holy 
grail for accountants for more 
than 30 years. They argue that 
getting the world’s largest com-
panies to harmonise their finan-
cial reporting would improve 
capital flows, best serve investors 
and reduce the possibility of cor-
porate fraud such as at Enron and 
Parmalat, the report added.
Since the financial crisis, the 
report said that regulators and 
politicians have increasingly 
shared that view. Also, the drive 
for convergence had taken on 
specific urgency since US pros-
ecutor Anton Valukas in March 
revealed Lehman Brothers had 
shifted $50bn off its accounts 
at quarter end thanks to the 
accounting “gimmick” Repo 105.
While permissible under US rules, 
using Repo 105 was not allowed 
under international rules. 
However, the global account-
ing standards setters - the US 
FASB and the International 
Accounting Standards Board - 
have now signalled after weeks 
of speculation that they are 
reconsidering their timetable for 
convergence. This follows com-
plaints from investors and com-
panies that they were rushing 
the process and could make mis-
takes that would hurt company 
reporting in the future, reports 
the London-based newspaper.
The report quoted Herz as saying 
that the standard-setters could 
expect that the convergence 
process - which includes around 
a dozen projects - may run into 
the start of 2012.
On this matter, it noted that 
experts say that the delay is a hic-
cup but it may not be disastrous.

It is not unusual for account-
ing rule-makers to rejig deadlines 
during their standard-setting 
process, but the G20 ministers 
have pushed for June 2011 in 
part because it is seen as par-
ticularly important in moving 
US companies to international 
standards.
Canada, Brazil and also pos-
sibly Japan will adopt interna-
tional standards during the year 
and “there was pressure to get 
convergence by then” to build 
momentum, says David Larsen of 
Duff Phelps, a US financial advi-
sory firm.
There is also concern among 
some members of the Basel 
Banking Committee over how 
to calculate leverage ratios 
because the rule-makers have 
not yet reached an agreement 
on the disparate rules on what 
goes on and off-balance sheet, 
the report said. n

uK: Accountants ready for 
taxman’s spot checks
A firm of accountants is expand-
ing its team of tax experts fol-
lowing the announcement of 
increased powers for the taxman. 
Garbutt and Elliott, which has 
offices in York and Leeds, has set 
up a tax investigation service for 
businesses facing scrutiny of their 
financial affairs, reports Yorkshire 
Evening Post.
Under the new rules, HMRC is 
now able to check aspects of 
everyone’s tax informally, rather 
than having to launch a formal 
inquiry, reports the UK regional 
newspaper.
Nick Scull, head of tax at Garbutt 
& Elliott, said: “This is a very sig-
nificant change. It increases the 
risk of businesses being subject 
to some form of review.
“Most inquiries are targeted, but 
many are selected at random. 
They can also be costly and time-
consuming both in terms of tax 
and professional fees”.
Scull said the service would pro-
vide increased protection against 
extra professional fees incurred as 
a result of any inquiry.
He added: “Our considerable 
expertise in negotiating with 

HMRC also means we may be 
able to reduce any settlement or 
assessment.” n

uS: Mark-to-Market in 
Proposed Accounting 
Standards overhaul
The group that sets corporate 
accounting standards proposed 
an overhaul of the way lenders 
record the value of their assets, 
hoping that more stringent and 
consistent reporting rules might 
help avert another financial cri-
sis, The New York Times’ Eric Dash 
reported.
Under the new rules, banks and 
other lenders would be required 
to book their loans at their cur-
rent market value, a method 
called mark-to-market account-
ing. Previously, they had more 
leeway in valuing assets, so long 
as they expected to hold them 
for a long period of time. Critics 
called that approach mark to 
make believe.
In a posting at the New York 
based Dealbook.blogs, it said 
banks already use mark-to-mar-
ket accounting for stocks and 
complex mortgage bonds whose 
value fluctuates through daily 
trading. The change in the way 
they treat the value of loans, 
however, is expected to be greet-
ed with fierce opposition from 
banks.
It added that banks claim that 
the change would force them 
to take big losses on loans dur-
ing periods of economic distress. 
Doing so would mislead inves-
tors, they say, because the loans 
would probably still pay off over 
time even if they were trading at 
lower market prices.
Big investment banks, like 
Goldman Sachs and Morgan 
Stanley, should not be affected 
much by the new rules because 
they have traditionally used 
mark-to-market accounting. For 
regional and community banks 
that make commercial loans to 
the vast majority of the nation’s 
8,000 lenders, the impact could 
be drastic, the posting noted.
The group proposing the change, 
the Financial Accounting Standards 
Board, an independent body that 

sets United States accounting 
standards, said the rules would 
take effect for the biggest banks as 
early as 2013. Smaller banks, with 
less than $1 billion in assets, would 
be permitted to wait until 2017, the 
posting added.
The Amer ican Bank ers 
Association released a statement 
that said the accounting change 
would present significant prob-
lems, not only for banks, but also 
the general economy. If imple-
mented, the proposal would 
greatly undermine the availabil-
ity of credit by making it difficult 
to make many long-term loans, 
the value of which, even if per-
forming perfectly, would likely 
be reduced on the day a loan is 
made. n

DubAI: new Shariah 
standards adopted
The Accounting and Auditing 
Organisation for Islamic Financial 
Institutions (AAOIFI) has adopted 
three new Shariah standards. This 
includes a ruling on standards for 
the disposal of rights, bankruptcy 
and the management of liquidity, 
collection and use.
“The adoption of these three 
standards, together with those 
adopted in previous years, are 
an important addition to our 
standards, both in terms of kind 
and number,” said AAOIFI sec-
retary general Mohamad Nedal 
Alchaar, according to a report by 
TradeArabia News Service.
He is qouted further as saying: 
“The number of new standards 
adopted since the beginning 
of last year is 14 so far, bring-
ing the total number of existing 
standards to more than 84. This 
is a significant achievement for 
AAOIFI.
“There is a need for formulat-
ing such standards because of 
the increased complexity seen 
by the Islamic financial services 
industry in its different products 
and transactions, as well as the 
steadily increasing growth of the 
Islamic finance industry.
“The aftermath of the global 
financial crisis affirmed the need 
for AAOIFI to keep pace with the 
changes arising from such crisis.” n
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IFAC 
news

IAASB ANNUAL REPORT HIGHLIGHTS 
IMPLEMENTATION AND ASSURANCE 
DEVELOPMENTS
The International Auditing and Assurance 

Standards Board (IAASB) released its 2009 

annual report recently. The report high-

lights the completion of the landmark Clarity 

Project surrounding the IAASB’s International 

Standards on Auditing (ISAs), the development 

of adoption and implementation resources for 

the ISAs, and the launch of innovative new 

projects to address emerging issues.

“During a period of great financial instabil-

ity and uncertainty, auditors and assurance 

practitioners faced significant challenges. By 

seeking public input, responding to emerging 

needs, and supporting the implementation 

of global standards, the work of the IAASB 

continued to contribute to the restoration and 

maintenance of public confidence in informa-

tion used for decision-making,” said IAASB 

Chairman Arnold Schilder. “This has required 

diligent adherence by the IAASB to its public 

interest mandate, which is now entrenched in 

how the IAASB operates.”

This first year of the IAASB’s 2009-2011 strat-

egy and work programme saw the IAASB 

produce a range of tools and resources to 

assist auditors in implementing the now-

effective suite of Clarified ISAs. Recognising 

the significant demand from auditors and 

preparers for additional guidance in light 

of the financial crisis, this work programme 

included a project to develop guidance on 

auditing complex financial instruments. The 

year 2009 also marked an important transi-

tion to new projects to address a wide range 

of information needs, such as greenhouse 

gas emissions, pro forma financial informa-

tion included in prospectuses, controls at 

service organisations, and xBRL. The board’s 

standard-setting efforts to address the needs 

of small and medium-sized entities, and 

those who provide services to them, were 

also progressed in 2009 with the initial steps 

to update and revise the IAASB’s standards 

addressing review and compilation engage-

ments. Incorporating public input is essential 

to ensuring that the IAASB has insights to the 

different perspectives of international regu-

lators and organisations, national auditing 

standard setters, practitioners, academia, and 

other stakeholders. Its commitment to active 

engagement with stakeholders is reflected 

in the various outreach activities described 

in the report that the IAASB participated in 

during 2009.

The annual report includes a report from the 

Chairman of the IAASB Consultative Advisory 

Group on the work of the group in providing 

input to the IAASB. The IAASB also continues 

to receive oversight from the Public Interest 

Oversight Board.

The report notes some of the issues the IAASB 

will address in the coming years, including 

those arising from today’s global economic 

crisis. To further inform its work programme, 

the IAASB has released an online questionnaire 

and invites comment on where the IAASB 

should focus its efforts during 2012-2014.

The 2009 IAASB annual report can be down-

loaded from www.ifac.org/IAASB/Resources.

php#AnnualReports. Readers are also encour-

aged to visit the new Clarity Center on the 

IAASB website (web.ifac.org/clarity-center/

index) for more information on the Clarity 

Project and the full suite of standards that 

came into effect for audits of financial state-

ments for periods beginning on or after 15 

December 2009. n 

IFAC SEEKS VIEWS ON ITS 2010-2012 
STRATEGY AND WORK PLAN TO SERVE 
PROFESSIONAL ACCOUNTANTS IN 
BUSINESS
IFAC has released for comment an exposure 

draft (ED) setting out its proposed 2010-

2012 strategy and work plan prepared by its 

Professional Accountants in Business (PAIB) 

Committee.

The proposed plan outlines the direction and 

priorities of IFAC’s services relevant to profes-

sional accountants in business. This public 

consultation is a first-time opportunity for IFAC 

member bodies and other key stakeholders 

to comment on the proposed vision, strategic 

direction, and corresponding work plan for 

this key constituency.

The proposed strategic direction focuses on 

enhancing the profile, influence, and rele-

vance of professional accountants in business 

and identifies two specific objectives:

1.  Increasing awareness of the important 

roles professional accountants play in cre-

ating, enabling, preserving, and reporting 

value for organisations and their stakehold-

ers; and

2.  Supporting the professional accountants 

in business within IFAC member bodies by 

facilitating the communication and sharing 

of good practices and ideas. 

“Well over half of the total number of pro-

fessional accountants is within enterprises, 

and these professional accountants in busi-

ness play a wide range of roles,” said PAIB 

Committee Chair Roger Tabor. “The proposed 

strategic direction provides a basis for IFAC 

to determine how best to serve this large, 

diverse constituency at a global level.” he 

added. n  

THE IFAC UPDATE PROVIDES 
 SUMMARIES OF IFAC DEVELOPMENTS 
OVER THE PAST MONTH.
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R esearch indicates 
t h a t  a v e r a g e 
organisations lose 
between 1% and 
7% of their annual 

revenues to fraud. However, 
managing the risk of fraud is 
the same in principle as any 
other business risk.

Despite the available 
research, many senior man-
agers still seem to believe that 
fraud risk does not exist in 
their organisations, so it does 
not need to be managed. 

In 2003, when the first 
guide to fraud risk written by 
myself and Martin Samociuk 
was published, the world was 
still coming to terms with the 
aftermath of the huge finan-
cial scandals of the late 1990s 
and early 2000s. The US 
Sarbanes Oxley Act 2002 
was looming and corporate 
governance and risk manage-
ment appeared to be gaining 
ground in corporate board-
rooms. At last, it seemed as 
if we were on the verge of 
cracking down on big-time 
fraudsters. 

Eight years on, we wit-
nessed a global financial cri-
sis which exposed unethical 
and fraudulent behaviour on 
a scale rarely seen before. 
Rather than preventing fraud, 
it seems as though the huge 
focus on risk management 
and corporate governance has 
actually provided the smoke-
screen behind which fraud-
sters thrived. 

We believe it’s now time 
for senior managers to accept 
the reality that there is fraud 
potential in any organisation 
which has assets or cash. 
Fraudsters are continually 
looking for new targets and, if 
unchecked, frauds will aggres-
sively eat away at profits and 
budget. Looked at this way, 
then the very act of managing 
fraud risk is in fact just anoth-
er way of improving profit-
ability, efficiency and financial 
performance. 

However, before an organi-
sation can implement an effec-
tive fraud risk management 
system, senior management 
needs to dispel three myths. 

How fraud risk management

FRAUD RISK IS OFTEN 
NEGLECTED, BUT MANAGING 

IT PROPERLY COULD BOOST 
YOUR PROFITS BY UP 

TO 7%, SAYS NIGEL IYER, 
CO-AUTHOR WITH MARTIN 

SAMOCIUK OF ‘A SHORT 
GUIDE TO FRAUD RISK’. 

can boostyour profits

management+business
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HOW FRAUD RISK MANAGEMENT 
CAN BOOST YOUR PROFITS

2 The ‘we understand our 
fraud risks’ myth. 

n REALITY

few organisations really understand 
their fraud risks. Many have become so 
overburdened with compliance, form filling 
and checklists that they focus on preventing 
generic fraud methods and lose sight of the 
fact that fraud is committed by inventive 
people. Organisations have been fighting an 
enemy about which they know very little. 
They know even less about how to deal with 
them. 

1 The ‘Not our organisation’ 
myth - fraud is a negligible 

cost to our organisation and does 
not affect profits. 

n REALITY
We have practical experience from the many 
hundreds of frauds that we have investigated 
over the last 25 years. The vast majority of 
victim organisations believed prior to discovery 
that they did not have any fraud. In reality, 
for the past decade the annual cost of fraud 
in average companies has been estimated 
by numerous surveys to be around 1 – 7% of 
turnover. So if you could find a way of reducing 
your fraud to zero, you could increase your 
profit by up to 7%. 
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towards a solution

Once we can accept these truths 
about fraud then we can see the 
rationale for practical and effective 
fraud risk management. Prevention 
of fraud can then be valued as an 
investment with a fantastic return, 
rather than a burden to the organi-
sation. Elements of an effective 
fraud risk management strategy 
should include: 
• developing an anti-fraud cul-

ture 
•  assessing fraud risk 
•  treatment of fraud risk 
•  detecting fraud 
•  managing incidents 
•  measurement of resistance to 

fraud. 

Any effective fraud risk man-
agement strategy should factor in 
the human element, rather than 
become too rigid. A vital element 
in conducting a fraud risk assess-
ment of the threats is to provide 

adequate resources and training 
to business line managers so that 
they understand how fraudsters 
think and work as well as how they 
seek to bypass controls. In other 
words, train managers to evaluate 
anti-fraud controls through a fraud-
ster’s eyes. This way the managers 
will have a better chance of assess-
ing whether existing controls are 
effective. 

We believe that executives who 
can build an organisation with a 
high resistance to fraud will be able 
to bridge some of the most signifi-
cant gaps between theory and prac-
tice which still exist today, thereby 
adding significant value for share-
holders and stakeholders alike. n

Nigel Iyer is the author of ‘A short 
guide to fraud risk’, co-authored 
by Martin Samociuk. This article 
first appeared in CIMA Insight, 
and it is published by CIMA 
(Chartered Institute of Management 
Accountants). 

3The deterrent myth - 
fraud investigations 

have a significant 
preventative effect. 

n REALITY
Many of the investigations which 
are carried out into fraud and 
corruption are long, drawn out 
and phenomenally expensive. 
With some exceptions they end up 
punishing people in the middle 
or the lower echelons of the fraud 
hierarchy rather than the people at 
the top. 

HOW FRAUD RISK MANAGEMENT 
CAN BOOST YOUR PROFITS

In other words, train managers 
to evaluate anti-fraud controls 
through a fraudster’s eyes. This 
way the managers will have 
a better chance of assessing 
whether existing controls are 
effective. 



2010-139 BAR AT FPAd OP.indd   2 6/14/10   5:25 PM



48     accountants today | JULY 2010

Gone are the days when a 
CFO concentrated primarily 
on numbers. Indeed, some 
companies have passed on 
the duties of a chief operat-

ing officer (COO) to the CFO, plung-
ing CFOs deep into negotiations around 
business development, corporate culture, 
human capital and marketing. 

Even when it comes to reporting, 
the CFO’s horizons have broadened. 
Financial management used to mean lit-
tle more than reporting historical results 
of legal entities. However, changing capi-
tal markets, deregulation and globalisa-
tion require financial professionals to go 
beyond reporting on the past; they must 
also interpret past results for their impact 
on the current business environment to 
plan for the future. 

DRIVEN BY REGULATION, 
RESTRUCTURING, INCREASED 
ACCOUNTABILITY AND 
SHAREHOLDER SCRUTINY, 
THE CFO OR CHIEF FINANCIAL 
OFFICER’S ROLE HAS CHANGED 
AND ExPANDED IN RECENT 
YEARS. IMPLEMENTING THE 
RIGHT IT SOLUTION CAN BE 
OF IMMENSE HELP TO THE CFO 
TO ADDRESS THE MANY KEY 
CHALLENGES AS THEY ADAPT 
TO THEIR CHANGING ROLE.

management+business

Helping CFOs adjust to
expanding roles

Jimmy Cheah
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In this increasingly competitive envi-
ronment, investment analysts want to know 
how companies will create value in the 
years ahead; raw financial figures simply 
don’t tell them that. Investment analysts 
now want to know about “intangible” assets 
and business drivers, such as customer 
relationships, potential operational risks, 
and unprofitable services and products. 

Legal requirements such as Sarbanes-
Oxley require CFOs to engage in costly 
efforts to gather data from a range of sourc-
es across the enterprise. With heightened 
scrutiny, organisations must have unwaver-
ing confidence in their financial reports. 

In short, CFOs now have to under-
stand the entire business. The CFO posi-
tion has changed — it has evolved into 
being a key strategic advisor and decision 
maker who assesses opportunities and 
threats to help set company strategy. 

This new role requires a much broad-
er view of the company, yet most CFOs 
still struggle to close accounts and meet 
statutory reporting requirements. As the 
trustee of corporate information, the CFO 
is typically the closest advisor to the CEO. 
Implementing the right IT solution can 
be of immense help to CFOs to address 
the many key challenges as they adapt to 
their changing role.

1 manaGinG 
performance: Quick and 
sustainable roi

CFOs are heavily involved in performance 
management because they have the best 
access to data on corporate performance 
and direct the process of linking budgets 
to strategic goals. As a result, CFOs are 
being tasked to look beyond the tradi-
tional concerns of financial management 
and to help transform their companies 
into high performance organisations. 

Performance management solutions 
support this transition by providing a 
solid basis for faster, more confident 
decision-making. Enhanced visibility into 
all kinds of information throughout the 
enterprise also helps people keep their 
day-to-day activities on track and aligned 
with corporate goals. Many performance 

management solutions are available, but 
they nearly all suffer from one or more of 
the following flaws:

•  Too much focus on pure financial met-
rics.

•  Black-box solutions rather than meth-
odology-based.

•  Problems scaling up to deal with large 
volumes of data.

•  Difficulties handling heterogeneous 
data sources.

•  Inability to rollout to all the decision 
makers in an organisation.

•  Lengthy implementations with uncer-
tain ROI.

Companies need a solution that takes 
a comprehensive and flexible approach 
to performance management that’s 
designed to achieve quick value and sus-
tainable ROI. They need to be able to 
build management dashboards that apply 
live data feeds from multiple (even non-
financial) sources. Web technologies and 
easy-to-use point and click also ensure 
that solutions can be quickly rolled out 
across the enterprise and allow managers 
to customise their views of information. 

It is highly helpful to have built-in 
filtering and alerts that call employees to 
action when performance is not meeting 
targets. Predictive analytics can be used 
to identify the causal linkages between 
key performance indicators (KPIs), dis-
cover why performance is not meeting 
targets and take corrective action accord-
ingly. Performance management has 
evolved beyond reporting on the past to 
predicting the future. 

2 reGulatory 
compliance: need for 
a common and flexible 
platform

Secrecy has no place in today’s business 
world. Problems tend to look much worse 
when they are uncovered by someone 
else — such as an analyst, journalist or 
regulator. In the wake of corporate scan-
dals and an up-and-down global economy, 
compliance more than ever relates direct-
ly to market perceptions of a company’s 
true performance. Failure to comply now 
carries increasingly serious penalties, 
including the loss of corporate integrity 
and shareholder confidence.

For many companies, the toughest 
part of compliance is determining where 
to start. A CFO’s needs are unique and 
distinct taxonomies may have been devel-
oped to meet internal and international 
reporting requirements. 

As such, the right solution has to be 
built on a common but flexible platform 
so that CFOs can pull together complex 
compliance data from multiple systems 
and quickly analyse it, report on it and 
deliver information to regulators. 

If regulations or the company’s busi-
ness needs change, the software must 
be always up to the challenge to help 
manage current and future governance 
and compliance mandates. This allows 
for good internal ratings-based risk man-
agement that help meet capital adequacy 
requirements, and also to gain customer 
insights for better marketing and prod-
uct design. 

HELPING CFOs ADJUST TO ExPANDING ROLES

expanding roles
CFOs are heavily involved in performance management 
because they have the best access to data on corporate 
performance and direct the process of linking 
budgets to strategic goals. As a result, CFOs are 
being tasked to look beyond the traditional 
concerns of financial management and to help 
transform their companies into high performance 
organisations. 
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3 data assurance: 
data inteGration and 
business intelliGence 
strenGth

The only way to get the full picture of 
what is going on in the organisation — 
and what is going to happen in the future 
— is by harnessing and exploiting the 
company’s data. Managers need a view of 
information from many perspectives, but 
large enterprises deal with a vast amount 
of financial and non-financial data scat-
tered across numerous source systems 
and databases. 

The reality for most organisations 
is a byzantine combination of enter-
prise resource planning (ERP) systems, 
spreadsheets and disparate operational 
systems for sales, purchasing, personnel, 
etc. Mistakes are inevitable in this envi-
ronment. Even seemingly small errors 
can result in inaccurate reporting and 
cost millions in lost revenue or time. 
It’s hardly surprising then that the top 
challenge for many CFOs is to integrate 
financial and operational information, and 
then share consistent, reliable informa-
tion across the enterprise in a timely 
manner.

Data integration capability is key.  
This is the capability to glean intelligence 
out of the massive amounts of operational 
information held in different software 
systems. The power of an IT solution lies 
in its ability to execute faster and more 
efficiently than any other software when 
facing large volumes of heterogeneous 
data. 

That means CFOs can rest assured 
that they will meet the company’s busi-
ness intelligence (BI) requirements and 
save precious time, whatever the current 
IT infrastructure. Industrial-strength data 
integration and BI capabilities underpin 
what is considered exceptional abilities in 
areas such as activity-based costing, cus-
tomer insight and risk-based compliance. 

4 understandinG 
customer value: 
predictive analytics for 
sustainable competitive 
advantaGe

“Which of my customers is most profit-
able?” This is a question traditionally 
reserved for chief marketing officers or 
CMOs, but it has become a challenge for 
CFOs as well. 

A telecommunications company dis-
covered that, by leveraging cost informa-
tion from the activity-based costing system 
to calculate profit and loss at the most 
granular level (by individual customer) and 
combining that information with customer 
intelligence, customers for high-profile 
services were actually less profitable than 
traditional fixed-line customers. Gaining 
insights like these requires integrating 
data from multiple sources: marketing, 
service, operations and finance.

Customer intelligence solutions help 
CFOs to measure customer lifetime value 
and to identify those profitable customers 
who are most likely to switch to competi-
tors. Activity-based management reveals 
how much it costs to serve. Combining 

the two avoids wasting resources on cus-
tomers who are already loyal or who are 
unlikely to be profitable. The end result: 
higher margins per customer.

There must be customer intelligence to 
create sustainable competitive advantage so 
that companies can target the right custom-
ers with the right offers, at the right moment 
and via the right channel, for optimum 
results. With predictive analytics, manag-
ers can be confident that actual results will 
match predicted ones, even before anything 
is spent on a new campaign.

5 assessinG 
profitability: modellinG 
for cost and 
profitability analysis

In the same way that businesses strive 
to understand which customers yield the 
highest ROI, they are looking for bet-
ter intelligence about all their activities. 
Activity-based management (ABM) is 
now widely regarded as providing a more 
complete picture of the costs of doing 
business than traditional cost account-
ing. 

ABM enables CFOs to make strategic 
and operational decisions that maximise 
profit, reduce costs and streamline proc-
esses, giving information to companies 
on what is creating and driving costs so 
they can calculate profitability down to 
the most detailed level: customers, prod-
ucts, Stock-Keeping Units (SKU) or any 
other item needed for analysis. Despite 
their power, most ABM solutions focus 
exclusively on modelling and do not offer 

HELPING CFOs ADJUST TO ExPANDING ROLES

Data integration capability is key.  This is the 
capability to glean intelligence out of the massive 
amounts of operational information held in 
different software systems. The power of an IT 
solution lies in its ability to execute faster and 
more efficiently than any other software when 
facing large volumes of heterogeneous data. 
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the integrated capabilities necessary for a 
successful ABM implementation. 

A good ABM solution helps CFOs:

• Identify the most and least profit-
able products, channels and business 
units.

• Gain customer insights from an ABM 
perspective.

• Determine the root causes of costs 
and true contributors to financial per-
formance.

• Accurately predict costs, profits and 
resource requirements associated 
with changes in production volume, 
organisational structure and resource 
costs.

• Track costs of activities and work 
processes as they move through the 
organisation.

• Provide shared-service organisations 
with a clear understanding of costs, so 
budgets and resource allocations can 
be determined more accurately.

6 optimisinG the 
workforce: a holistic 
view

Measuring and managing the return 
on human capital is no longer the sole 
responsibility of the HR department. In 
fact, many finance executives, who once 
saw human capital as a cost to be con-
tained, now recognise the competitive 
and economic value of human capital. 

The trouble is, while many organi-
sations do a great job of defining what 
needs to be done, most can’t show how 
the workforce contributes to those goals 
or adds value to the organisation. How 

can they measure the return on human 
capital? Savvy organisations have dis-
covered the answers they need are often 
in information they already collect. The 
challenge is to use that information to 
gain insight into workforce strengths and 
vulnerabilities, risk, performance, and 
productivity results.

Using a holistic view of the work 
force by integrating data into a single 
source of information, business users get 
the answers they need through analysis, 
reporting and measurement. n

Jimmy Cheah is the Managing Director 
of SAS Malaysia - the leading Business 
Analytics solution and services provider 
in Malaysia for the past 24 years. SAS 
Institute Inc., is the largest privately held 
software company in the US with revenues 
of over USD2.2 billion. 
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Good Gossip,
Bad Gossip

management+business

Anne Hashim
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Office gossip has always 
received a lot of bad 
publicity. Perhaps it’s 
warranted. After all, 
there’re plenty of studies 
on its negative effects 
at the workplace – 
that it makes a team 
unproductive, breeds 
resentment among staff 
and is a roadblock to 
open communications.

21% of  workers 
admitted to 

 frequently gossiping 
while 64% gossiped 

“sometimes.”

the juicier the 
piece of news, the 

more interesting the 
talk becomes, and 
the more the news 

 travels. 

GOOD GOSSIP, BAD GOSSIP

Gossip spreads 
with the help of 

 individuals who love 
to be the centre of 

attention.

Beyond the “who’s going out 
with who” and “who did what 
where” type of mindless 
exchange, it’s the complaints 
being mouthed off between 

co-workers, managers and executives 
about work-related matters to someone 
who’s powerless to do anything about it 
that does the real damage to company 
morale and work efficiency.

Speculation about important matters 
like “I heard that management’s laying 
off staff this quarter,” “They’re hiring 
someone from outside to lead the team,” 
and “We’re all going to have to take a pay 
cut this year” can really affect a staff’s 
morale. And when colleagues fire up 
these complaints with baseless “inside 
information,” as they frequently do, fears 
may rise and company morale may dip 
even further.

A survey by the American Society for 
Training and Development revealed that 
21% of workers admitted to frequently 
gossiping while 64% gossiped “some-
times.” Why is the habit a common cul-
ture in the workplace?

Gossip is human nature. Executive 
coach Peggy Klaus maintains that gossip 
can never be erased altogether, but con-
cedes that it can be managed. After all, 
it’s human nature to talk. And sometimes, 
innocent talk leads to gossip -- the juicier 
the piece of news, the more interesting 
the talk becomes, and the more the news 
travels. 

Apparently, even the ancient civilisa-
tions engaged in gossip, as was document-
ed in an Egyptian hieroglyph from 1550 
B.C. detailing how gossip was spread. In 
Scorpion Tongues: The Irresistible History 
of Gossip in American Politics by Gail 
Collins, there is a suggestion that Mark 
Antony spread a rumour about Caesar 
Augustus bedding Julius Caesar to grab 
the throne! (And evidence that “yes, even 
men gossip!”)

Gossip spreads with the help of indi-
viduals who love to be the centre of 
attention. For these people, who usually 
initiate such provocative discussions, and 
for those listening bystanders, gossip-
ing is a way to feel part of an important, 
though informal, social circle at the work-
place. Gossip creates camaraderie among 
members of a group. Frank McAndrew, 
Ph.D., a Professor of Psychology at Knox 
College in Galesburg, Illinois, says “It 
creates trust. If you’re not in the loop, 
you feel ostracised.” Even Oscar Wilde 
agreed, “There is only one thing in the 
world worse than being talked about, and 
that is not being talked about.”

Gossip is also rampant in a work-
place where there are trust issues. It’s 
common for organisations to be divided 
into “camps,” i.e. management versus 
staff, union versus management, human 
resource versus employees. Each views 
the other with a certain hostility and sus-
picion. When there is such a division at 
the workplace, accusations and blame are 
bound to be flying. 
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Gossip starts when workers are idle. 
When staff have nothing much to do 
and too much time on their hands, that’s 
when tongues start wagging. They are 
bored and have nothing challenging to 
occupy their minds other than speculate 
about matters they have no information 
about. 

One study conducted in the United 
Kingdom revealed that in a day, people 
spent at least an hour in exchanging gos-
sip. Clearly, gossip takes up a lot of pro-
ductive time at the company’s expense. 
So how can management handle the gos-
sip culture at the workplace before it runs 
the company into the ground?

Management needs to set a no-gossip 
policy. A clear directive from the top that 
says gossiping will not be tolerated sends 
a real message down the line that employ-
ees are not to engage in idle speculation. 
The zero-tolerance policy towards gossip 
means that staff needs to take respon-
sibility for their own actions, i.e. not to 
start any speculation, and not to engage 
in gossip with anyone else. 

One company stated this policy from 
the very beginning – during the interview 
process of recruiting staff. Another had 
employees sign an “agreement to values” 
form. Yet another company reiterated 
the same message every month at their 
management-staff assembly.

Encourage open communications 
between management and staff. Bosses 
need to create a work environment where 
employees feel safe about voicing out 
their thoughts. Bosses can practise an 
open-door policy and welcome staff into 
their rooms to talk openly about anything 
bothering them. This sets the tone for 
transparency – employees will know that 
if they’re unsure about something they’ve 
heard, they can always go to the top 
source for clarification.

when staff have 
nothing much to do 
and too much time 

on their hands, that’s 
when tongues start 

wagging.

GOOD GOSSIP, BAD GOSSIP



Alternatively, companies can set up 
a suggestion or comments box where 
employees can drop off their letters of 
complaints or worry in confidence and 
be sure of some feedback from manage-
ment. Employees need to know that it’s 
okay to approach the boss for clarifica-
tion and that bosses will be responsive 
to them.

The best way to keep a lid on work-
place rumours is to preempt them in 
the first place. Human resource trainer, 
Hunter Lott, says, “When employees 
don’t know what’s going on or why cer-
tain decisions are being made, that’s 
when gossip and rumours start up.” His 
solution is simple – talk to employees 
as much as possible and fill them in on 
what’s happening and why. Withholding 
information or delaying updating staff 
with important news will only make them 
distrust management and fire up their 
fears.

But for all the bad rap on office gos-
sip, engaging in this kind of office talk 
does serve a purpose. It connects people 
together, builds trust and friendship, and 
provides co-workers insight into office 
norms and behaviours. 

Gossip, observes David Sloan Wilson, 
a Professor of Biology and Anthropology 
at the State University of New York at 
Binghamton and author of Darwin’s 
Cathedral, is a “very sophisticated, multi-
functional interaction which is important 
in policing behaviour in a group and 
defining group membership.” 

Some psychologists take the stand 
that gossip is a relatively safe way for 
staff to blow off steam. In a high-pres-
sure work environment, just like a pres-
sure cooker, there has to be a valve 
to relieve the pressure, otherwise the 
whole situation could explode! With all 
the changes at the workplace these days 
– downsizing, re-engineering, mergers 
and acquisitions, multitasking, layoffs 
– it’s even more critical for staff to 
have an outlet – in this case gossip and 
rumour-mongering – to diffuse some of 
that tension.

Gossiping is also a way to build 
friendships. Sharing a workplace secret 
with another person creates a kind of 
intimacy between the person who gos-
sips and the listener. When a group of 
people agree on the truth of a piece of 
gossip, it strengthens the bond between 
them. Gossiping is how informal groups 
are established within more formal 
organisations.

For managers and leaders in an organ-
isation, office gossip can be the best thing 
you listen to in order to move forward as 
a team. Often times, gossip gives insight 
into staff’s feelings and fears. By keeping 
an ear out for this non-formal communi-
cation channel among staff, managers 
can glean information about the cur-
rent sentiments at the workplace. With 
this knowledge, they are better able to 
address issues of concern, respond to the 
current situation and take action to move 
forward. n

bosses need to 
create a work 

environment where 
employees feel safe 
about voicing out 

their thoughts.

talk to employees 
as much as possible 
and fill them in on 
what’s happening 

and why.

GOOD GOSSIP, BAD GOSSIP
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management+business

businesses must pay attention to the

Post GFC, governments need 
to be mindful of imposing extra 
costs on businesses as they navi-
gate some rough seas. 

During the GFC, the way gov-
ernments have reinserted them-
selves into the business and eco-
nomic sphere was necessary due 
to circumstances in which major 
institutions were either on the 
brink of collapse or actually col-
lapsing with potentially disastrous 
flow-on effects.

However, there are questions 
around the viability of ongoing 
Government intervention.  At the 

many meetings of world leaders 
on this subject there has been 
much talk about imposing levies, 
taxes and so on to ensure against 
the excesses that created the lat-
est crisis. Governments mustn’t 
be heavy-handed. The best way to 
achieving wealth and higher liv-
ing standards across the commu-
nity spectrum remains a healthy, 
dynamic private sector. And that 
means addressing some criti-
cal issues like access to capital, 
which was prominent among the 
challenges facing businesses over 
the past year.

S
ince the global financial crisis (GFC), 
we’ve seen businesses return to 
their core areas of activity. They 
are concentrating on their core 
strengths and competitive advantage, 

looking at consolidation, and narrowing 
their focus. We’re also seeing more emphasis 
on partnerships and collaboration. A good 
example of that can be found in the car 
industry, where a number of US and European 
companies joined forces, either one-off or on 
an ongoing basis.

Alex Malley FCPA
CEO, CPA Australia

biggerpicture
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BUSINESSES MUST PAY ATTENTION TO THE BIGGER PICTURE

This was particularly the case for the 
operators of small to medium enterprises. 
They found that the usual sources of capi-
tal had dried up due to a tightening of lend-
ing conditions. In addition,  there was also 
a decreased appetite for risk on the part of  
banks and other financial institutions and 
an increased cost of borrowing.

Banks and other financial institutions 
should bear in mind the importance of 
access to capital for enterprises of all 
sizes and especially SME’s which make 
up a large proportion of businesses.  
While there needs to be rigorous proc-
esses in place when assessing a com-
pany’s suitability for a loan, it should not 
be unnecessarily onerous. Businesses 
need a degree of certainty to enable them 

to make important capital investments to 
grow and develop new markets.

Another issue businesses faced was a 
general drop in confidence as many com-
panies took a “wait and see” approach, 
putting on hold any plans for purchase 
or expansion, with some obvious flow-on 
effects.  

The GFC provided a hard but invalu-
able lesson for some companies that they 
must have meticulous business systems 
and processes such as keeping track of 
stock, financial management, forecast-
ing and greater debtor control. In good 
economic times it can be easier to let 
these things slip, but if companies are 
to strengthen their balance sheets and 
importantly, position themselves to take 
advantage of any upswing, they need to 
be more disciplined in adhering to best 

business practice.
Moreover, businesses that rely on 

export need to be even more aware of 
exchange rate volatility and the domestic 
business climate in their key markets. 

While getting on top of the basics, 
businesses must also pay even greater 
attention to the bigger picture. They must 
maintain an awareness of trends and 
occurrences elsewhere – business, politi-
cal, cultural. The events of the past two 
years have driven home just how globally 
interconnected the business world has 
become. This is the case even for those 
not directly involved in import/export. Big 
picture strategising is critical.

Remember, the GFC “went public” with 
a credit crunch, mainly in the form of the 

sub-prime collapse. The immediate fallout 
saw Iceland fall into bankruptcy. It then 
bled out into the broader finance markets 
and ultimately into the real economy. What 
we’re seeing now is that the GFC has 
tapered off into yet another credit crunch 
with some fairly sizeable victims such as 
the Greek economy, considerable uncer-
tainty around the other ‘PIIG’ nations and 
a period of austerity for Europe being fore-
cast by some commentators. 

Failure to instil a culture of compli-
ance which, in turn, led to a lack of 
transparency was at the heart of much of 
what caused the GFC. I believe that the 
accountancy profession has a key role in 
shaping business approach and strategy 
moving forward. 

These issues fall directly within the 
remit of the accountancy profession and 

acting in the public interest. The account-
ancy profession must take a leading role 
to ensure the development of a financial 
system with transparency, consistency, 
accountability and reporting rigour at its 
core.

Issues of corporate governance, in 
the assessment of risk, executive remu-
neration, corporate culture and other 
key areas will need to be effectively 
resolved if mistakes are not to be repeat-
ed. The role of Boards will be critical too, 
because the ultimate responsibility for an 

organisation’s activities reside with them. 
Regulators have a role but it is incumbent 
upon a Board to impose a culture of 
risk assessment, compliance and ethical 
behaviour on an organisation.

Finally, it is impossible to regulate 
for ethics or common sense. They come 
about through implementing proper proc-
esses and instilling a culture of compli-
ance. We must not forget how important 
it is that we take individual responsibility 
for doing the right thing – both in the 
sense of the individual organisation and 
on the personal level as individuals who 
are business leaders. n

Failure to instil a culture of compliance which, in turn, led to a 
lack of transparency was at the heart of much of what caused 
the GFC. I believe that the accountancy profession has a key role 
in shaping business approach and strategy moving forward.
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of old and new 

A c c o r d i n g  t o 
research from the 
Helmut Kaiser 
Consultancy, glo-
bal  interest  in 

TCM is increasing, with a 
market growth rate estimated 
over 12 per cent annually. In 
2003, the market reached 42 
billion euro; in 2010 that fig-
ure is expected to reach 79.5 
billion euro.

To say TCM is enjoying 
a renaissance is to say the 
least. Driven in part by a rap-
idly evolving lifestyle plagued 
by stress and an increasing 
rise of chronic diseases, many 
have turned to alternative 
natural therapies or folk rem-
edies in search of prevention 

rather than cure. The ‘organ-
ic’ nature of traditional medi-
cine practices dovetails well 
with present preferences for a 
more sustainable lifestyle. 

Additionally, proponents 
of TCM argue that while side 
effects of synthetic drugs 
go undetected until they’re 
used by a larger population, 
traditional remedies, partic-
ularly the use of herbs, are 
tried and tested throughout 
many generations. To quote 
Professor Peter McNaughton, 
Head of the Department 
of Pharmacology at UK’s 
Cambridge University: “In 
these days of huge internation-
al pharmaceutical companies 
and modern high-powered 

lifestyle | TRENDS

Making tcM Modern
EASTERN ALTERNATIVE MEDICINE IS 

 MAKING A COMEBACK AS PEOPLE SEEK 
MORE ORGANIC AND LESS INVASIVE 

 METHODS OF HEALING.

Anis Ramli

Somewhere in the 
recesses of her still 
conscious mind, Adlina 
Zaid begins to doubt 
her choice of treat-
ment. Ensconced in the 
soporific ambience of 
the blissful Spa Village 
at Pangkor Laut Resort, 
her mind begged the 
question: When will 
I be gripped by the 
realm of ecstasy? For 
now, undergoing the 
tui na treatment at the 
spa, all she could think 
of was her muscles cry-
ing out in agony.

“Actually, it wasn’t 
so bad,” she confided 
later. “At the end of a 
stressful week, you’d 

want this kind of treat-
ment for your stiff 
neck and bad back. I 
never felt better.” The 
treatment was Adlina’s 
first induction into the 
world of Traditional 
Chinese Medicine, now 
commonly referred to 
as TCM. Not surpris-
ingly, while TCM has 
purportedly been 
around for over 5,000 
years – and a common 
practice among the 
Chinese community in 
Malaysia since the first 
influx of immigrants 
from China – it took 
her coming to this 
resort getaway to dis-
cover TCM’s appeal.

tcM Market Growth rate
n over 12 per cent annually. 

n 2003 market reached 42 billion euro 

n 2010 market expected to reach 

 79.5 billion euro
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OF OLD AND NEW: 
MAKING TCM MODERN

methods of drug development, it is 
worth recalling how much we owe 
to compounds discovered in the nat-
ural world through folk medicine.”

TCM is generally acknowl-
edged as being able to handle 
chronic and degenerative health 
issues more effectively than mod-
ern allopathic medicine. When 
health complaints are devoid of 
standard labels and names, TCM 
is capable of approaching the prob-
lem. In modern medicine, some-
one might come in with a list of 
complaints and diagnosis and tests 
would follow. Based on the tests 
results, a disease name would be 
given. If results cannot fit the name, 
the doctor is at a loss to treat the 
patient irrespective of how serious 
the list of complaints. 

“The sensible approach would 
be to treat the list of complaints 
individually – 10 complaints, ten 
individual medicines,” says TCM 
practitioner Lee Jok Keng. “TCM 
does not work that way.” The list 
of complaints, he explains, would 
be visualised to fit into a learned 
pattern. Then one treatment would 
be given based on the pattern per-
ceived. “It’s like someone gazing 
into the sky and seeing so many 
stars at once. For a trained astrono-
mer, he’ll see a collection of stars 
as a lion, a hunter, a scorpion, 
etc. He sees pattern because he is 
trained to see them. An untrained 
eye would only see dots of random 
stars.”

So refreshing is this approach 
to the art of traditional Chinese 
medicine that some countries are 
now offering university degrees for 
the serious study of TCM. 

Today, many universities 
in China, Hong Kong, Taiwan, 
Australia, Canada, the United 
States of America and Europe, 
including France, have degree and 
postgraduate degree courses in 
Chinese medicine. In Malaysia, 
a full degree in TCM is being 

n tcm is generally acknowledged as being able to handle 

chronic and degenerative health issues more effectively 

than modern allopathic medicine. when health complaints 

are devoid of standard labels and names, tcm is capable 

of approaching the problem.
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offered at the International 
Medical University and INTI 
College.

Yet, modernising Chinese 
medicine does have its chal-
lenges. Herbs used in TCM 
contain a huge and often 
complex cocktail of chemi-
cals with medicinal proper-
ties that modern pharmaceu-
ticals cannot yet replicate. 
There are also issues of the 
use of unfamiliar terminol-
ogy, quality standards that 
are unclear, and undefined 
efficacy. Internationally, there 
has been an urgent move-
ment to not only objectively 
standardise TCM, but also 
its medical efficacy, scientific 
explanations and effective 
regulation.

The establishment in 2008 
of the Herbalome Project 
by the Dalian Institute of 
Chemical Physics in China is 
cited as the most ambitious 
ever undertaken to put TCM 
on the 21st-century medical 
map. Researchers will embark 
on a daunting 15-year study 
using continuous studies of 
data screening for toxicity and 
identifying active ingredients 
in herbal preparations.

TCM practitioners are only 
too aware how important it is 
for the field to be made more 
scientific and user-friendly. In 
lacking the rigorous scientific 
testing or clinical validation 
that constitutes other medical 
sciences, TCM can easily fall 
into the realm of myth – or 
even superstition. Science is 
the way to go if TCM is to 
be taken seriously, and in the 
long term, accepted as an inte-
grated approach to modern 
medicine.

Perhaps one of the fin-
est examples of modernising 
a traditional practice with a 

5,000-year-old history is to 
bring it mainstream in ways 
that are easy for the modern, 
urban generation to grasp. 
Over the last few years, TCM 
has made headway into the 
spa and health industry, not 
just in China, but worldwide. 
Says Chik Lai Ping, Vice-
President for the Spa Division 
of YTL Hotels, “It’s easy for 
the new generation to lose 
interest in TCM practices 
that are ancient and useful.  
They lack patience waiting for 

recovery but forget that tradi-
tional medicine is not drugs 
that give you a quick fix.” 
The spa, she says, provides 
the perfect path that enables 
TCM to execute its healing 
methods by giving it a fresh 
look and appeal.

The right ambiance cou-
pled with the right facilities 
can only heighten the TCM 
experience. In a soothing 
and relaxing environment 
enriched with natural beau-
ty, the spirit of true healing 

can occur. Therapies such as 
scrubs, bath soaks and even 
the fire treatment of moxabus-
tion suddenly look more allur-
ing. “Spas allow one to experi-
ence not just the treatments 
but the soul of TCM,” Jok 
Keng explains. “Hospital set-
tings generally cannot incite 
the true spirit of traditional 
medicine. The patient wanting 
true healing has to feel calm 
and peaceful and allow for the 
flow of time to nurture the 
soul.” But he is happy to note 
that even now, there has been 
an evolution in the hospital 
environment where the cold 
and detached atmosphere 
has been replaced by cutting-
edge, modern facilities that 
are becoming increasingly 
like spas. 

While there is no doubt 
that the TCM trend will con-
tinue to move towards inte-
gration with modern western 
medicine, making it a body of 
complimentary and/or inte-
grative medicine, there is also 
a new evolution. Just as there 
is a revival of the field termed 
‘modern TCM’ by experts for 
its secular, materialistic and 
factual approach, so too will 
other forms of TCM become 
popular. There’s been an 
increase in the number of 
Chinese and Western practi-
tioners, as well as scholars, 
who are attracted to the more 
‘classical’ practice of TCM 
(pre-20th century), or even 
earlier (pre-10th Century), 
where the practice was more 
spiritual and the deeper 
aspects of the being are given 
due consideration. With such 
rapid progress and increased 
interest, one can only wait 
with breathless anticipation to 
see where the journey ends 
with TCM. n

OF OLD AND NEW: 
MAKING TCM MODERN

n  in lacking the rigorous scientific test-

ing or clinical validation that consti-

tutes other medical sciences, tcm can 

easily fall into the realm of myth – or 

even superstition. science is the way to 

go if tcm is to be taken seriously, and 

in the long term, accepted as an inte-

grated approach to modern medicine.
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lifestyle | TRAVEL

Anis Ramli

Where the

THE OlD, UNTAMED BORNEO SEEMS TO BE PRESERvED 
IN TIME AT BAKO NATIONAl PARK … AND IT’S JUST A 
BOATRIDE AWAY fROM THE CITY CENTRE.

Wild Things



Kuching visitors who yearn 
to return to the wild Borneo 
of the past may be remiss if 
they pass up the chance to 

visit Bako National Park. Sarawak’s 
capital may be the poster child of 
a sleepy-hollow-turned-model-21st-
century-metro, but latter-day pio-
neers willing to taste the remote wil-
derness and rendezvous with some 
amazing Borneon wildlife will find 
Bako extremely rewarding. 

It takes guests about 40 minutes 
by car to reach the pier where boats 
can be hired for the 20-minute ride 
to Bako National Park. Considered 
Sarawak’s oldest national park, 
Bako’s most distinguishable land-
mark is its postcard-picturesque sea 
stacks; imposing slabs of limestone 
that attest to divine might and mag-
nificence.    

WHERE THE WILD THINGS ARE

Dedicated in 1957, the same 
year the-then Malaya gained its 
independence, the park does make 
attempts to provide a certain level 
of urban comfort for present-day 
guests. There is a cafeteria on 
site and an information counter. 
Lodgings range between three or 
four-bedroom chalets and dormi-
tory-style cabins. Those wanting a 
more rugged experience can try the 
camping grounds, where tents as 
well as other camping gear can be 
rented. 

The park’s close proximity to the 
city and developed urban areas has 
its caveat, depending on how one 
views it.  Although entry to the park 
is regulated by the Sarawak Forestry, 
visitor arrivals have irrevocably 
impacted wildlife behaviour in the 

park. So while tourists elsewhere may 
play hide-and-seek to catch a glimpse 
of the endangered proboscis monkey 
on say, a river cruise of its mangrove 
habitat, the troops of monkeys at Bako 
can easily be spotted without a trickle 
of perspiration. 

The same can be said of the park’s 
Borneon bearded pig. Considered to 
be notoriously shy, the sparsely-haired 
pigs think nothing of the visitors that 
come to the park, rummaging happily 
around the park’s public area, seem-
ingly oblivious to the clicking of cam-
eras around them.

To say Bako’s wildlife is tame is 
an erroneous presumption and totally 
unfair.  These are still wild animals liv-
ing in their natural habitat which have 
adapted to human presence, abandon-
ing many of their innate traits that 
would have made them difficult to 
observe in the wild. Their population 
continues to thrive under a protect-
ed environment and one should not 
underestimate their ‘tame’ nature. It is 
this unique aspect that has made Bako 
irresistible to visitors.
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At the broach of dusk, the wood-
en platform that snakes its way around 
the park’s mangrove forest is filled with 
excited guests. It is during this time that 
the proboscis monkeys are at their most 
active, as both the male and female adults 
come out to forage for food. The young 
can also be spotted, either playing among 
the branches or snooping around the 
rock pools for something to play with.

The boardwalk meanders around the 
monkey’s habitat and provides such a 
spectacular sight of wildlife at play. You 
can literally make out the proboscis’ par-
tially webbed feet and realise that the fur 
is not so much brown as it is reddish.  

As evening settles, guests can opt 
for a guided night trek. Pairing patience 
and serendipity can bring you up close 
to some amazing nocturnal creatures, 
including flying lemurs, mouse deers and 
the palm civet. Elsewhere, seasonal squid 
fishing is also a popular night pastime 
at nearby Lakei Island, usually after the 
monsoon season. The park’s staff arrang-

es the outings with the help of local fish-
ermen as part of its sustainability efforts.  

There are also excellent marked trails 
around Bako. Difficulty levels range from 
the easy to the arduous. Hiking some of 
these trails brings visitors to Bako’s high-
est summit where the view offers a breath-
taking sweep of the South China Sea and 
the limestone crops that dot the coastline. 
Famous among these is the collection of 
sea stacks that give Bako its identity, an 
amazing geological feature that was devel-
oped over 75 million years ago.

Other trails bring guests through 
the park’s unique seven rainforest eco-
systems, including beach vegetation and 
dipterocarp forests.  

Bako can also be experienced in a 
day. You can pick the shorter, easygoing 
trails for a hike and still be rewarded 
with the park’s amazing nature and wild-
life. Rock pools that fringe the coast-
line are delightful discoveries for various 
marine creatures. Bird watching is also 
another common activity. Over 150 bird 

species have been recorded, including 
hornbills. Even a leisurely stroll across 
the park’s main public area is certain to 
earn you a glimpse of the park’s other 
denizens. Watch out for squirrels, long-
tailed macaques, silver leaf monkeys and 
the typically harmless Green Grass whip 
snake. 

To heighten visitor experience, the 
Sarawak Forestry has put in place a 
programme that ensures only licensed 
guides are allowed to take tourists into 
Bako. This will not only ensure visitors 
get the most of their experience in Bako, 
guided by knowledgeable guides that can 
provide ecologically sustainable services, 
but also facilitate sustainable tourism in 
the park. 

For the many who have made the 
pilgrimage to Bako, it makes little differ-
ence whether it is a day outing or a week-
end getaway. Bako National Park simply 
tempts the occasional wildlife diehard to 
experience Borneo’s nature in an explica-
bly effortless manner. n

WHERE THE WILD THINGS ARE
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International GAAP 2010 is fully revised and 
updated in order to: 
n Deal with all new and amended 

authoritative pronouncements, including 
the recent and significant revisions to IAS 1 
(Presentation of Financial Statements), IAS 
23 (Borrowing Costs), IAS 27 (Consolidated 
and Separate Financial Statements) and 
IFRS 3 (Business Combinations) 

n Provide insight and guidance on the 
interpretation and practical application of 
IFRS from a truly global perspective, based 
on the experience of the book’s authors in 
dealing with recent day-to-day practical 
issues 

n Explain the many current initiatives that 
are being pursued by the IASB and IFRIC 
that will lead to changes in accounting 
requirements 

The impact of IFRS goes beyond financial 
reporting 
The move to International Financial Reporting 
Standards (IFRS) is the single most important 
initiative in the financial reporting world, 
the impact of which stretches far beyond 
accounting to affect many key decisions 
companies make. The ongoing development 
of IFRS requires a constant review of reporting 
practices. Early assessment of the impact of 
new and amended standards reduces the 
pressure of last minute corrections or delays 
to the accounts. 

Keeping up to date with the changes and 
their implications requires professional 
help 
International Financial Reporting Standards are 
complex and are constantly evolving. Finance 
professionals face an ongoing challenge to 
keep abreast of IFRS requirements. 

It is often difficult to address practical 
issues by simply referring to the underlying 
standards. Analysis and interpretation, 
including worked examples, provides clarity 
and can save companies a considerable 
amount of time. 

Extensive interpretation and practical 
guidance helps resolve complex financial 
reporting problems 
Providing leading interpretation and practical 
guidance, every chapter contains detailed 
analysis of how complex financial reporting 
problems can be resolved appropriately and 
effectively. 

International GAAP 2010 demonstrates 
how difficult practical issues should be 
approached in the new complex global world 
of international financial reporting, where IFRS 
has become the accepted financial reporting 
system in more than 100 countries. This 
integrated approach provides a unique level 
of authoritative material for anyone involved 
in preparing, interpreting or auditing company 
accounts, for regulators, academic researchers 
and for all students of accountancy. 

The International Financial Reporting 
Group of Ernst & Young includes financial 
reporting professionals from around the world. 
Complex technical accounting issues are 
explained clearly in a practical working context 
that enables immediate understanding of the 
point at issue. 

International GAAP 2010 is accompanied 
by numerous worked examples, a 
comprehensive discussion of the practical 
issues of the day and the possible alternative 
solutions available, and hundreds of practical 
illustrations taken from the actual financial 
statements of companies that report under 
IFRSs. In addition, the guidance assists you 
in understanding today what the impact 
of tomorrow’s requirements will be. This 
early assessment of the potential impact 
of reporting changes can help avoid later 
problems. 

Applying the guidance in International 
GAAP helps ensure a smoother financial 
reporting and audit process 
As a single up-to-date point of reference, 
International GAAP will help reporting 
professionals avoid accounting mistakes. Use 
of International GAAP 2010 throughout the 
financial year will help finance professionals 
keep abreast of today’s complex financial 
reporting requirements and should ensure a 
smoother financial reporting process. n
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Location Date Programme titLes sPeaker Venue 
Fee 
(rm) 

cPe 
Hours

remarks

august 2010

klang Valley 4 & 5 august applied economic Principles & Financial mathematics for Practising accountants Danny tan Boon Wooi eastin Hotel PJ 1,050 16 HrDF claimable

4 & 5 august strategic cost management techniques for Profit improvement and maximisation kenneth tam concorde Hotel kL 900 16 HrDF claimable

5 & 6 august creative accounting & the importance of Financial Disclosures shubha kumar eastin Hotel PJ 900 16 HrDF claimable

6 august accounting for obligations (Frs 110, 137, 132) Danny tan Boon Wooi eastin Hotel PJ 580 8 HrDF claimable

9 august accounting for Deferred taxation - a Practical approach Lim geok Heng eastin Hotel PJ 450 8 HrDF claimable

9 & 10 aug going concern of the Business - How Directors and auditors can Justify agee Lee concorde Hotel kL 900 16 HrDF claimable

10 & 11 aug accounting for construction contracts, Property Development activities & 
Borrowing costs

Lim geok Heng eastin Hotel PJ 850 16 HrDF claimable

11 & 12 aug applying Fair Value in Frss Danny tan Boon Wooi concorde Hotel kL 1,050 16 HrDF claimable

13 august reporting Financial Performance Danny tan Boon Wooi concorde Hotel kL 580 8 HrDF claimable

16 & 17 aug Financial essentials for non-Financial Professionals Yoga thevan concorde Hotel kL 800 16 smecorp 
subsidised & 
HrDF claimable

19 & 20 aug effective corporate Presentation that speaks to the management amelia ng Pentawise sdn Bhd 
kuala Lumpur

1,100 16 HrDF claimable

19 & 20 aug auditor’s reporting responsibilities Janise Lee Best Western Premier 
seri Pacific kuala 
Lumpur

800 16

23 & 24 aug restructure Your Bank Borrowings (compliant to Frs 139 & new 
guidelines of Basel ii- risk Weighted assets computation)

agee Lee concorde Hotel kL 900 16 HrDF claimable

23 & 24 aug Budget & Variance analysis modelling for accountants kok Yee Lan Hilton Petaling Jaya 1,100 16 HrDF claimable

24 & 25 aug import & export Procedures goh kin siang concorde Hotel kL 900 16 HrDF claimable

25 & 26 aug Handling Financial reporting for tangible and intangible assets Danny tan Boon Wooi concorde Hotel kL 1,050 15 HrDF claimable

northern 
region 

9 & 10 aug malaysian corporate tax Practices and Principles krishnan ksm Heritage Hotel ipoh 700 16 HrDF claimable

11 & 12 aug Financial statements Fraud Hari ramulu eastin Hotel Penang 850 16 HrDF claimable

17 & 18 aug revenue & construction contracts J. selvarajah Heritage Hotel ipoh 850 16 HrDF claimable

18 august corporate tax Planning - minimise tax & increase Profitability chow chee Yen traders Hotel Penang 500 8

20 & 21 aug tax incentives & Double Deductions for the manufacturing sector kularaj k. kulathungam traders Hotel Penang 900 16 HrDF claimable

23 & 24 aug Public Practice Programme Johnny Yong & steven 
Lim 

eastin Hotel Penang 850 16

southern 
region

3 august mastering tax cases – strategies to minimise tax s. saravana kumar mutiara Johor Bahru 400 8

16 & 17 aug sales tax: Procedures, Facilities & control goh kin siang mutiara Johor Bahru 900 16 HrDF claimable

18 august customs tax incentives (exemption) under section 14.2 customs act 1967 & 
section 10 sales tax act 1972

goh kin siang mutiara Johor Bahru 450 8 HrDF claimable

20 august Fundamental of corporate Finance teoh teik toe the Puteri Pacific Hotel 
Johor Bahru 

400 8 HrDF claimable

23 & 24 aug strategic cost management techniques for Profit improvement and maximisation kenneth tam mutiara Johor Bahru 900 16 HrDF claimable

26 & 27 aug Financial statements Fraud Hari ramulu the Puteri Pacific Hotel 
Johor Bahru 

850 16 HrDF claimable

27 & 28 aug tax incentives & Double Deductions for the manufacturing sector kularaj k. kulathungam mutiara Johor Bahru 900 16 HrDF claimable

east 
malaysia 

4 & 5 august implementing Quality control - incorporating isQc 1 and Practice review Findings Johnny Yong Buong Peah riverside majestic Hotel 
kuching

650 16 smecorp 
subsidised & 
HrDF claimable

16 & 17 
august

accounting for Deferred taxation – a Detailed and Practical approach Lim geok Heng Four Points by sheraton 
kuching

850 16 HrDF claimable

23 & 24 
august

tax incentives & Double Deductions for the manufacturing sector kularaj k. kulathungam shangri-La tg aru resort 
& spa kk

900 16 HrDF claimable

25 & 26 
august

tax incentives & Double Deductions for the manufacturing sector kularaj k. kulathungam Four Points by sheraton 
kuching

900 16 HrDF claimable
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Location Date Programme titLes sPeaker Venue 
Fee 
(rm) 

cPe 
Hours

remarks

inFormation tecHnoLogY

klang Valley  9 august microsoft PowerPoint 2003 (Fundamental & intermediate) tba PentaWise sdn Bhd 150 8

 23 august microsoft PowerPoint 2003 (advanced) tba PentaWise sdn Bhd 170 8

 5 & 6 
august

microsoft Word 2007 (Fundamental - intermediate) tba PentaWise sdn Bhd 250 16

 24 & 25 
august

microsoft Word 2003 (advanced) tba PentaWise sdn Bhd 270 16

 17 & 18 
august

microsoft access 2003 (Fundamental - intermediate) tba PentaWise sdn Bhd 250 16

 26 & 27 
august

microsoft access 2007 (advanced) tba PentaWise sdn Bhd 410 16

19 & 20 
august

microsoft excel 2003 (Fundamental - intermediate) tba PentaWise sdn Bhd 250 16

 9 & 10 
august

microsoft excel 2003 (advanced) tba PentaWise sdn Bhd 300 16

 24 & 25 
august

microsoft outlook 2003 (Fundamental &  intermediate) tba PentaWise sdn Bhd 320 16

 26 & 27 
august

microsoft Web expression tba PentaWise sdn Bhd 450 16

 23 august microsoft office 2007 upgrade tba PentaWise sdn Bhd 180 8

 23 august Data management with Pivot table using microsoft excel 2003 tba PentaWise sdn Bhd 400 8

 3 august Data management with Pivot table using microsoft excel 2007 tba PentaWise sdn Bhd 400 8

 19 & 20 
august

tasks automation with microsoft excel 2003 macro / VBa tba PentaWise sdn Bhd 800 16

 5 & 6 
august

tasks automation with microsoft excel 2007 macro / VBa tba PentaWise sdn Bhd 800 16

 26 & 27 
august

microsoft excel 2003 macro / VBa (advanced) tba PentaWise sdn Bhd 850 16

 19 & 20 
august

microsoft excel 2007 macro / VBa (advanced) tba PentaWise sdn Bhd 850 16

 4 august expanding microsoft excel 2007 charts tba PentaWise sdn Bhd 350 8

 10 august analysing Financial Data with microsoft excel 2003 tba PentaWise sdn Bhd 500 8

 16 august analysing Financial Data with microsoft excel 2007 tba PentaWise sdn Bhd 500 8

 17 & 18  
august

microsoft excel Functions & Formulas 2003/2007 tba PentaWise sdn Bhd 800 16

PROUD HOST: For Further InFormatIon Please maIl, Fax or e-maIl to:

MIA Professional Development Centre (MPDC)
Malaysian Institute of Accountants
Dewan Akauntan, 2, Jalan Tun Sambanthan 3, 
Brickfields, 50470 Kuala Lumpur
Tel: +603-2279 9200  Fax: +603-2273 5167
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