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NOTICE 1
The Council of the Malaysian Institute of Accountants hereby gives notice 
that on 6 April 2011, after due inquiry by the Disciplinary Committee of the 
Institute, Kuan Kong Hong (Membership No: 2615) was found to have com-
mitted 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 decision of 
the Disciplinary Committee was based on the Disciplinary Committee‘s view 
that the member had failed to provide, and her audit working papers did not 
contain, sufficient appropriate audit documentation on the Revenue asser-
tion to support her audit opinion. The Disciplinary Committee in exercising 
its powers under Rule 18(3) of the MIA (Disciplinary) Rules has ordered the 
member:
• to pay a fine of RM5,000.00;
• to be reprimanded; and
• to pay the Institute the sum of RM2,500.00 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.

The decision of the Disciplinary Committee took effect on 10 May 2011.

NOTICE 2
The Council of the Malaysian Institute of Accountants hereby gives notice 
that on 28 March 2011, after due inquiry by the Disciplinary Committee of the 
Institute, Teoh Hun Siang (Membership No: 18575) was found to have com-
mitted 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 decision of the 
Disciplinary Committee is based on the member’s own admission that he had 
failed to discharge his professional duties as company secretary when he failed 
to file statutory documents on behalf of his client despite being paid to do so. 
The Disciplinary Committee in exercising its powers under Rule 18(3) of the MIA 
(Disciplinary) Rules has ordered the member:
• to pay a fine of RM5,000-00;
• to be reprimanded;
• 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

• to attend courses with additional 20 CPE hours (total: 40 hours a year) includ-
ing courses on Professional Ethics and MIA By-Laws.

 
The decision of the Disciplinary Committee took effect on 29 April 2011.

NOTICE 3
The Council of the Malaysian Institute of Accountants hereby gives notice 
that on 3 March 2011, after due inquiry by the Disciplinary Committee of the 
Institute, Dr. Teh Beng Yeow (Membership No: 7837) was found to have 
committed an act amounting to ‘unprofessional conduct’ within the meaning 
as provided under Rule 43 of the Accountants Rules 1972. The decision of the 
Disciplinary Committee was based on its findings that the member had failed 
to discharge his professional duties in exercising due care and diligence in the 
audit of the client, in particular that there was insufficient and inappropriate 
audit evidence obtained during the audit. The Disciplinary Committee in exer-
cising its powers under Rule 47 of the Accountants Rules 1972 has by writing 
under the hand of its Chairman:
• imposed on the member a penalty of RM500.00;
• 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 inquiry  held by 
the Disciplinary Committee and the investigation conducted by the 
Investigation Committee; and

• imposed upon the member to attend a course related to audit with at least 
30 CPE hours within a year.

The decision of the Disciplinary Committee took effect on 22 April 2011.

NOTICE 4
The Council of the Malaysian Institute of Accountants hereby gives notice that 
on 14 December 2010, after having conducted a due inquiry under Rule 18 
(2) of the Malaysian Institute of Accountants (Disciplinary) Rules 2002 [P. U. (A) 
229/2002] (the MIA (Disciplinary) Rules) and having carefully considered the 
evidence before the Disciplinary Committee, the Disciplinary Committee is 
satisfied that Ooi Boon Leong (Membership No: 4645) has been found guilty 
by the Kuala Lumpur Sessions Court after he pleaded guilty to committing 
offences under Section 122B(b)(bb) of the Securities Industry Act 1983 in that 
he had knowingly authorised and furnished a misleading statement to Bursa 
Malaysia Securities Berhad in relation to a company, and was fined RM300,000-
00, in default two years jail. The Disciplinary Committee in exercising its powers 
under Rule 18(3) of the MIA (Disciplinary) Rules has ordered that the name of 
Ooi Boon Leong (Membership No: 4645) be removed from the register and he 
shall cease to be a member of the Institute and further ordered the member to 
pay the Institute RM3,000-00 in respect of costs and expenses of and incidental 
to the inquiry before the Disciplinary Committee.

The decision of the Disciplinary Committee took effect on 22 April 2011.

DECISION OF THE DISCIPLINARY COMMITTEE OF THE MALAYSIAN INSTITUTE OF ACCOUNTANTS

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

letters to the editor ///// 

editor’s note

Convergence, transformation and sus-
tainability are the main themes running 
through this month’s issue.

Our cover stories focus on the transforma-
tion of the government’s accounting system 
from the cash-based system to modified accrual 
accounting. In line with global developments, 
Malaysia intends to transform its cash-based 
International Public Sector Accounting System 
(IPSAS) to the accrual-based accounting system 
by 2015. The new system will provide greater 
accountability and transparency for government 
finances, while optimising decision-making. 
From the holistic perspective, this is a much-
needed paradigm shift that will help propel the 
nation’s desired transition to a developed nation 
and high income economy. 

Meanwhile, all accountants are urged to attend 
yet another international event dedicated to 
developing the calibre of individual account-
ants as well as the profession at large - the 
MIA-AFA Conference 2011 with the theme, 
Converge, Transform, Sustain: Towards World 
Class Excellence from 2-3 November 2011. 
Given the expanding scope and diversity of the 
accountant’s role, it is important that issues on 
convergence, transformation and sustainabil-
ity continue to be given utmost priority by all 
accountants in achieving long term sustainable 
excellence.  

This initiative by MIA and AFA will bring togeth-
er a raft of influential thinkers, eminent account-
ing professionals and accomplished business 

and finance leaders not only from the ASEAN 
region but also from around the globe. It will 
also provide a range of social and networking 
activities, attracting a broad range of members 
of the accounting profession.

Come and get a treasure trove of insights at 
a one-stop shop for personal and professional 
development from the likes of the CEO of the  
CIMB  Asean Research Institute, John Pang;  The 
Director of Finance, Industry and Infrastructure 
Directorate, ASEAN Economic Community 
Department, ASEAN, Dr. Somsak Pipoppinyo;  
The Malaysian Accounting Standards  Board 
Chairman, Mohammad Faiz Azmi; The Audit 
Oversight Board Executive Chairman, Nik 
Mohd. Hasyudeen Yusoff;  Japan’s Financial 
Accounting Standards Foundation Officer, Tomo 
Sekiguchi and the Chief Executive Officer of 
CPA Australia, Alex Malley, to name a few.

Delegates who sign up early can enjoy the early 
bird fee of RM1,200 until 31 August 2011. PLUS, 
be among the first 500 participants to register 
for the Conference and receive a free annual 
subscription of 24 executive summaries from 
Best Book Summary worth RM108!

We hope to see you at this year’s premier 
accounting event. n

Happy reading!   

EDITOR

Convergence, Transformation 
and Sustainability

The new 
system will 
provide greater 
accountability 
and transparency 
for government 
finances, while 
optimising 
decision-making. 
From the holistic 
perspective, 
this is a much-
needed paradigm 
shift that will 
help propel the 
nation’s desired 
transition to a 
developed nation 
and high income 
economy. 
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cover story

Migration to accrual accounting has been stipulated as a policy measure in the New Economic Model (NEM) Report. The adoption 
of accrual accounting will put the practices of Malaysian public sector finance in line with developed countries, but the move is not 
without its challenges, said speakers at the recent National Public Sector Accountants Conference (NAPSAC 2011) jointly organised 
by the Malaysian Institute of Accountants (MIA), Jabatan Akauntan Negara Malaysia (JANM) and Persatuan Akauntan Sektor Awam 
Malaysia (PERASAMA) in Kuching, Sarawak from 6 - 7 June 2011. But this goes beyond an accounting change. The end result of 
adopting accrual accounting will be more effective fiscal management in terms of accountability, sustainability, better measures 
of policy effect, organisational effectiveness and efficiency and lastly the promotion of greater integrity.

Given the non-profit nature of 
the public sector, the main 
objective of public sector 
accounting is to establish a 
system of good governance 

in managing public funds, so as to uphold 
public interest. 

However, the goals of accountability 
and good governance may not be as achiev-
able given the shortcomings of the current 
accounting system which utilises the mod-
ified cash basis accounting. Currently, the 
government’s Federal Consolidated Fund 
comprising the Consolidated Revenue 
Account, the Consolidated Loan Account 

and the Consolidated Trust Account is 
accounted for using the modified cash 
basis of accounting. 

Despite the addition of some elements 
of accrual accounting into this basis, the 
payables reported at the end of the finan-
cial year are incomplete – such informa-
tion may not be that useful and some may 
argue that disclosure could be potentially 
misleading from the financial reporting 
perspective. Moreover, all expenditures are 
expensed during the financial year when 
payments were made, without taking into 
regard the timing and manner in which the 
future economic benefits embodied in the 

expenditure would flow to the government.  
Indeed, the financial position of the 

Federal Consolidated Fund at the end 
of each financial year, as reported in its 
financial statements, is too narrow to 
faithfully represent the resources control-
led by, as well as the present obligations 
of, the government – thus leading to 
potential risks stemming from inattention 
to asset- liability management. 

The other shortcomings of modi-
fied cash basis accounting are that it 
has limited basis for determining fiscal 
strategy, it has limited product or service 
pricing and has limited disincentives for 

Accrual Accounting
the way forward

The NAPSAC 2011 opening ceremony was officiated by Dato’ Sri Michael Manyin Jawong (2nd from left) on behalf of the Chief Minister of Sarawak, Pehin Sri Abdul Taib 
Mahmud. Joining him on stage are Christina Constance Foo, Datuk Wan Selamah and Baharuddin Ahmad.
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fraud and corruption. “The cash-based 
accounting system currently used by 
the government has many weaknesses 
which need to be addressed,” noted 
Sarawak’s Infrastructure Development 
and Communication Minister, Dato’ Sri 
Michael Manyin Jawong who read the 
Chief Minister Pehin Sri Abdul Taib 
Mahmud’s opening speech at NAPSAC 
2011. “The present system does not give 
a true reflection and real-time position 
of the government’s financial affairs. 
Expenditures were reported as they 
were spent and paid for, not as they 
were incurred. Revenue was recorded as 
it was received and not earned,” he said.

Dato’ Sri Michael added that assets 
are seldom accounted for and tracked 
after purchasing and consequently these 
assets are generally not added to the 
cost of production of goods and services 
provided to the public. “Under such an 
archaic system, the government would 
not be fully able to get the true picture 
of how much goods and services actually 
cost nor is it able to accurately know the 
full extent of its liabilities,” he said.

“The limitation of the modified cash 
basis is that it is simpler but the concept 
is unfamiliar to the general public, as the 
use of accural accounting is more wide-
spread in commerce” explained Datuk 

Wan Selamah Wan Sulaiman, Accountant 
General, Malaysia, speaking at NAPSAC 
2011. Modified cash accounting provides 
only basic cash information, is easy to 
manipulate and therefore less compre-
hensive. 

One of the key objectives of mov-
ing from cash reporting to accruals is 
to make the true cost of government 
more transparent. For example, accrual 
accounting will see the correct attribu-
tion of the pension costs of government 
employees to the time period when they 
are employed and accumulating their 
pension rights, rather than reporting 
this as an unrelated expenditure once 
they have retired under the cash system. 
The cash system also allows outstand-
ing government debts to be designed in 
such a way that all interest expenditure 
is paid in a lump sum at the end of the 
loan rather than being spread through 
the years when the loan was outstand-
ing, as would be done under accruals. 
These examples indicate how a focus 
on cash only can distort the true cost of 
government expenditure. 

As an alternative, accrual account-
ing is generally more reliable than cash 
accounting in measuring financial per-
formance and in mitigating the chal-
lenges of sovereign accountability and 

risk management. This stance explains 
the government’s championing of accru-
al accounting. “Migration to accrual 
accounting has been stipulated as a policy 
measure in the New Economic Model 
(NEM) Report. The adoption will put the 
Malaysian public sector finance practice 
in line with developed countries”, said 
Datuk Wan Selamah.

 In accrual accounting, economic 
events are recognised when they occur 
regardless of when cash transactions 
occur, meaning economic events are rec-
ognised at the time in which the transac-
tion occurs rather than when payment is 
made (or received). 

Although accruals have been used in 
the private sector for a very long time, it 
is not possible to simply adopt private sec-
tor accruals in the public sector in total. 
There are a number of unique issues 
that arise when governments move to 
accruals. The government has certain 
types of assets and liabilities that do not 
exist in the private sector, including herit-
age assets, military assets, infrastructure 
assets and the treatment of social security 
programmes. The type of valuation meth-
ods used is also very important, espe-
cially from an economic analysis point 
of view.  

It must also be borne in mind that 

ACCRUAL ACCOUNTING - THE WAY FORWARD

A section of the delegates who attended NAPSAC 2011
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the treatment of social security pro-
grammes, such as general old-age pen-
sion programmes, is a very contentious 
issue in an accrual environment. It is 
important to emphasise that this does 
not refer to the treatment of govern-
ment employees’ pension programmes; 
these are contractual obligations and 
their treatment as a liability is clear-cut. 
These programmes represent a huge 
obligation for the government in the 
future, especially in the circumstances of 
an ageing population.

 
Integrating accrual accounting 
with outcome-based budgeting 
and activity-based costing

“Malaysia is expected to fully migrate 
to accrual-based accounting by 2015,” 
said Datuk Wan Selamah, “where assets 
and liabilities are accounted for in full. 
It will have a centralised system with a 
single database and be fully integrated 
with Outcome-Based Budgeting (OBB) 
and other relevant systems. Accrual 
accounting together with Activity-Based 
Costing (ABC) will transform exist-
ing data to information and eventually 
to knowledge where better-informed 
decisions and actions can be taken, she 
added.

Koshy Thomas, Head of Project 
Team, OBB Project Team, Ministry of 
Finance says, “Accrual accounting pro-
vides the data and information that will 
enable it to generate costing information 
for programme evaluation.”  The adoption 
of accrual accounting in Malaysia will 
assist in the rigorousness of performance 
reporting of the programmes since it can 
provide multiple reporting dimensions 
from which managers can make better 
and informed decisions.

Using accrual accounting together 
with the Activity-Based Costing (ABC) 
approach can help to evaluate the effi-
ciency and effectiveness of programmes 
in pursuing the respective outcomes. The 
cost information can help to evaluate 
options in the provision of public services 
such as healthcare and education.

In other words, “Accrual accounting 

will facilitate the costing of resources, 
which is essential to the effectiveness of 
Outcome-Based Budgeting in promoting 
the sustainability of fiscal policies. It will 
also add depth to the accountability and 

transparency of the management of pub-
lic sector resources,” explains Thomas.

Obstacles to Implementation

Like any other reform, implementation 
of accrual accounting in the public sector 
will be challenging. Apart from creating 
awareness, the government will have to 
reform legislative and regulatory struc-
tures, build capacity and competency, 
integrate systems, and better manage 
assets and liabilities.

To prepare for eventual adoption of 
accrual accounting, according to Rosini 
Abdul Samad, Deputy Accountant 
General (Corporate), there must be 
a change in management where the 
structured approach for organisational 
change (transition to accrual account-
ing) is supposed to take place. “There 
should be operational changes where 
accounting standards and policy, laws 
and regulations and work processes 
take effect. Also a change in technology 
coupled with changing the attitudes 
and behaviours (knowledge and skills) 
of personnel should be the norm. The 
primary objective for a change is for 
the management to empower personnel 
to accept and embrace changes,” she 

“The limitation of the 
modified cash basis is 
that it is simpler but the 
concept is unfamiliar to the 
general public, as the use of 
accural accounting is more 
widespread in commerce.”

Datuk Wan Selamah Wan Sulaiman, 
Accountant General, Malaysia
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explained. 
Whilst the migration can proceed 

with a dual reporting structure of cash 
and accrual accounting, the benefits of 
accrual accounting will not be as far 
reaching without the official reporting 
structure in place. The competency 
of the system vendor and consultants 
will have a major impact on the deliv-
erables and proposed timeline, which 
have been set to synchronise with the 
timeline of the full rollout of OBB. The 
risks of flaws in system integration can 
be mitigated through project manage-
ment, the appointment of a competent 
systems integrator and the use of a 
uniform and consistent technology plat-
form provided that the platform is scal-
able and robust.

Additionally, competency will have 
a significant impact on the project risk. 
“As a result of the initial lack of aware-
ness in accrual accounting with its 
attendant benefits and costs, policies 
and standards, we need to build capac-
ity for staff in the Accountant General’s 
Department as well as in the respective 
Ministries and agencies,” said Rosini.  
To overcome inadequate skill com-
petency, there is an urgent need for 
comprehensive capacity-building pro-
grammes with ongoing skills learning 
and relearning. 

Determining the accuracy of costs 
of fixed assets will have to be balanced 
with the time and cost of data gather-
ing. Inaccuracy in fixed asset valuation 
can be minimised by focussing on the 
planning of the data gathering exer-
cise, focussing planning on achieving 
accuracy over a defined time period, 

and leveraging on the co-sourcing or 
outsourcing of experienced resources.

A Host of Benefits

Datuk Wan Selamah contended that 
accrual accounting benefits the public 
sector in more ways than one. In terms 
of cost savings, the costing data of output 
enables more effective evaluation of alter-
natives to achieve the required outcomes. 

For revenue generation, it is a great tool 
for information on assets which facilitate 
unlocking of values. It provides better 
service delivery as assets listing provides 
a database for infrastructure manage-
ment leading to a better maintenance of 
assets, she said.

Therefore, the adoption of accrual 
accounting will invariably lead to a trans-
parent and accountable government as it 
leads to accounting for consumption of 
resources and subsequently improves the 
performance and financial management 
of each agency. With regards to sustain-
ability, it will definitely facilitate revenue 
management by each agency while at the 
same time promoting inter-generational 
equity of public policies. 

“In other words, it is a complete 
accountability of resources.  It is also a 
better measure of policy effect as it is 

an effective measure to complement the 
results framework of OBB which leads 
to a better accountability of executive 
government. It will improve organisa-
tional efficiency and effectiveness sig-
nificantly as it complements the results 
framework of OBB and the costing of 
outputs measured against outcomes.  
Accrual accounting will also help to pro-
mote greater integrity by curbing teem-
ing and lading of expenditure, promoting 
transparency, minimising year-end shop-
ping and is compatible with developed 
economies,” said Datuk Wan Selamah.

ACCRUAL ACCOUNTING - THE WAY FORWARD

“As a result of the initial 
lack of awareness in accrual 
accounting with its attendant 
benefits and costs, policies 
and standards, we need to 
build capacity for staff in 
the Accountant General’s 
Department as well as in 
the respective Ministries and 
agencies.”

Rosini Abdul Samad,
Deputy Accountant General, Corporate

“Accrual accounting provides 
the data and information 
that will enable it to generate 
costing information for 
programme evaluation.” 

Koshy Thomas, Head of Project Team, 
OBB Project Team, Ministry of Finance.
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Furthermore, positive macro-
economic effects could also flow from 
the migration to accrual accounting. 
“I believe the initiative is timely as it 
would facilitate greater inflow of foreign 
direct investments (FDIs) which the 
nation needs to achieve developed sta-
tus by 2020,” added Dato’ Sri Manyin. 
“The Malaysian economy is very open. 
The country depends on FDIs and the 
world perceives us by how we manage 
our affairs. With the implementation of 
a world-class system for financial man-
agement and reporting system we will 
be able to show better accountability 
and transparency in our overall govern-
ance,” he continued. 

The move to accrual accounting 
may also see Malaysia gaining bet-
ter overall credit ratings from critical 
agencies such as the International 
Monetary Fund (IMF), World Bank 
and international business communi-
ties as a whole. Financial markets 
and credit rating agencies are par-
ticularly interested in the sustaina-
bility of financing and expenditure 
policies. The International Monetary 
Fund contends that accrual financial 
statements provide greater informa-
tion for analysing the sustainability of 
fiscal policy and the quality of fiscal 
decision-making.

Meanwhile, accrual accounting is 
creating value in the countries that has 
adopted and implemented it through 
increased transparency and improved 
decision-making in important areas 
of the economy. “However, a change 
in accounting systems on its own is 
not likely to lead to better resource 
management. The changes that lead 
to better resource management may 
be driven by commitment to improv-
ing and incentives being made avail-
able to reward improved efficiency 
and effectiveness. The implementa-
tion of accrual accounting together 
with OBB and ABC is hoped to bring 
Malaysia on par with other developed 
countries,” concluded Datuk Wan 
Selamah. n

Along with accrual accounting, it is 
recommended that the public sector 
move to accrual budgeting in order to 
optimise the benefits of the shift from 
cash to accruals.

Malaysia is targeting 2016 to fully 
adopt accrual budgeting, hot on the 
heels of its planned adoption of accrual 
accounting by the target date of 2015. 
“Accrual accounting is definitely going 
to have an impact on the budgeting 
exercise,” said Rosli Abdullah (pix) Chief 
Executive Officer, Malaysian Institute 
of Accountants (MIA) at the National 
Public Sector Accountants Conference 
(NAPSAC 2011). 

Accrual budgeting offers several 
advantages over the current system. 
“It is a complete estimate of govern-
ment functions as it facilitates plan-
ning for future funding and effective 
budgeting of sufficient resources. It 
also improves discipline for budget 
execution decision based on out-
come and output. It has symmetry 
with accrual accounting in terms of 
comparability and accountability on 
budget implementation.

What happens if systems are not 
streamlined by moving to accrual 
budgeting? Rosli believes cash-based 
budgeting can still be used if accrual-
based accounting is implemented but 
reconciliation is required. “But it is going 
to increase the workload of accountants, 
increase risk of data loss and it is indeed 
a time-consuming process.  There 
are practical difficulties in monitoring 
and evaluation resulting in a possible 
loss and distortion of data during 
reconciliation which will invariably delay 
the decision-making process.” 

In order to successfully migrate to 
accrual budgeting, Rosli contended that 
management training, the right culture, 
strong IT support and a robust audit 
process are critical. Successful migration 
also depends on the government audi-
tor’s state of readiness. 

Koshy Thomas, Head of Project 
Team, OBB Project Team, Ministry of 
Finance points out that the current 

budgeting system has inherent weak-
nesses. “We need to rationalise expendi-
ture management,” he said. “We need to 
shift focus from outputs to outcomes 
and the lack of vertical integration has 
resulted in limited strategic alignment 
from national priorities.” The lack of 
horizontal integration has created the 
existence of silos, said Thomas. “The 
overlapping of programmes has led to 
increased redundancy. While it has cre-
ated cross-cutting issues among agen-
cies, ideally we should focus on compli-
ance as opposed to performance.” 

Other factors such as the lack of 
a systematic monitoring system, a 
poor information system, the non-
assignment of accountability for results, 
dichotomous budgeting, and evalua-
tions that are done on an ad-hoc basis 
have all contributed to the present 
weakness in the current budgeting sys-
tem, noted Thomas.

With the advent of accrual account-
ing, these should be mitigated to facili-
tate more efficient and effective budg-
eting. According to Thomas, in terms 
of cost savings, costing data of output 
under OBB enables more effective 
evaluation of alternatives to achieve the 
outcomes. For revenue generation, it is 
a great tool for gathering information 
on assets to facilitate unlocking of val-
ues. Accrual accounting also provides 
better service delivery as the creation 
of an assets’ listing will in turn provide 
a database for infrastructure manage-
ment leading to better maintenance of 
assets. 

ACCRUAL BUDGETING
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NAPSAC 2011 ADDRESSES 
CHANGING LANDSCAPE  OF PUBLIC 
SECTOR ACCOUNTING

NAPSAC
2011

IN SuPPORT Of THE GOVERNMENT’S EffORT to 
further strengthen the management of public finances 
as a strategic reform initiative to revitalise the nation’s 
economy and to be more responsive as well as account-
able to the needs of private citizens and businesses, 
the Malaysian Institute of 
Accountants in partner-
ship with Jabatan Akauntan 
Negara Malaysia (JANM) and 
Persatuan Akauntan Sektor 
Awam Malaysia (PERASAMA) 
successfully held  the 1st 
National Public Sector 
Accountants Conference 
(NAPSAC) 2011 from 6 to 7 
June in Kuching, Sarawak. 

The event was officiated 
by Sarawak’s Minister of 
Infrastructure Development and Communication, Dato’  Sri 
Michael  Manyin Jawong who represented the Honourable 
Chief Minister of Sarawak,  Pehin Sri  Abdul Taib Mahmud.

Themed “Transitioning to a New Public Sector Accounting 
Landscape”,  the two-day Conference gave special focus to  

Over 500 delegates 
attended the two-day 
event which featured 
experts and advocates 
of accrual accounting 
from the government, 
statutory bodies and 
professional accounting 
bodies.  

cover story 

The NAPSAC 2011 saw more than 500 delegates from all over Malaysia congregate 
in Kuching, Sarawak

(Left to right) Mark Jerome, Nik Hasyudeen, Wayne Cameron and Christina Foo sharing their views on how the adoption of accrual- 
based accounting will affect stakeholders and society in general.

Datuk Wan Selamah presenting a memento to Dato’ Sri Michael
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NAPSAC
2011

the proposal to adopt accrual-based 
public sector accounting, including 
current transitional and practical 
issues as well as related experiences 
from other countries.

Over 500 delegates attended the 
two-day event which featured 
experts and advocates of accrual 
accounting from the government, 
statutory bodies and professional 
accounting bodies.  

From the opening ceremony 
onwards, the NAPSAC 2011 was 
considered a success in setting the 
pace for delegates in relation to the 
requirements, standards and policies 
of the accrual-based International 
Public Sector Accounting Standards 
(IPSAS). Presentations from the 
speakers touched on the benefits, 
challenges and other practical 
issues associated with this new sys-
tem.  Delegates were also treated 
to a dazzling gala dinner complete 
with cultural performances which 
saw participation from the audi-
ence.

The Conference  gathered  experts 
and thought leaders in the indus-
try which included: Professor Dr. 
Andreas Bergmann, Chairman of 

the International Public Sector 
Accounting Standards Board; 
Datuk Wan Selamah Wan Sulaiman, 
Accountant General of Malaysia; 
Christina Constance Foo, Vice-
President, Malaysian Institute of 
Accountants; Baharuddin Ahmad, 
President, Persatuan Akauntan 
Sektor Awam Malaysia (PERASAMA) 
Reza Ali, Head of Emerging Markets 
– Asia, ACCA; Rosli Abdullah, Chief 
Executive Officer, Malaysian Institute 
of Accountants; Koshy Thomas, 
Head of Project Team, OBB Project 
Team, Ministry of Finance, Malaysia; 
Sukdev Singh, Executive Director, 
Forensic Services, KPMG; Abdul 
Aziz Kassim, Certified Business and 
Leadership Coach; Wayne Cameron, 
Former Auditor-General, Australian 
State of Victoria; Mark Jerome, 
Executive Director, Audit Services, 
KPMG  and  Nik Mohd. Hasyudeen 
Yusoff Executive Chairman, Audit 
Oversight Board, Malaysia

Pictures tells a thousand words and the 
following images capture the highlights 
and essence of NAPSAC 2011.
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Prof. Dr. Andreas Bergmann, Chairman of IPSASB, shar-
ing his views on accrual-based accounting

Delegates were introducued to the diversity of Sarawak 
through numerous cultural performances (below) at the 
Conference Gala Dinner
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According to  Mark Jerome,  
Executive Director, Audit 
Services, KPMG “There 
will definitely be challeng-
es in adopting  the accrual 

accounting system.  Accrual accounting 
is more complex and requires greater 
use of judgement than cash accounting 
and its adoption  therefore requires new 
systems  and considerable training.”

He added, “This training will be needed 
by preparers of financial information and 
by users, to ensure that the authorities gain 
the full benefits from accrual accounting.” 

Generally public entities face four major 
obstacles in adopting accrual accounting for 
the first time, observed Wayne Cameron, 
the former Auditor-General, Australian 
State of Victoria. These are:
 •  Strategic management issues - these 

include establishing project teams 
early, focussing on education and 
communications, preparing business 
impact analyses and establishing the 
right legal and regulatory framework. 

• Policy settings - changing the way 
in which revenues, expenses, assets 
and liabilities are recorded and 
reported will not by itself bring about 
the desired improvements in public 
administration. A much broader set of 
goals and incentives are required to 
achieve these ideals. Changes to the 
way in which public services are man-
aged and administered will be neces-
sary to bring about improvements. 

• Resource requirements - the demand 
for specialised skills will substantially 

increase as the result of the transi-
tion. Particular skills in demand will 
be accounting, IT systems and valu-
ation skills. “People need more train-
ing to understand accrual accounting 

than cash accounting.  However, once 
they have that understanding, accrual 
accounting is more informative than 
cash accounting,” said Jerome.

•   Communications - the need for effec-
tive and timely communications is 
never greater than during a period of 
change. Communications plans and 
protocols will need to be developed 
within agencies with staff and con-
tracted consultants; between agen-
cies and central agencies such as the 
Accountant General’s department; 
with government and Parliament, the 
media and the community. 

These issues and concerns vary from 
country to country. “In Malaysia,” said  
Prof. Dr. Andreas Bergmann, Chairman, 

2015 has been set  for Malaysia  to  implement and adopt  the accrual-based accounting 
system for its public sector.  Like everything new, a  lot of issues were highlighted by various 
parties  in relation to this development. Here we share some pointers  from NAPSAC 2011 
speakers about some of its challenges, benefits and the best way forward in adopting the 
accrual-based accounting system.   

Adopting Accrual-based Accounting  
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“In Malaysia, with its strong accounting 
profession, human resources are less 
of an issue than elsewhere. I think 
completeness of assets and liabilities 
registers in all entities is the key 
challenge here. Also, political will can 
become an issue in most countries.”

Prof. Dr. Andreas Bergmann,
Chairman, International Public Sector 
Accounting Standards Board
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International Public Sector Accounting 
Standards Board, “with its strong accounting 
profession, human resources are less of an 
issue than elsewhere. I think completeness 
of asset and liability registers in all entities 
is the key challenge here. Also, political will  
can become an issue in most countries.”

Its Benefits : Better Transparency 
and Accountability
n There are two main benefits of accrual 
accounting. First, decision-making will be 
based on more complete and meaningful 
information. Second, citizens, lenders and 
other stakeholders will get the benefit of 
improved transparency and accountabil-
ity. “Both are instrumental for economic 
growth and prosperity, especially since 
investment decisions are represented 
faithfully,” said Bergmann. 

 In terms of reliability and fair presen-
tation, accrual accounting enables users 
to see the complete financial position and 
performance of an entity, whereas cash 
accounting only enables them to see the 

payments it makes and receipts it gains.  
The amount and quality of information 
available to users of financial statements 
will therefore significantly increase.

Of course, accrual accounting is not a 
magic wand. Accrual accounting alone will 
not stop poor performance.  But combined 
with good governance and exemplary man-
agement practices (e.g. regular reviews of 
accounts), it will enable timely identification 
and rectification of issues. As Bergmann 
observed, “Accrual basis accounting is a 
precondition for performance budgeting 
and reporting. Without it, you are unable 
to calculate cost information appropriately.” 

  The adoption of accrual accounting 
will also enable new accounting technolo-

gies to be employed, such as planning 
programme budgeting, performance indi-
cators and annual reporting mechanisms, 
all of which invariably lead to greater 
transparency and better performance. 
“When programme budgeting and full 
accrual accounting is accompanied by the 
use of useful and appropriate perform-
ance indicators, transparency is consider-
ably improved,” explained Cameron. “It 
is further enhanced if the performance 
indicators are independently audited as 
part of the annual attest audit function.”

 He said better performance can 
be achieved when all three elements 
are practised and the annual Budget is 
prepared on the same accrual account-

“When programme budgeting and full accrual accounting is accompanied 
by the use of useful and appropriate performance indicators, transparency is 
considerably improved.” 

Wayne Cameron,
The Former Auditor-General, Australian State of Victoria
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ing basis. However, the deal breaker 
is good governance. “Governance and 
accounting complement each other, if 
any one of the two is faulty, there is 
little chance of getting it right,” said 
Bergmann.

Performance is not likely to be 
optimised if there is no corresponding 
change to the way in which manage-
ment and administrative practices are 
applied. “It is important to “walk the 
talk”, stressed Cameron. The key here 
is to achieve behavioural change on the 
part of public sector managers to find 
better ways to achieve (preferably meas-
urable and publicly reported) outcomes.

Done properly, accrual accounting 
will definitely provide a better quality 
of information and a better way of dis-
charging accountability among public 
sector managers.  Jerome said the tran-
sition will enable managers - and those 
responsible for reviewing them – to 
identify the complete financial impact 
of their decisions and to plan and act 
accordingly.

Accrual-Based Budgeting
Should budget exercises be included in 
accrual accounting?
n It is possible to have financial report-
ing on an accrual basis and budgets on a 
cash basis, said Jerome. “However, if the 
full benefits of accrual-based accounting 
are to be achieved, budgets should also 
be prepared on an accrual basis, so that 
budgets and financial reports are direct-
ly comparable,’’ he said. Once again, this 
will require training by preparers and 
users of budgets, in order to ensure that 
the full benefits are gained.

“But,” Bergmann noted, “though 
accrual budgeting is not a prerequi-
site, the budgeting system needs to be 
adjusted to reconcile with accrual infor-
mation. Leaving the budgeting system 
totally unchanged is actually a common 
mistake – although changing it too dra-
matically is one too!”

Needed: Better Professional 
Judgement and Valuation Skills
n Accrual accounting is without a doubt 

Moving Malaysia Towards  Accrual Accounting
Is Malaysia ready for accrual accounting? “It was clear from NAPSAC 2011 that the 
accounting profession is ready to move to accrual accounting.  I would be surprised 
if no unexpected issues are identified during the transition but I am confident that it 
will be achieved in the timetable set,” commented Jerome.

 “I think it is a good moment for Malaysia to start its reform towards accrual account-
ing. All of the more developed ASEAN countries are embarking on this development, 
now, and we are likely to see accrual accounting being implemented by about 2015 
throughout the region,” said Bergmann. The shift will also entail changing politi-
cal and budgetary dialogue, he added. Bergmann also said that the shift to accrual 
accounting will help safeguard this region from financial problems similar to the 
Eurozone’s debt crisis, which largely arose from the lack of sound information about 
government finances – especially in the case of Greece.

 To make a successful transition, politics cannot be discounted. Political will and lead-
ership will play a large role in determining the successful take-up of accrual account-
ing. Having a set of high quality accrual accounting standards in place is crucial to 
ensure usefulness and transparency of information but this sometimes can be in 
conflict with political desire, said the panellists. It is therefore critical that the planned 
introduction of accrual accounting is prominently and unambiguously supported by 
political will at the highest level of the executive.

more difficult or complex than cash 
basis accounting.  The most complex  
issue that accrual accounting introduces 
is that accountants will need to consider 
the value of assets – whether buildings, 
computers, or exhibits in a museum.  “It 
is no longer enough to know how much 
items cost; accountants will need to 
assess how the value is used  as a result 
based on its future economic benefit or 
service potential,” said Jerome.

The exercise of professional judge-
ment will also be required with the tran-
sition, as the scope for interpretation and 
judgement regarding recognition, meas-
urement, presentation and disclosure is 
wider in accrual accounting. This would 
pose a heavier burden on Public Sector 
Accountants .

However, Bergmann disagreed that 
accrual accounting will be more com-
plicated, “as most businesses have been 

on accrual for ages and for everybody 
who has been involved in commercial 
activities, it’s even easier to understand. 
However, it brings a change especially 
for economists who traditionally over-
emphasised cash information in their 
theories.”

Reducing fraud
n One of the main advantages of accrual 
accounting is to a large extent,  reduc-
tion in the incidence of fraud. “Accrual 
accounting certainly helps to detect 
fraud,” said Bergmann.

He added,  “this will make it harder 
to manipulate and hide financial mis-
statements and will thus make some 
fraud harder to accomplish.  However, it 
is not a cure-all as there have been too 
many cases of fraud in the private sector, 
where accrual accounting is commonly 
used,” says Jerome. n

ADOPTING ACCRUAL-BASED ACCOUNTING 

“It is no longer enough to know how much items cost; accountants will 
need to assess how the value is used  as a result based on its future eco-
nomic benefit or service potential.”

Mark Jerome,
Executive Director, Audit Services, KPMG
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The issues of convergence, 
transformation and sustain-
ability are gaining more trac-
tion, especially in business and 
finance. Even as markets and 

regulators push for the global conver-
gence of standards and sustainable 
business, the transformation of 
business legacy practices at the 
domestic and regional levels will 
be necessary to reap the full ben-
efits of convergence.

Since the accounting profes-
sion is the vanguard of convergence 
and sustainability,   its members will be 
responsible for driving these issues and 
making them relevant to their organisa-
tions. It cannot be denied that the role 
of accountants has moved irrevocably 
beyond pure finance; accountants are 
expected to be advocates of sound busi-
ness practice, champions of sustainable 
development, and identifiers and mana-
gers of risk and value.  

As key members of the organisational 
structure, accountants need to urgently 
rethink their roles to see how they can 
add value to the triple bottom line of 
the economic, social and environmental 
aspects of a company’s performance – 
and ensure their organisation’s long term 
continuity. 

Given the expanding scope and diver-
sity of the accountant’s role, it is impor-
tant that issues on convergence, transfor-
mation and sustainability continue to be 
given utmost priority by all accountants 

in achieving long term sustainable excel-
lence.  

“In order to help shape and sustain 
development in these areas, the Malaysian 
Institute of Accountants (MIA) in col-
laboration with the ASEAN Federation of 
Accountants (AFA) is organising the MIA 
International Accountants Conference 
and the 17th AFA Conference at the 
Kuala Lumpur Convention Centre from 
2-3 November 2011”, said MIA-AFA 
Conference 2011 Chairman, Abdul Rahim 
Abdul Hamid. 

Known as the MIA-AFA Conference 
2011, this will be another landmark 
event hosted by MIA after the successful 
organising of the 18th World Congress of 
Accountants (WCOA) 2010 in November 
last year, which saw more than 6,000 par-

ticipants registered from 134 countries.
“The theme of the upcoming MIA-

AFA Conference, “Converge, Transform, 
Sustain: Towards World Class 
Excellence’,  resonates well  in the 
present highly competitive financial 
services industry where new challeng-
es and opportunities are continuously 

emerging in this era of globalisation and 
of rapid change that is also driven by 
advances in today’s financial and business 
landscape”, Abdul Rahim added. 

This initiative by MIA and AFA will 
bring together a raft of influential think-
ers, eminent accounting professionals 
and accomplished business and finance 
leaders not only from the ASEAN region 
but also from around the globe. It will also 
provide a range of social and networking 
activities, attracting a broad range of 
members of the accounting profession.

The Conference  will also draw a 
glittering line-up of speakers includ-
ing the CEO of the  CIMB  Asean 
Research Institute, John Pang;  The 
Director of Finance, Industry and 
Infrastructure Directorate, ASEAN 
Economic Community Department, 
ASEAN, Dr. Somsak Pipoppinyo;  The 
Malaysian Accounting Standards  Board 
Chairman, Mohammad Faiz Azmi; 
The Audit Oversight Board Executive 
Chairman, Nik Mohd. Hasyudeen Yusoff;  
Japan’s Financial Accounting Standards 
Foundation Officer, Tomo Sekiguchi 
and the Chief Executive Officer of CPA 
Australia, Alex Malley.

MIA-AFA Conference 2011

Converge, Transform, Sustain 
TOWARDS  WORLD CLASS ExCELLENCE

2 - 3 November 2011 • Kuala Lumpur Convention Centre
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Abdul Rahim noted that the MIA-AFA 
2011 Organising Committee has chalked 
up good progress in planning and execu-
tion in the run-up to the Conference. Apart 
from aggressively pitching MIA-AFA 
2011 to the ASEAN accounting fraterni-
ties, recent key developments include the 
establishment of the online registration 
system, which can be accessed at  http://
mia-afa2011.mia.org.my. This dedicated 
site offers delegates the latest infor-
mation on MIA-AFA Conference 2011, 
including details on the Conference top-
ics, programme line-up, fees, sponsorship 
and exhibition opportunities as well as 

CONVERGE, TRANSFORM, SUSTAIN: TOWARDS  WORLD CLASS ExCELLENCE

“The theme of the upcoming 
MIA-AFA Conference, ‘Converge, 
Transform, Sustain: Towards 
World Class Excellence’, 
resonates well  in the present 
highly competitive financial 
services industry where new 
challenges and opportunities 
are continuously emerging in 
this era of globalisation and of 
rapid change that is also driven 
by advances in today’s financial 
and business landscape.”

Abdul Rahim Abdul Hamid
MIA-AFA CONFERENCE 2011 CHAIRMAN

plenary and workshop sessions for 
the Conference will feature more than 
40 experts and business leaders from  
various countries discussing topics rel-
evant to the professional accountant as 
value creator and contributor to sustain-
able organisations, financial markets and 
economies. Plenary topics are ASEAN 
Capital Market Integration and its Impact 
Towards the Global Community; The 
Sovereign Debt Crisis and its Implication 
in ASEAN; IFRS Convergence and Audit 
Oversight Board – a National Agenda;  
and Responsible  Business – Better 
Companies, Better Societies.

Although the Conference is a hot-
house for ideas and interaction, the MIA-
AFA Conference aims to be more than 
just an intensive talkshop. Beyond mere 
words, the Conference is another sig-
nificant event that urges participants to 
discover solutions to challenges, and to 
take away the key messages on global 
convergence of standards, sustainable 
business, and the transformation of busi-
ness legacy practices at the domestic and 
regional levels, which will lead towards 
excellence. n

conference accommodation.  Delegates 
can enjoy the early bird fee of RM1,200 
until 31 August 2011. PLUS, be among 
the first 500 participants to register for 
the Conference and receive a free annual 
subscription of 24 executive summaries 
from Best Book Summary worth RM108!

CPA Australia, the leading sponsor 
of this Conference, too is a heavyweight 
in the development of the accountancy 
profession in this region.  Besides CPA 
Australia,    other   sponsors include   
the Association of Chartered Certified 
Accountants (ACCA), the Chartered 
Institute of Management Accountants 
(CIMA), and The Institute of Chartered 
Accountants in England and Wales 
(ICAEW).

The Conference will also be an excel-
lent investment in training and develop-
ment for local delegates. In principle, 
the MIA-AFA Conference   is recognised 
by the Human Resources Development 
Fund (HRDF). Therefore, eligible 
employers keen on sending their employ-
ees to participate in the Conference can 
apply for the training grant under the 
HRDF scheme which is administered 
by the Pembangunan Sumber Manusia 
Berhad (PSMB).  This Conference car-
ries 16 MIA CPE Credit Hours.

Content is critical to a successful 
conference, and the Conference team 
has lined up a current and relevant 
programme to stimulate discussions 
and challenge thought processes. The 

The MIA-AFA Conference is set to 
emulate the success of WCOA 2010.
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Reinvestment allowance (RA) is 
a form of tax incentive available 
to companies that undertake 
any qualifying project for its 
existing businesses. This tax 

incentive is granted to a Malaysian resident 
company that fulfills the following condi-
tions:  
• has been in operation for not less than 

thirty-six (36) months; and
• incurred qualifying capital expenditure 

on factory, plant and machinery used in 
Malaysia for the purpose of undertaking 
a qualifying project in Malaysia pursu-
ant to paragraph 8(a), Schedule 7A of 
the Income Tax Act, 1967 (the Act).

The incentive is also extended to a resi-
dent company/person who incurs capital 
expenditure on an agriculture project in 
Malaysia that has been in operation for not 
less than thirty-six (36) months pursuant 
to paragraph 8(c) and 8(d), Schedule 7A of 
the Act. 

A company may enjoy RA for more than 
one project in the same year of assessment 
(YA) as RA is granted on a company basis. 
The amount of RA claimable is limited to 
sixty per cent (60%) of the capital expendi-
ture incurred in the basis period of a YA 
and is deducted against seventy per cent 
(70%) of the statutory business income.  RA 
is claimed upon completion of a qualifying 
project, i.e. when a building is completed 
(for constructed building) or on the date of 
purchase (for purchased building), or when 
plant/machinery is put into operational use. 
Capital expenditure incurred on commer-
cial vehicles is not qualifying expenditure 
for RA purpose unless such commercial 

tax

Reading the Fine Print of

MIA Professional Standards and Practices

Reinvestment 
Allowance

The amount of RA 
claimable is limited to 
sixty per cent (60%) of 
the capital expenditure 
incurred in the basis 
period of a YA and is 

deducted against seventy 
per cent (70%) of 

the statutory business 
income. 

vehicles are used within the factory vicinity 
for the purpose of undertaking the qualify-
ing project. 

In certain circumstances, RA may be 
deducted against 100% of the statutory 
income of a business when:   
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1   Promoted area refers to the states of Sabah, Sarawak, the Federal Territory of Labuan, Perlis, the Eastern Corridor of Peninsular Malaysia comprising 
the states of Kelantan, Terengganu, Pahang and the District of Mersing, Johor.  

2   Level of Productivity is measured by using a Process Efficiency (PE) ratio which will be compared with the level prescribed by the Minister of Finance 
for the same year of assessment. 

TABLE 1: 
DEFINITION OF A QUALIFYING PROJECT PURSUANT TO PARAGRAPH 8, 
SCHEDULE 7A OF THE ACT

Paragraph 8(a)
“a project undertaken by the company, in expanding, modernising or auto-
mating its existing business in respect of manufacturing of a product or any 
related product within the same industry or in diversifying its existing busi-
ness into any related product within the same industry”;

Paragraph 8(c)
“an agricultural project undertaken by a company in expanding, modernising 
or diversifying its cultivation and farming business excluding the business of 
rearing chicken and ducks”; or   

Paragraph 8(d)
“a project undertaken by a person:
- in transforming his business of rearing chicken and ducks from an open 

house to a closed house system; or
- in expanding his existing business of rearing chicken and ducks in a closed 

house system”, 
as verified by the Minister responsible for agriculture and agro-based indus-
tries.

Note: paragraph 8(b) of Schedule 7A has been deleted effective 31 August 2007

• the qualifying project is located with-
in promoted area1; or

• the qualifying project has achieved 
the level of productivity2 as pre-
scribed by the Ministry of Finance. 

(Appendix B of Public Ruling No. 
2/2008 “Reinvestment Allowance” 
(PR No. 2/2008) issued by the IRB 
on 3 April 2008 provides elaboration 
on the method of calculation).
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PR No. 2/2008 clarifies what constitutes qualifying projects** and provides examples of qualifying projects which are elaborated in Table 2 
below: 

TABLE 2: TERMS USED AND ExAMPLES PROVIDED IN THE PR NO. 2/2008

Terms used Definitions Examples Given in Public Rulings

Expansion An expansion project results in the increase of 
the production capacity for the manufactur-
ing^^ or processing^^ of a product or any relat-
ed product within the same industry which 
will result in the increase in production output 
and sales.

Company D, a manufacturer of car components 
which installs three additional production lines to 
increase its production capacity.

The production capacity increased from 12,000 units 
to 20,000 units per month. 

Other examples of expansion:

Original product/ 
Activity

New product/ 
Activity

Rubber gloves Cotton/woolen gloves

Tyres for motor vehi-
cles

Aircraft tyres, retread-
ed tyres, inner tubes

Conventional TV Plasma TV/LCD TV

Costume jewellery, sil-
ver jewellery

Gold jewellery, jewel-
lery with crystals and 
precious stones

Modernisation This refers to upgrading of manufacturing 
equipment/facilities and processes.

Company F, a manufacturer of rubber gloves, 
installs new sophisticated machines in its existing 
production line which cuts down on the number of 
processes, production time, and labour costs, and 
enables product quality improvement.

Automation This is a process whereby manual operations 
are being substituted with mechanical opera-
tions with human judgement and control.

Company G, a motorcycle manufacturer, invests in 
a robotic machine for welding and spraying work 
which was previously done manually.

Diversification Diversifying projects means to undertake a 
project in order to produce additional or new 
related products within the same industry.

The additional or new products should be 
related or similar to the existing products 
in terms of the major raw materials used; 
main components; type/range/variety/
class/category/group;  features/character; 
functions/purpose/usage; or manufacturing 
process.  

Diversification includes forward integration 
but not backward integration.

Some examples of diversification:

Original product/ 
Activity

New product/ 
Activity

Rubbers gloves Rubber shoes/seals

Tyres for motor vehicles Metal rim for wheels

Conventional TV VCD/ DVD players

Costume jewellery, silver 
jewellery

Silver, gold, crystal 
ornaments

** A project for this purpose is construed as a well thought-out plan or scheme to be implemented over a specific period of time, with a specific budget and 
target of achievement. Documents to substantiate a project are project paper, feasibility study, market research, business plan indicating the course of 
action taken or to be taken, budget and financing arrangement.

^^  The definition of manufacturing has been changed and processing activity excluded from RA claim effective YA2009 (please refer to Table 3).



WHAT CONSTITUTES QUALIFYING 
CAPITAL ExPENDITURE? 

Qualifying capital expenditure refers to 
the capital expenditure incurred on fac-
tory, plant or machinery for the purposes 
of a qualifying project prescribed under 
Schedule 7A of the Act.  Such expendi-
ture does not include capital expenditure 
incurred on plant and machinery which 
is utilised wholly or partly for the use of 
a director, or an individual who is a mem-
ber of the management or administrative 
or clerical staff. 

The definition of factory (for RA purpose) 
is not spelt out in the Act.  However, PR 
No. 2/2008 clarifies factory to mean: 
i. a building, part of a building or a 

group of buildings where goods are 
manufactured or processed.  It also 
includes an extension, a building or 
a structure used in respect of the 
manufacturing or processing activity 
of the company.  The activities car-

ried out in that building or structure 
should form part of the manufactur-
ing or processing activity in the main 
factory.

ii. it does not include a building or part 
of a building used for the purposes of 
research and development. 

iii. it also does not include a building or 
part of a building used for staff wel-
fare such as canteen, nursery, living 
accommodation, sports and recrea-
tion etc. 

PR No. 2/2008 further provides some of 
the circumstances where RA is claimable:
a) a company that rents a factory may 

claim RA on qualifying expenditure 
incurred on the cost of extension 
to the factory if the extension is 
done for the purpose of a qualifying 
project.

b) a company that moves from a rented 
factory to its own factory or buys over 
a factory previously rented, will not 

qualify for RA as the capital expendi-
ture incurred on the purchase of the 
factory is not considered as qualify-
ing expenditure since it is merely 
incurred in connection with relocat-
ing the manufacturing activity to a 
new location or change of ownership 
of factory.    

c) where a company relocating to 
another factory (which may be big-
ger, smaller or of the same size as 
the existing one) incurs qualifying 
expenditure on the new factory for 
the purposes of a qualifying project, 
the capital expenditure so incurred 
would be eligible for RA based on 
the proportion of the floor area of the 
new factory which is utilised for the 
qualifying project.   

d) However, where part of the factory is 
used to store raw materials and goods 
and the total area used does not 
exceed 10% of the total floor area of 
the factory, the storage space would 

READING THE FINE PRINT OF REINVESTMENT ALLOWANCE
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qualify for RA. Conversely, if the total 
storage areas exceed 10% of the total 
floor area of the factory, then the stor-
age space would be denied RA claim. 
The cost of the factory will therefore 
reduce proportionately in calculating 
the qualifying expenditure for RA. 

Whilst the term “factory” is not defined 
for RA purposes in Schedule 7A of the 
Act, Paragraph 64 to Schedule 3 of the 
Act defines industrial buildings, which 
include a factory to comprise:  
i. a building consisting of a mill, work-

shop (other than a workshop used 
for the repair or servicing of goods, if 
the repair or servicing is carried out 
in conjunction with or incidental to 
the business of selling those goods) 
or other building for the housing of 
machinery or plant of any description 
for the manufacture of any product or 
the subjection of goods or materials 
to any process or the generating of 
power used for the purposes of that 
manufacture or process; and

ii. a building (within the same curtilage3 
as a building which is used as a fac-
tory) used for the storage of any raw 
material, fuel or stores necessary for 
the manufacture of that product or 
the processing of those goods or 
materials, or for the storage of that 
product or those goods or materials 
when processed prior to the sale 
thereof.

When a building fits the definition of an 
industrial building pursuant to Schedule 
3, any building provided as a canteen, 
restroom, recreation room, lavatory, 
bathhouse, bathroom, or washroom for 
persons employed in the business of 
which that industrial building is used 
shall be treated as an industrial building.  
Likewise, in the case of a farm, where 
a building is provided for the welfare of 
persons, or as living accommodation for 
a person, employed in connection with 
the working of a farm, the building which 

is likely to be of little or no value to any 
person except in connection with the 
working of that farm or of another farm, 
shall be treated as an industrial building.

The usage of the term “factory” for 
the purpose of defining industrial build-
ings in the Act has caused ambiguity 
when a similar term is also used for the 
purpose of claiming RA.  A precedent 
case witnessed the IRB adopting a more 
restrictive approach in defining a factory 
for RA purposes. 

In the case law of SETM Sdn Bhd vs Ketua 
Pengarah Hasil Dalam Negeri, the taxpay-
er who was a manufacturer of electrical 
and electronic products, incurred costs 
in expanding its business by moving to 
Factory B from its existing premises 
at Factory A. The taxpayer later built 
another building, Factory C, adjacent to 
Factory B (within the curtilage of the fac-
tory area).  Factory C started operations 
in July 2002 and the taxpayer started to 
claim RA on building cost and plant and 
machinery.  However, the IRB restricted 
the claim of RA in respect of:
1.  the area of expansion i.e. the differ-

ence between the area size of the old 
factory (Factory B) and the new fac-
tory (Factory C);

2. the areas related to production 
(excluding office spaces, staircases, 
meeting rooms and other deemed 
non-production areas); and

3. the renovations relating to production 
areas.  

The IRB has also disallowed the RA 
claim on capital expenditure incurred 
on the research and development room 
in Factory C relating to the installa-
tion of air-conditioning units, wall parti-
tions, electrical wiring and lighting sys-
tem.  The amount was disallowed on 
the grounds that the taxpayer merely 
transferred activities from Factory B to 
Factory C which was used as a ware-
house for raw materials.  The IRB further 
claimed that the non-production areas 
and the research and development room 
do not fall under the definition of “fac-
tory” as activities carried out therein do 
not constitute either manufacturing or 
processing. 

The Special Commissioner subsequent-
ly overruled the IRB’s position.  The Special 
Commissioner judged that by virtue of the 
absence of the interpretation provided in 
law, the IRB’s claim was unjustifiable. Thus, 
RA shall be allowed on capital expenditure 
incurred for a qualifying project and shall 
not be restricted to production areas only. 
It also held that as “factory” is not defined 
for RA purposes, the ordinary meaning 
of factory is to be used i.e. building used 
to manufacture goods which may contain 
areas for production and non-production, as 
well as a research and development room. 
The Special Commissioner further ruled 
that when interest is incurred on loans 
raised to construct Factory C, such interest 
would qualify for RA if it had been capital-
ised as building cost.  It is worthy of note 
that the Special Commissioner’s decision, 
in this instance,  has expanded the defini-
tion of factory for RA purposes as clarified 
in the PR No. 2/2008.      

3 In legal terms, curtilage is an area of land or structures around a dwelling or other structure. The area within the curtilage is typically treated as being 
legally coupled with the building it surrounds, despite the fact that it might commonly be considered outdoors or detached from the main structure.
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As such, in order to 
encourage domestic 

investment and to assist 
SMEs in developing the 

business, the 15-year time 
limit for the RA incentive 
should be removed so as 
to encourage companies 
to regularly undertake 

innovative investments in 
terms of modernisation 

and automation.
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AMEndMEnts	to	RA	EntItlEMEnt		EFFECtIvE	FRoM	YA	2009
Several amendments have been made to RA entitlements subsequent to the issuance of PR No. 2/2008 in year 2008.  The following 
table provides the chronology of the amendments:

TABLE 3: CHANGES TO RA EFFECTIVE YEAR OF ASSESSMENT (YA)2009

No. Salient points per PR No. 2/2008 issued dated 3 
April 2008

Changes to law effective from YA2009

1. RA is granted to Malaysian resident companies 
which have been in operation for not less than 
twelve (12) months;

The period in operation has been extended to not less than thirty-six (36) 
months;

2. In respect of the disposal of assets included in 
the qualifying capital expenditure within two (2) 
years, the amount of RA claim will be clawed back.

Assets acquired for the reinvestment cannot be disposed of within a period of 
five years from the time of the reinvestment

3. Assets purchased by a company from a related 
company within the same group, where RA has 
been claimed. 

RA is no longer allowed in respect of assets purchased by a company from a 
related company within the same group, where RA has been claimed. 

4. Manufacturing is defined as the making of articles 
by physical labour and/or machinery. The element 
of change is an important feature in manufactur-
ing which is basically divided into:-

The definition of manufacturing has been tightened and processing activities* is 
no longer eligible for RA claim.

i. manufacturing that results in a product that is 
different in character or form, e.g. wood to paper;
ii. manufacturing that results in no change in 
character but change in form, e.g. wood to fur-
niture.

Manufacturing is redefined (paragraph 9 of Schedule 7A) as:

a. conversion by manual or mechanical means of organic or inorganic 
materials into a new product by changing the size, shape, composition, 
nature or quality of such materials;

b. assembly of parts into a piece of machinery or products; or

c. mixing of materials by chemical reaction process, including biochemical 
process, that changes the structure of a molecule by the breaking of the 
intra-molecular bonds or by altering the spatial arrangement of atoms in 
the molecule;

but it excludes:

• the installation of machinery or equipment for the purpose of construction;

• a simple4  fixing/ mixing  of  any  products;

• a simple assembly  of  parts

• any activity for the preservation of products during  transportation  and storage;

• any activity to facilitate shipment and transportation;

• any activity of packaging or presenting goods for sale;  or

• any activity that may be prescribed by the Minister, notwithstanding the 
above interpretation.

*In a technical dialogue held with professional bodies in December 2008, the IRB clarified that a company previously qualified for RA 
for processing activity (i.e. the qualifying period commenced prior to YA2009) would continue to be eligible for RA as long as all other 
conditions are met despite it no longer meeting the definition of a qualifying activity post YA2009 due to the exclusion of processing 
activity from the definition of a qualifying project.

4  Simple generally describes an activity which does not need special skills, machines, apparatus or equipment especially produced or installed for carrying 
out the activity – Paragraph 9 Schedule 7A of the Act. 
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IS RA MUTUALLY ExCLUSIVE WITH 
PIONEER STATUS?

Paragraph 7 Schedule 7A of the Act for-
bids a company to claim RA in the follow-
ing circumstances:
a) for the period during which the com-

pany :-
i.  has been granted pioneer status (PS) 

under the Promotion of Investments 
Act 1986 (PIA 1986) in respect of 
any promoted activity or promoted 
product, and is applying or intends 
to apply for the grant of a pioneer 
certificate; or

ii.  has been granted pioneer certificate 
under the PIA 1986 in respect of 
any promoted activity or promoted 
product and whose tax relief period 
has not ended or ceased;

b) For the period prescribed where the 
company has been granted approval 
for investment tax allowance under PIA 
1986 in respect of a promoted product/
activity.

The case law of Syarikat Kion Hoong 
Cooking Oil Mills (SKHCOM) v Ketua 
Pengarah Hasil Dalam Negeri set the prec-
edent that RA could be claimed alongside 
PS.  In this case, the high court ruled in 
favour of the taxpayer where it was held 
that the company which was granted PS 
in respect of its promoted products is 

entitled to claim RA in relation to the non-
promoted pioneer products.  

However, with effect from Year 2011, 
the ‘period’ in paragraph 7(a) has been 
amended to ‘basis period’.  This is to imply 
that a company which has been granted 
PS is no longer allowed to claim RA in 
the same basis period in which PS has 
expired.   Accordingly, the principle laid 
down in the SKHCOM case will be over-
ridden effective YA2011. 

WHAT TO LOOK FORWARD TO IN THE 
ANNOUNCEMENT OF 2012 ANNUAL 

BUDGET 
In line with the government’s economic 
transformation programme aimed at turn-
ing Malaysia into a high income nation 
which is sustainable and inclusive, this 
may be the opportune time for the govern-
ment to consider some of the practical 
problems and the ways to enhance the RA 
incentive to promote and enhance domes-
tic investment. 

In connection with this, the Malaysian 
Institute of Accountants (MIA) in col-
laboration with the Malaysian Institute 
of Certified Public Accountants (MICPA) 
has jointly submitted to the Ministry of 
Finance (MOF), a series of RA proposals 
in its recent 2012 Budget Memorandum.  
Both Institutes believe that enhancement 

to the RA incentives would indirectly pro-
mote a private-sector-led economy in this 
journey towards a high income economy.  

To enable the businesses to remain 
competitive, more often than not, busi-
nesses especially small and medium-sized 
enterprises (SMEs) must continually invest 
in new technology as well as plant and 
machinery to enhance their production 
processes and productivity. Such capital 
expenditures should continue to qualify for 
RA. As such, in order to encourage domes-
tic investment and to assist SMEs in devel-
oping the business, the 15-year time limit 
for the RA incentive should be removed 
so as to encourage companies to regularly 
undertake innovative investments in terms 
of modernisation and automation.

 In practice, plant and machineries 
which are not used directly in the produc-
tion line such as packing of finished goods 
would be disregarded for RA claim as the 
IRB may treat such plant and machin-
ery as non-qualifying assets. Generally, 
when business grows, additional plant 
and machinery are also needed (due to 
customers’ demands and expectations) 
to cope with the packing, bottling, etc of 
the increased amount of finished goods.  
Therefore, RA should also be extended to 
such plant and machinery and should not 
be restricted to those which are directly 
used in the production line.  Presently, the 
law is not so clear on the above and this 
has resulted in many disputes with the 
IRB.  Hence, the proposal suggests that 
plant and machinery used for packing of 
finished goods be treated as qualifying 
plant and machinery for RA purposes. 

Following the SETM case law, a 
warehouse is scoped out from the IRB’s 
definition of a factory for RA purposes. 
In practice, however, the construction of 
warehouse facilities by a manufacturing 
company is in fact part and parcel of the 
manufacturing chain.  In this respect, the 
budget memorandum has proposed that 
RA should be granted on expenditure 
incurred on warehouses as part of an 
expansion or diversification programme. 
Hence, the MOF is urged to take this 
into due consideration and widen its 
scope of defining “factory” to extend to 

READING THE FINE PRINT OF REINVESTMENT ALLOWANCE



include“warehouse” which is similar to 
the meaning of factory pursuant to para-
graph 64(b) of Schedule 3 of the Act.  The 
intention of the RA is to encourage the 
manufacturing and agriculture industries 
to undertake expansion of their existing 
businesses. When the businesses expand 
(or modernise/diversify), the businesses 
will not only need a bigger factory but may 
also need a bigger storage space or ware-
houses to store their raw materials and 
finished goods.  The widening move is to 
simplify the claim for RA by taxpayers by 
allowing the whole storage space attached 
to a factory to qualify for RA.

Certain business operations are situ-
ated in remote areas such as plantations 
in Sabah, where accommodation needs to 
be provided to employees as there is no 
public transportation available for going 
to work. The construction of housing 
units for employees is part and parcel of 
an expansion programme. Such build-
ings used for providing accommodation 

to management staff neither qualify for 
RA nor capital allowance claim. This is 
a disadvantage to the company as there 
is no other avenue for claiming this busi-
ness-related cost.  As such, the Budget 
Memorandum is proposing that so as 
to encourage reinvestment especially 
domestic investment, the government 
should extend the qualifying expenditure 
to include accommodation provided to 
staff as such expenditure is part and 
parcel of an expansion or diversification 
programme. More incentives should be 
given to widen the scope of RA in respect 
of the agriculture sector.

Given that the first batch of companies 
claiming RA will see their 15-year conces-
sion expiring this year, the MOF is urged 
to review and enhance RA incentives in 
recognition of the significant role played 
by the private sector, especially SMEs, to 
ensuring hand-in-hand collaboration with 
the government towards achieving sus-
tainable economic growth. n

The intention of the RA is 
to encourage the manu-
facturing and agriculture 
industries to undertake 

expansion of their existing 
businesses. When the busi-
nesses expand (or mod-
ernise/diversify), the busi-
nesses will not only need 
a bigger factory but may 

also need a bigger storage 
space or warehouses to 
store their raw materials 

and finished goods.  
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tax

Inventories Valuation 
and Tax Deductibility

Section 2 of the Income Tax Act, 1967 
(the Act) defines stock in trade, in rela-
tion to a business, as property of any 
description, whether movable or immov-
able, being either:
(a) property which is being sold in the 

ordinary course of business or would 
be so sold if it were mature or if 
its manufacture, preparation or con-
struction were complete i.e. finished 
goods; or

(b) materials used in the manufacture, 
preparation or construction of the 
property mentioned above,

 and includes any work in progress.

In a nutshell, trading stocks for a retail-
er who deals in buying and selling 
goods in the course of his business 
activity would normally mean the quan-
tity of unsold goods on hand. Likewise, 
a manufacturer would have its raw 
materials, semi-finished goods i.e. work 
in progress and unsold finished goods 
reflected in the balance sheet as at year 
end. A remisier or trader who deals 
in shares and property would have its 
shares, stocks or land and building as 
its trading stock sitting in its balance 
sheet.

STOCK VALUATION APPROACH
ll There is no one uniform valuation 
rule that can be applied to all classes 
of taxpayers. Public Ruling No. 4/2006 
(PR No. 4/2006) “Valuation of Stock 
in Trade and Work in Progress (Part 
1)” issued by the IRB on 31 May 2006 

provides that the value of stock in trade 
should be determined based on an item 
by item basis. Alternatively, if it is 
impractical to itemise the stocks, they 
should be grouped according to their 
type or nature and the value is then 
determined according to clearly identi-
fied groups or batches of homogenous 
or related items.

The onus rests with the taxpayers 
to satisfy the Director General of Inland 
Revenue that the basis adopted for stock 

valuation fulfills all the conditions stated 
below:
·  It must be in accordance with Section 

35(3) of the Act;
·  It must align with generally accepted 

commercial and accountancy prac-
tice; and

·  Be consistent in terms of application 
of the method used over the years.

Section 35(3) deals with valuation of 
stock in trade acceptable for income tax 

MIA Professional Standards and Practices

Inventories (also known as stock in trade in tax literature) represent one of the most subjective components in the financial 
statements that have a significant bearing on companies’ profit. More often than not, this is the most common area that 

companies tend to manoeuvre to arrive at desired profitability. As a matter of fact, the Inland Revenue Board (IRB) has 
earmarked inventories as one of the core areas of focus during its tax audit.
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purposes. Where the actual account pre-
pared is inconsistent with the method 
acceptable for tax purposes, an appropri-
ate adjustment must be made in the tax 
computation in arriving at the correct 
adjusted income.

Section 35(3)(a) provides further elabora-
tion that:
i) The value of any particular item of 

stock in trade at the end of the basis 
period should be the market value at 
that time, unless a person elects to 
value the stock in trade at the total 
cost of acquiring that item. (The elec-
tion is only applicable to cases where 
the items are physically tangible, i.e. 

In a nutshell, trading stocks for a retailer who deals in buying 
and selling goods in the course of his business activity would 

normally mean the quantity of unsold goods on hand. Likewise, a 
manufacturer would have its raw materials, semi-finished goods 
i.e. work in progress and unsold finished goods reflected in the 
balance sheet as at year end. A remisier or trader who deals in 
shares and property would have its shares, stocks or land and 

building as its trading stock sitting in its balance sheet.
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1  Market Value means the price that an item would fetch if sold in a transaction between 
independent persons dealing at arm’s length.

ning of a basis period (unless it is a com-
mencement business case), must always 
be reconciled with the value of the stock 
in trade at the end of the immediately 
preceding basis period.

Pursuant to PR No. 4/2006, any 
acceptable method used in valuation of 
stock in trade or work in progress should 
be applied consistently. If there is a valid 
reason for a change (for instance, to give 
a more accurate valuation of stock in 
trade at cost or market value), details of 
the change should be appropriately docu-
mented and disclosed in the statement 
of accounts. Where there is any change 
in accounting policy in a financial year 
that leads to a revision in the valuation 

textiles, books, stationeries and sundry 
goods);

ii)  For stock in trade consisting of 
immovable properties, stocks, shares 
or marketable securities, the value 
of the stock in trade at the end of 
the basis period should be based on 
lower of its cost or market value1.

Work in progress should be valued either 
at cost or market value. In instances 
where there is no market for uncom-
pleted goods which can be sold as raw 
materials to another manufacturer, the 
uncompleted goods should be valued at 
cost.

Section 35(3)(b) clarifies that the 
value of the stock in trade at the begin-

of the opening stock in trade or work 
in progress, the effect of the change on 
the profits of the company should be 
reflected in the tax computation for that 
particular year.

As prescribed under the proviso of 
Section 35(2), where:
i) The value of closing stock exceeds the 

value of opening stock, the difference 
is deducted against total tax deduct-
ible expenses i.e. reducing the costs 
of sale; and when

ii) The value of opening stock exceeds 
the value of closing stock, the differ-
ence is added to total tax deductible 
expenses i.e. increasing the costs of 
sale.

INVENTORIES VALUATION AND TAx DEDUCTIBILITY
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WHAT IS CONTAINED IN TOTAL COST 
OR HISTORICAL COST?
ll Cost is not defined in PR No. 4/2006. 
In general, cost of stock in trade refers 
to costs of purchase (i.e. purchase price, 
import duties, other taxes, transport, han-
dling etc.), costs of conversion and other 
costs incurred in bringing the inventories 
to present location and condition after 
deducting trade discounts, rebates and 
other similar items.

Total costs with regard to retail busi-
ness, for instance, includes the cost of 
acquiring the stock in trade and the cost 
of bringing it to its location and condition 
such as custom duties, transportation and 
packaging costs. For manufacturing busi-
ness, total costs include (i) direct cost 
of material and labour; (ii) proportion of 
production overhead costs related to the 
manufacture of the finished goods; and 
(iii) any other cost of bringing the stock in 
trade to its present location and condition.

Any cost incurred in keeping or main-
taining the asset in its condition such as 
refrigeration cost to prevent perishable 
stock from deteriorating, should not form 
part of the costs of stock in trade.

For income tax purposes, only first 
in first out (FIFO) and weighted average 
cost (WA) is accepted as the basis for 
stock valuation.

WHAT INVENTORY-RELATED 
ExPENSE IS TAx DEDUCTIBLE?
ll The general principle under Section 
33(1) will be applied to determine deduct-
ibility of inventory-related expenses i.e. 
whether the expenses incurred are whol-
ly and exclusively in the production of 
gross income.

1. Allowance for obsolete or slow moving 
stocks
An allowance for stock obsolescence is 
not allowable for tax deduction as it mere-
ly represents unrealised loss of an asset 
of which is contingent in nature.

2. Inventories written off
An actual write off of stock in trade 
charged to the profit and loss account is 
allowable for tax purposes as it is deemed 

THE ExAMPLES BELOW ILLUSTRATE THE ABOVE PROVISO:

ExAMPLE 1 :
Star Enterprise Sdn Bhd trades in stationery. The information relating to its business 
for year ended 31 December 2006 is as follows:

   RM
Sales    850,000
Purchases  225,000
Opening stock in trade  100,000
Closing stock in trade  180,000
Allowable expenses  250,000
(under the provision of the Act)

The gross profit and adjusted income from the business for year ended 
31.12.2006 is computed as follows:
   RM
Sales    850,000
Less:  Opening stock in trade  100,000
 Purchases  225,000
  325,000
Less:  Closing stock in trade  180,000  145,000
 Gross profit   705,000
Allowable expenses   250,000
Adjusted income from business   455,000

In this case, as the value of closing stock (180K) is greater than opening stock 
(100K), the excess of RM80K is deducted against the total expenditure and 
reduces the cost of sale by RM80K.

ExAMPLE 2 :
According to the information above, except that now the opening stock and closing
stock are RM180K and RM100k respectively. 

The gross profit and adjusted income from the business for year ended 31.12.2006 
is computed as follows:

   RM
Sales    850,000
Less:  Opening stock in trade  180,000
 Purchases  225,000
  405,000
Less:  Closing stock in trade  100,000  305,000
Gross profit   545,000
Allowable expenses   250,000
Adjusted income from business   295,000

In this case, the excess in the value of opening stock (180K) over the closing stock 
(100K) of RM80K is added to the total expenditure and thereby increases the cost 
of sale by RM80K.

INVENTORIES VALUATION AND TAx DEDUCTIBILITY
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as realised loss. As such, an adjustment is 
made to the opening stock in trade in the
following year.

3. Inventories written down
Whilst allowance for obsolete stock is not 
permissible for tax deduction, any stocks 
write down will be accorded a deduction 
as it reflects the write down of the cost to 
its net realisable value. Proper documen-
tation has to be maintained where stocks 
are written down.

4. Diminution in value of shares as stock 
in trade
Where shares are the taxpayer’s stock 
in trade, any diminution in the value of 
shares to reflect market value is allow-
able for tax deduction. The diminution 
in value of the shares should be based 
on market
value and cost of the particular shares.

CIRCuMSTANCES GIVING RISE TO 
wITHDRAwAL Of STOCK fOR OwN 
uSE
ll Section 24(2) requires an amount 

equivalent to the market value of stock 
to be treated as gross income when any 
stock in trade of a business is:
a)  withdrawn for own use;
b)  withdrawn (other than on requisition 

or compulsory acquisition or in a 
similar manner) without any consid-
eration being received therefrom or 
for a consideration consisting of:
i.  any property not being either a 

debt owing to the relevant person 
or a sum in cash or cash equiva-
lent;

ii. any such property together with a 
debt owing to the relevant person 
or any such sum; or

iii. any such property together with a 
debt owing to the relevant person 
and any such sum.

When a property developer transfers his 
trading stocks to fixed assets, this would 
tantamount to a withdrawal of the stock in 
trade for his own use or for no considera-
tion within the meaning of Section 24(2) 
of the Act. The market value of the prop-
erty at the time of withdrawal would be 

subject to tax in accordance with Section 
24(2)(b) i.e. the market value shall be 
treated as gross income of the relevant 
person from the business for the relevant 
period.

Similarly, any stocks withdrawn for 
personal use without consideration or 
given away as donations or gifts will be 
treated as gross income based on the 
market value of the stocks at the time of 
withdrawal.

STOCK VALuATION DuRING 
 CESSATION Of BuSINESS
ll Special rules apply in the valuation of 
closing stock under the following circum-
stances pursuant to Section 35(5)(a):
·  when a person permanently discontin-

ues carrying on the business; and
·  at the time a person ceases the busi-

ness, the stock in trade is sold or 
transferred for a valuable considera-
tion to another person i.e. purchaser; 
and

·  where the purchaser carries on or 
uses the stock in trade in his business, 
the purchase cost will be deductible in 
arriving at the adjusted income of the 
purchaser’s business.

The price paid for the stock in trade or 
the value of the consideration incurred 
by the purchaser is to be taken as the 
value of the stock in trade at the end of 
the relevant period at the time the busi-
ness ceases. Accordingly, the purchaser 
of the stock must use the same price or 
value paid as his trading stocks.

Where the stock in trade is sold or 

INVENTORIES VALUATION AND TAx DEDUCTIBILITY

The following example illustrates the situation:

• Syarikat B Restoran Sdn Bhd ceases its 
business on 30 September 2006. On 10 
October 2006, it transfers all its remain-
ing stock in trade valued at RM50,000 to 
Syarikat C Restoran Sdn Bhd in settlement 
of a debt of RM60,000.

• As the value of the consideration received 
is RM60,000, Syarikat B Restoran Sdn 
Bhd should value its stock in trade at 
RM60,000 as at 30 September 2006.
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transferred together with other 
assets of the business for cash 
or valuable consideration, the 
total consideration / sale price 
should be apportioned amongst 
the assets and the stock in trade 
in such a manner that is just and 
reasonable. Where the transfer 
is not for cash, the market value 
will be taken into account.

Likewise, where the disposal 
consideration includes stocks 
and work-in-progress, the agreed 
figures for the sale of stock and 
the work-in-progress will repre-
sent the closing item of stocks 
and work-in-progress of the ven-
dor and the opening figures for 
the purchaser. Otherwise, the 
open market value will be taken 
as the deemed value.

Section 35(5) aims to pre-
vent the taxpayer from manipu-
lating stock value when stocks 
are transferred or sold from a 
business upon its cessation to a 
newly formed business.

There are however excep-
tions that the proviso of Section 
35(5)(a) will not apply in circum-
stances where:

i)  there is no valuable consid-
eration;

ii)  the trading stock is not sold; 
or

iii) the acquirer has no intention 
to treat the stock in trade 
transferred into his business 
as stock in trade.

In the above circumstances, the 
closing stock in hand should be 
valued at its market value at the 
date of cessation of the business 
as prescribed in Section 35(5)(b) 
of the Act and brought to tax as 
gross income in the last year of 
assessment. n

2  Net realisable value is the estimated selling price in the ordinary course of business less the estimated cost of completion and the esti-
mated cost necessary to make the sale.

3  Fair Value (FV) is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in 
an arm’s length transaction.

INVENTORIES VALUATION AND TAx DEDUCTIBILITY

ll MIA in collaboration with two profes-
sional bodies, CTIM and MICPA have set up 
a Joint Tax Working Group on FRS whose 
primary function is to look into the tax 
implications arising from FRS convergence.

A Discussion Paper (DP) pertain-
ing to Financial Reporting Standard on 
Inventories (FRS102) was issued on 22 
January 2010 detailing the implications. 
The DP highlights some contradiction 
between tax and accounting treatment. 
This DP has been submitted to the Ministry 
of Finance (MoF) and  further discussion is 
pending. Below are some of the highlights 
of the proposals discussed in the DP:

Valuation of stock
FRS 102 requires inventories to be meas-
ured at the lower of cost and net realis-
able value2. For tax purpose, Section 35(3) 
of the Act requires the taxpayer to value 
stock at the lower of cost or market value; 
and under certain circumstances, cost may 
be allowed upon election.

Market value, from tax perspective, is 
always deemed to be equivalent to fair 
value3. This may not necessarily be the 
case for net realisable value. Let’s say the 
fair value of the stock in trade is RM100, its 
cost is RM98 and the cost-to-sell is RM8. 
The inventory is valued at RM92 (RM100-
RM8), being the lower of cost and net 
realisable value. Market value from the 
tax perspective is RM100. The DP sug-
gested that the difference of RM8 should 
be added back in the tax computation and 
appropriate adjustments be made in the 
following years. Entities may therefore be 
required to maintain a separate record of 
inventories for tax and financial reporting 
purposes.

Stock purchased under deferred 
 settlement terms
Where inventory is acquired under deferred 
settlement terms, FRS102 requires that 
the financing element from such arrange-
ment is to be separately accounted for as 
financing cost i.e. the difference between the 
amount paid and the amount that would 
have been paid if the inventories have been 
acquired on normal credit terms. This may 
result in the amount recorded for inven-
tory in the financial statements differing 
from the value stated in the invoice.

For example, let’s say an item of inven-
tory is purchased on deferred settlement 
terms (assuming the cost of the inven-
tory based on normal term of 60 days 
is RM1,000). The entity entered into a 
deferred settlement of 1 year with a total 
payment of RM1,500 to the trade creditor. 
The difference of RM500 will be treated 
as interest expense in the financial state-
ments. Please note that when the deferred 
settlement period is lengthened, it will be 
appropriate to record the inventories at its 
present value for future cash outflows.

The DP suggested that the inventory 
value of RM1,500 be allowable for tax 
deduction as the entire value represents 
cost of goods sold (interest is deemed to 
be part of the cost of stock in trade in this 
context).

All the changes brought about by FRS 
102 require careful analysis to determine 
the consequential implications on tax. 
Involvement and clarification from the tax 
authority is inevitable to ensure a smooth 
transition to full convergence with IFRS by 
1 January 2012.

fRS102 “INVENTORIES”  IMPLICATIONS ON TAx

What are the tax implications arising from financial reporting 
convergence?
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economy

Food inflation rears 
its ugly head

Record food prices and soaring price 
pressures, if not contained, could 

easily spread more broadly to other 
sectors and pose a threat to both 

economic and social stability. 
Saravanan Ramasamy
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FOOD INFLATION REARS ITS UGLY HEAD

Food prices have increased at 
exponential rates since 2005 
and the Food and Agriculture 
Organisation of the United 
Nations (FAO) predicted that 

consumers will continue to pay more 
for food as price increases are not likely 
to slow in the near future (see graph 
below).  

The recent ‘triple crisis’ in Japan is 
predicted to send food prices even higher.  
Indeed, global food price may witness a 
‘double whammy’ whereby the damage to 
land and infrastructure, as well as a short-
age of power supply in Japan, could cause 
the nation to rely on more food imports 
in the coming months and even years. At 
the same time, Japan’s ability to maintain 
its major food exports, including fish and 
its vaunted Kobe beef could be impacted.  
This unforeseen development will only 
place more upward pressure on global 
food prices, which are already spiking to 
record high levels.

Asia is by no means an exception to 
food inflation. Record high food prices 
have been on the radar screen of many 
Asian policymakers even before the Japan 
crisis. The growing prospect of higher 

inflation in many Asian countries, includ-
ing China and India, does indeed pose 
a major threat to the region’s revival 
from the global financial crisis. The price 
pressures, if not contained, could easily 
spread more broadly to other sectors and 
pose a threat to both economic and social 
stability. 

In an effort to cushion the impact of 
the growing inflationary pressure, some 
authorities have already started to imple-
ment ‘anti-inflationary’ measures.  

Indonesia, for example, has decided 
to suspend import duties on food-related 
items until end- 2011 in an effort to address 
the impact of food price hike on the infla-
tion rate.  Indonesia’s President has also 
called for households to plant food to help 
combat inflation. According to Reuters, 

chilies, used widely in Indonesian cooking, 
have risen fivefold in the past year.

Although India has operated a range 
of measures for years to ensure stable 
food prices, it has since last year boosted 
the release of national stocks of grains 
and has pledged to continue with duty-
free imports of crude vegetable oils.  

In China, several cities have imple-
mented direct controls to limit food price 
increases and the central government 
has vowed to eliminate speculation in the 
country’s commodities markets.

Malaysia isn’t immune to rising food 
prices either. What is the impact of food 
inflation on the Malaysian economy?

The local sentiment
Locally in Malaysia, the upward pressure 
on food prices has of late been magni-
fied by the declining trend in the level of 
Malaysia’s self-sufficiency in food prod-
ucts.  Malaysia’s food sufficiency levels 
have not improved much in the past 
several years, according to the Ministry 
of Agriculture and Agro-Based Industry. 
The country’s dependency on imported 
food stuff is reflected in the growing trade 
deficits over the years (see graph below).

Asia is by no means an 
exception to food inflation. 

Record high food prices have 
been on the radar screen of 
many Asian policymakers 

even before the Japan crisis.

Source  : United Nations 
Quoted in Malaysian Rating Corp Bhd (MARC) report 

Source  : CEIC 
Quoted in MARC report
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FOOD INFLATION REARS ITS UGLY HEAD

Food prices were further inflated 
by the push for subsidy rationalisation 
that led to the increase in fuel and sugar 
prices.  According to a recent report 
released by Malaysian Rating Corp Bhd 
(MARC), based on past experience, food 
prices in Malaysia tend to remain high 
even after fuel prices decline (see graph 
on the left). 

According to the Department of 
Statistics Malaysia’s Consumer Price 
Index (CPI) increased by 2.4% to 101.8 
in January 2011 compared to 99.4 last 
year. Compared to December, the CPI 
increased by 0.6%.  Soon after the release 
of this data, economists were quick to 
attribute the increase to rising food and 
transport costs.

‘Food’ for thought
While economics 101 may have taught us 
that raising interest rates are a weapon to 
fight inflation, one has to go a step further 
to analyse the cause of inflation.  

In Malaysia, prices are going up main-
ly because of the increase in commod-
ity prices, in an example of ‘demand-pull’ 
inflation. In this case, raising interest 
rates will not be the correct remedy to 
fight inflation, which is not a result of 
increase in demand.  

The recent decision by Bank 
Negara Malaysia to raise the statutory 
reserve requirement (SRR) ratio from 
1% to 2%, effective 1 April 2011 and 
to maintain the overnight policy rate 
(OPR) at 2.75% supports the above-
mentioned point. This was primarily 
undertaken as a pre-emptive measure 
to manage the risk of liquidity build-up 
from resulting in macroeconomic and 
financial imbalances, which ultimately 
may give rise to higher inflation rates.  
While the rise in SRR is expected to 
absorb between RM6 billion to RM7 
billion, policymakers cannot afford to 
rest on their laurels.  Further measures 
must be put in place to curb the inflation 
rate, especially food inflation, from rear-
ing its ugly head.

While part of the price increase in 
food is due to global forces, there is ample 
amount of evidence that it can also be due 

Source: Department of Statistics Malaysia
Note: The index for Food & Non-Alcoholic Beverages and Non-Food for the month of 
January 2011 showed increases of 3.6 and 1.9 per cent respectively as compared to 
the same month in 2010. Comparisons made to the previous month also showed an 
increasing trend of 1.2 and 0.3 per cent respectively for the index for Food & Non-
Alcoholic Beverages and Non-Food
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Countries Reduce 
Import 
Duties

Increase 
supply using 

Reserves

Build 
Reserves/ 
Stockpiles

Increase 
imports/ 

relax 
restriction

Raise 
export 
duties

Export 
restriction

Price 
controls/
consumer 
subsidies

Minimum 
support 
prices

Minimum 
export 
prices

Assistance 
subsidies to 

farmers

Promote self 
sufficiency

Actions 
against/ 

appeals to 
profiteers

Cash 
transfer

Food 
ration/ 
stamp

Bangladesh 4 4 4 4 4 4 4 4

Cambodia 4 4 4 4 4

China 4 4 4 4 4 4 4 4 4

India 4 4 4 4 4 4 4 4 4

Indonesia 4 4 4 4 4 4

Korea 4 4 4 4

MALAYSIA 4 4 4

Philippines 4 4 4 4 4 4 4 4

Singapore 4 4

Sri Lanka 4 4 4 4

Thailand 4 4 4 4 4

Vietnam 4 4 4

Source: Asian Development Bank (ADB). Quoted in MARC report

to profiteering by traders. This is where 
proposals by the Federation of Malaysian 
Consumers Association (FOMCA) are 
worth exploring.

FOMCA, as part of the 2011 budget 
proposal before, has suggested establish-
ing a mechanism to minimise profiteering 
by informing consumers of global chang-
es affecting prices.  When consumers are 
well informed, enforcement against trad-
ers taking advantage will become much 
easier. FOMCA thus proposed the forma-
tion of a Price Commission, which shall 
be an independent, economic regulator 
that oversees, monitors and regulates 
prices of essential goods and services, 
especially in monopolistic industries. It 
shall have the power to intervene to 
stabilise prices if there are instances of 
profiteering.

While FOMCA’s proposals are defi-
nitely worth exploring, there are other 
policy measures that Malaysia can and 
must pursue. This is essential given that 
the agricultural sector has not been the 
major driver of economic growth, con-
tributing just 7% of GDP in 2010 (down 
from 20% in 1970s). What is obvious is 
that there must be a concerted effort in 
addressing food inflation  and eyeball-
ing some of the policy measures imple-
mented by some developing countries 
in the table below can serve as ‘food’ for 
thought for our policymakers. n  

FOOD INFLATION REARS ITS UGLY HEAD

In Malaysia, prices are going up mainly because of 
the increase in commodity prices, in an example of 
‘demand-pull’ inflation. In this case, raising interest 
rates will not be the correct remedy to fight inflation, 

which is not a result of increase in demand.  
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economy

The recent state of the United States (US) 
economy has not only raised more doubts 
about the underlying strength of the econ-
omy but also brought up the question of 
whether the tepid recovery has stalled, 

providing no indication of an easy fix.
A recent article in The Los Angeles Times reported 

that US employers added almost no new jobs in June 
2011, defying most economists’ predictions. This has 
indeed pushed the nation’s jobless rate higher for the 
third straight month to 9.2% and left the number of idle 
workers at 14 million, almost half of whom have been 
jobless for six months or more.  According to the same 
report, many economists forecast that the US needs to 
create 125,000 net new jobs a month just to keep pace 
with the growing population of working-age people.

With the US recovery being slower and weaker 

CENTRAL BANK RATES

China 6.31%

Hong Kong 0.50%

India 6.75%

Japan 0.00%

Australia 4.75%

European Monetary Union 1.25%

Switzerland 0.25%

Canada 1.00%

United Kingdom 0.50%

United States 0.00% - 0.25%

Brazil 12.00%

Argentina 9.00%

Source: www.money-rates.com

Might the US economy be on the brink 
of deflation? Economist Saravanan 
Ramasamy discusses the possible 
outcome of the American economy 
utilising the theory of the paradox of 
toil.

The Paradox
of Toil

than expected, the Federal Reserve (Fed) has decided to hold interest rates 
at historic low levels.  The Bernanke-led Fed is expected to hold off until 
early 2012 before they lift the central bank’s benchmark interest rates. The 
Federal Open Market Committee (FOMC) has kept the federal funds rate 
at its current target of 0% to 0.25% (see table below).  

The Financial Times reported recently that President Barack Obama 
considers the pause in the employment rate as a ‘bump in the road’.  

18,000

100

0

100

Source: Los Angeles Times
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increase in labour supply and downward 
pressures on wages will prompt the cen-
tral bank to cut the nominal interest rate 
with the hope of spurring demand.  This 
is necessarily done to avoid any deflation-
ary pressures arising from a situation 

whereby current consumption is relative-
ly more expensive than future consump-
tion, thus suppressing spending, which 
leads to lower output and employment.  

In the context of the US economy, cut-
ting the nominal interest rate is no longer 
possible when it is already at zero level, 
hence giving rise to a paradox called the 
paradox of toil.

The paradox of toil is tightly connect-
ed to the Keynesian idea of the paradox of 
thrift.  Back then, John Maynard Keynes 
asked the question of what happens if an 
individual tries to save more.  Holding 
everything else constant, the individual 
will accumulate more savings.  However, 
what if everybody tries this at the same 
time?  Their higher savings leads to less 
aggregate demand. The lower aggregate 
demand, in turn, leads to lower aggregate 
output and income.  Thus, the ability of 
people to save is reduced. In the end, 
aggregate savings decline.  While the 
paradox of thrift is that if everybody tries 

to save more there will be less aggregate 
savings, the paradox of toil is that if every-
body tries to work more there will be less 
aggregate employment.

In a separate paper, Eggertsson 
showed that policies aimed directly at 
stimulating aggregate spending work 
extraordinarily well at zero interest rates. 
These policies include temporary sales 
tax cuts, investment tax credits and gov-
ernment spending. 

Although some of these measures have 
been undertaken by the US government, 
they failed to provide the ‘pump-priming’ 
role that was intended. They provided an 
early spark, but it looks like the spark 
did not catch.  For example, critics of the 
Fed’s USD600 billion quantitative easing 
programme - or better known as ‘QE2’ - say 
it didn’t have much impact, noting that US 
unemployment remains stubbornly high at 
9.2% and growth remains depressed.  

According to Martin Feldstein, Harvard 
Professor of Economics, in a recent article 
entitled ‘The Hidden Future of the US 
Economy’ the tax subsidy provided by the 
US government for car purchases caused 
Gross Domestic Product (GDP) to rise, 
chiefly attributable to motor vehicle pro-
duction.  With the subsidies coming to an 
end now, the level of both sales and pro-
duction has declined and a recent survey 
of consumers reported the lowest level of 
intended car buying in more than 40 years.  
In the same vein, the growth in GDP was 
also attributable to inventory accumula-
tion, some of which was unwanted build-up 
caused by disappointing sales.  

With the nominal interest rate almost 
at zero level and prospects of further fis-
cal stimulus seeming doubtful, the US is 
said to be flirting with a fate like that of 
Japan’s economy, which has been unable 
to extricate itself from a deflationary 
spiral.  For better or worse, the paradox 
of toil does explain how the US economy 
might be shooting itself in the foot in 
future. n

Saravanan Ramasamy is a MIA member. 
He is a professional accountant in busi-
ness.  He can be contacted at sr_vanan@
yahoo.co.uk

THE PARADOx OF TOIL

However, the fear of a prolonged slow-
down cannot be dismissed.  It is worth 
noting that the US has, in the past, relied 
on labour market flexibility and rapid pro-
ductivity growth to drive growth.  Indeed, 
the US’s low-friction labour market has 
always been famous for its ability to hire 
and fire fast.  This allows US companies to 
quickly adjust their output and productiv-
ity growth according to the cyclical condi-
tions of the economy.  The question is: can 
the US continue to rely on this as a tool to 
boost growth?  

One thing that might work differently 
this time is the fact that with nominal 
interest rates almost at zero level, increas-
ing output through higher productivity or 
employment will ultimately worsen unem-
ployment.  Strange as it may sound but 
with households striving to cut debt and 
interest rates almost at rock bottom, econ-
omies can behave in strange ways.  This is 
what Paul Krugman of Princeton and The 
New York Times and Gauti Eggertsson of 
the Federal Reserve Bank of New York 
attempted to explain in a paper last year 
using the ‘paradox of toil’.      

So what is the paradox of toil?  
To put it as simply as wikipedia does, 
when a recessionary economy is up 
against the zero nominal interest rate 
state, having more people seeking work, 
at lower wages if necessary, can actually 
reduce the number of jobs.

In the Federal Reserve Bank of New 
York staff report, Gauti Eggertsson goes 
on to explain that the logic behind the 
paradox of toil is that an increase in 
labour supply lowers aggregate wages. 
This in turn gives the worker lower 
income to spend on goods and services, 
ultimately giving way to deflation.   

Deflation is a decrease in the gen-
eral price level of goods and services and 
occurs when the inflation rate falls below 
0% (i.e. a negative inflation rate).  While 
inflation reduces the real value of money 
over time, deflation, conversely, increases 
the real value of money.  This allows one 
to buy more goods with the same amount 
of money at a later time.

Under normal circumstances, 
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These words from The Prince 
of Wales’s keynote address at 
the 2010 World Congress of 
Accountants are a rallying call 
to the accountancy profession 

to step up and do its part to address the 
sustainability crisis.

Through its updated Sustainability 
Framework (March 2011), the 
International Federation of Accountants 
(IFAC) is helping to position profes-
sional accountants, in their capacity as 
employees or external advisers, as part 
of the solution to the crisis. This article 
provides insights into what organisations 
and their accountants can do to help fos-
ter long-term sustainable value creation. 
Accountants are already doing much to 
help organisations minimise waste, create 
efficiencies, and cut costs in their organi-

sations, which is undoubtedly the big-
gest driver for embracing sustainability. 
However, accountants also need to take 
on new and expanded roles, activities, and 
skills; there is much more to be done in 
both large, and small and medium-sized, 
entities, which comprise a large part of 
most, if not all, economies.

Sustainability has three important 
dimensions: (a) economic viability, (b) 
social responsibility, and (c) environmen-
tal responsibility. While trade-offs can 
occur between them, these dimensions 
are interconnected in various ways. For 
example, being socially and environmen-
tally responsible (towards employees, 
communities, and other stakeholders), 
leads to enhanced trust, and, therefore, 
makes good business sense. Social and 
environmental responsibility cannot 

“The grim reality is that our planet has reached a point of 
crisis, with the time for us to act rapidly running out. We 
are confronting what could be described as a Doomsday 
Triumvirate: pollution and over-consumption of finite natural 
resources, coupled with the very real risk of catastrophic 
climate change, unprecedented levels of financial 
indebtedness and alarmingly unsustainable rates of population 
growth. If we are to tackle these problems it is vital that we 
have better information…about the sustainability of the 
organisations we work for, invest in and depend on, and about 
the products and services we buy and use.“

HRH The Prince of wales 
(WORLD CONGRESS OF ACCOUNTANTS, 9 NOVEMBER 2010, MALAYSIA)

Accounting for Sustainability
IFAC Releases Updated Sustainability Framework 

accounting

stand in isolation from economic viability. 
Organisations must continue to provide 
products and services that people want 
in order to generate profits, growth, and 
new jobs. While pursuing a commercial 
imperative, organisations must also take 
into account their social and environmen-
tal impact as part of generating sustain-
able value.

The Sustainability Framework consoli-
dates the important aspects of integrating 
sustainability into the DNA of an organisa-
tion, and is applicable to entities of all sizes 
and complexities. The second edition of 
the Framework addresses sustainability 
from three perspectives: business strat-
egy, operations, and reporting. Each per-
spective is designed to be of interest to a 
different group of accountants. For exam-
ple, accountants working at senior man-
agement levels might be more focused on 
the business strategy perspective. Those 
working in performance management 
related roles (including planning, budget-
ing, costing, and performance measure-
ment) may direct their attention to the 
operational perspective, and those prepar-
ing business, financial, sustainability, or 
integrated reports, or involved in provid-
ing audit and assurance, might find the 
reporting perspective of most use. 

nn BusIness sTrATegy
From the business strategy perspective, 
the Framework emphasises the impor-
tance of adopting a strategic approach, so 
that sustainability is integrated into vision 
and leadership, strategic planning, objec-
tives, goals, and targets, as well as incor-
porated into governance, accountability 
arrangements, and risk management.

Thinking about sustainability issues 
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strategically is an opportunity for organisa-
tions to establish or re-establish why sustain-
ability matters to them in the context of its 
organisational activities. This calls for the 
board and management to articulate and pro-
mote the benefits of that strategy, ideally using 
a language that will resonate with the organ-
isation. Terms like sustainability, corporate 
social responsibility, and climate change can 
be interpreted in various ways, and be seen 
as representing additional costs. By clearly 
defining what they mean by sustainability, 
how it relates to the organisation and its key 
stakeholders, and how it can drive long-term 
organisational success, organisations may find 
it easier to introduce new sustainability goals 
and initiatives, particularly those related to 
carbon reduction programmes to meet man-
dated or self-imposed carbon reduction com-
mitments. 

Accountants can play a leading role in 

establishing the business case for sustainabil-
ity by ensuring that appropriate governance 
structures are in place to strengthen imple-
mentation, monitoring and accountability and 
to effectively engage stakeholders and sup-
pliers. Accountants can also lead the way in 
setting goals and targets and integrating risk 
management and assessment.

ACCOUNTING FOR SUSTAINABILITY

By clearly defining what they 
mean by sustainability, how 
it relates to the organisation 

and its key stakeholders, 
and how it can drive 

long-term organisational 
success, organisations may 
find it easier to introduce 
new sustainability goals 

and initiatives, particularly 
those related to carbon 

reduction programmes to 
meet mandated or self-

imposed carbon reduction 
commitments. 



Organisations that have successfully 
embedded sustainability from a strategic 
perspective tend to be those that also 
convert increased sustainability perform-
ance into commercial advantage. They 
can do so in many ways: achieving first 
mover advantage in the market with a 
new product or service; collaborating with 
others, such as supply chain partners, or 
even competitors, to enhance sustainable 
performance; and responding to emerg-
ing sustainability trends and legislation, 
including the development of market 
mechanisms, such as emissions trading 
schemes or carbon taxes. Ultimately, 
these organisations are changing risk to 
opportunity.

nn OperATIOns
The second part of the Sustainability 
Framework examines sustainability 
through the lens of operations. It presents 
a full spectrum of management and man-
agement accounting activities to support 
higher-quality information, which leads to 
more informed decision-making and can 
help support the choices an organisation 
needs to make to chart a more sustain-
able path.

The complexity of approach will 
depend on the maturity of an organi-
sation. Quick wins can be achieved by 
waste minimisation, including improving 

energy efficiency and reducing waste and 
water consumption. Organisations can do 
much to improve their environmental per-
formance with simple and inexpensive 
measures, by applying simple controls 
based on a better understanding of their 
patterns of consumption.

A more sophisticated approach to car-
bon accounting can be used to calculate 
an organisational or product carbon foot-
print, better manage greenhouse emis-
sions, make reductions over time, and 
report this information to external stake-
holders. The quality of carbon accounting 
will depend on the strength of an organi-
sation’s data collection processes and sys-
tems. Accountants are well placed to help 
develop carbon management plans, and 
to prioritise carbon reduction projects, 
quantify them, and place numbers on 
implementation costs and carbon savings.

For the more advanced, implementing 
sustainability and environmental account-
ing can help to provide the environmental, 
social and financial information needed to 

support decisions — whether at a strate-
gic level (including investment appraisal) 
or at a product or process level.

Environmental accounting ranges from 
relatively simple adjustments to existing 
cost models and accounting systems to 
more integrated environmental manage-
ment accounting practices that link physical 
and monetary information, such as materi-
al flow cost accounting. For guidelines that 
can help identify hidden environmental-
related costs, see IFAC’s Environmental 
Management Accounting (2005).

In addition to identifying, defining, 
and classifying costs in a useful way, 
accountants can ensure the alignment of 
sustainability performance with organisa-
tional objectives, and help integrate sus-
tainability objectives and measures of per-
formance with the overall internal control 
and management system. Accountants 
are also ideally positioned to incorporate 
sustainability performance measures and 
KPIs into strategic performance manage-
ments systems.

ACCOUNTING FOR SUSTAINABILITY

The complexity of 
approach will depend 
on the maturity of an 
organisation. Quick 

wins can be achieved 
by waste minimisation, 

including improving 
energy efficiency and 
reducing waste and 
water consumption. 
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nn repOrTIng
From the reporting perspective, the 
Framework considers how organisa-
tions can improve the usefulness of their 
external communications and reporting. 
Accountants can lead the way in devel-
oping a reporting and disclosure strat-
egy that will yield high-quality reports 
that provide a more complete picture of 
an organisation’s performance. This will 
involve reflecting sustainability impacts 
in financial statements, such as envi-
ronmental impacts on assets, liabilities, 
income and expenditure. In addition, nar-
rative reporting could be improved to 
fill the reporting gap that occurs when 
certain information that is important in 
running an organisation is not captured in 
financial statements (e.g., climate change 
risks). Other improvements that account-
ants can spearhead include reconciling 
approaches to applying materiality to 
multistakeholder sustainability reporting; 
and establishing an approach to external 
assurance and review that adds cred-

ibility to an organisation’s disclosure and 
can also help to improve an organisation’s 
reporting processes.

The Framework will help accountants 
to familiarise themselves with integrated 
reporting, a new term that has emerged 
as possibly presenting a new reporting 
paradigm. Integrated reporting is a con-
solidated representation of an organisa-
tion’s social, environmental and economic 
performance-whether in a single inte-
grated report or in the annual report. 
Integrated reporting involves presenting 
and clearly explaining the connections 
between the various social, environmen-
tal and financial aspects of organisational 
performance.

The quality of integrated reporting, 
therefore, hinges on the level of integra-
tion of sustainability within management 
and operational processes. Accountants 
will need to consider how they can foster 
greater collaboration and coordination 
within an organisation to ensure that sus-
tainability and financial reporting proc-

esses are better aligned, and that the data 
collection and reporting processes for 
non-financial information aspire to match 
that of financial information.

As we’ve seen, accountants can con-
tribute in a plethora of ways to initiating, 
improving and reporting on sustainabil-
ity efforts in their organisations. In all 
the areas mentioned above, their profes-
sional background and orientation equip 
them with the necessary skills-namely, 
wide business understanding, numeracy, 
knowledge of measurement, objectivity 
and integrity.

However, this challenge also requires 
accountants to build upon and further 
develop their skills by utilising the contin-
uing professional development resources 
available from their institutes, IFAC and 
other sources. This applies equally well 
to small and medium-sized practitioners 
(SMPs) as it does to professional account-
ants in business: SMPs have an important 
role in articulating and communicating to 
SMEs the benefits of accounting for sus-
tainability and reporting on sustainability 
matters. n

The IFAC Sustainability Framework 
provides many examples of good prac-
tice that professional accountants can use 
to learn more and apply to their own 
organisations. It is available at www.ifac.
org/PAIB. Information on the recently 
formed International Integrated Reporting 
Committee is at www.integratedreport-
ing.org. For more information about the 
Framework and other IFAC activities to 
support professional accountants in busi-
ness, contact Stathis Gould, Head of PAIB 
Service Delivery: StathisGould@ifac.org.

About the Author
Stathis Gould is Head of Professional 
Accountants in Business Service Delivery 
at the International Federation of 
Accountants. Before moving to IFAC, 
Stathis was at CIMA responsible for plan-
ning and overseeing a programme of tech-
nical support for professional accountants 
in business. Prior to his role at CIMA, 
Stathis worked in both the public and pri-
vate sectors in the UK.
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Narrowing the audit gaps 

In 2008, the form of the auditor’s 
report was revisited and changed 
when ISA 700 (Revised) The 
Independent Auditor’s Report 
on a Complete Set of General 

Purpose Financial Statements and Related 
Conforming Amendments to Other ISAs 
was issued. 

As a result, additional paragraphs 
were introduced in the auditor’s report to 
more distinctly distinguish the manage-
ment and auditor’s responsibilities on 
the financial statements. It went on to 
describe what an audit is (which includes 
audit procedures, risk assessments, con-
sideration on the entity’s internal control 
etc.) in order to give better understanding 
to the users of the financial statements. 

Despite such efforts, a survey pub-
lished on 31 March 2010 by the Chartered 
Financial Analyst (CFA) Institute on the 
Independent Auditor’s Report revealed 
that 60% of the respondents believe the 
auditor’s report needs to contain more 
information.  

Should independent auditor’s 
report contain more information? 
Research shows that users expect 
information to be more 
transparent and more useful to 
decision-making, among others. 
How can auditors and users 
bridge the existing information 
and expectation gap?

– a call for change
MIA Professional Standards and Practices
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NARROWING THE AUDIT GAPS – A CALL FOR CHANGE

expecTATIOns vs InFOrmATIOn gAp
The expectations gap is the difference between users’ expecta-
tions of the auditor and the financial statement audit and what 
the actual audit is. The gap occurs largely due to:
• Users’ understanding of the nature of the audit, including its 

scope, objectives and inherent limitations;
• Users’ perceptions of auditor’s ability and responsibilities to 

detect fraud; and
• The standard auditor’s report do not provide a clear picture 

of the audit procedures performed and the professional 
judgements in arriving at the audit opinion.

Academic research shows that the communicative value of 
the auditor’s report has contributed to these gaps. Increased 
transparency in the auditor’s report may have a better effect on 
the user’s perceptions of the auditor and the financial statement 
audit. 

Some users of the financial statements including investors 
and financial analysts further suggest that auditor reporting 
needs to meet the users’ needs in making investment and fidu-
ciary decisions. This is where the information gap comes in. 
The information gap is the difference between the information 
required to make such decisions and what is available through 
the audited financial statements or other information in the 
annual report such as operating and financial reviews, key per-

formance indicators and financial highlights. Some constituents 
attribute the existence of information gap to weaknesses in the 
financial reporting framework. Users are aware that manage-
ment and auditors have extensive information on the entity other 
than that presented and disclosed in the auditor’s report and 
the audited financial statements. Armed with such knowledge 
obtained through the audit, the auditor would be able to provide 
his insights on the entity and its business. Some of the additional 
information that an auditor can report on are key business, oper-
ational and audit risks; key audit issues and their resolution; and 
appropriateness of the accounting policies adopted. Diagram 1 
below illustrates the information gap.

Both expectations and information gaps are the main factors 
behind the call for better auditor reporting as discussed in the 
Consultation Paper: Enhancing the Value of Auditor Reporting: 
Exploring Options for Change approved by The International 
Auditing and Assurance Standards Board (IAASB) in May 2011. 

OpTIOns FOr cHAnge
This Consultation Paper explores possible options for change 
to reduce both gaps and to improve the communicative value 
of auditor reporting. The Consultation Paper suggested three 
(3) models which will be further elaborated in the ensuing para-
graphs.

Diagram 1: 
Information gap

Diagram 2: Suggested models for change in auditor reporting

Change within the current entity report-
ing model and scope of the financial state-
ment audit.
•  Format and structure of the standard 

auditor’s report.
•  Auditor’s responsibility on other informa-

tion in documents containing audited 
financial statements.

•  Auditor commentary on matters sig-
nificant to user’s understanding of the 
audited financial statements or the audit.

Change to the entity 
reporting model
•  Corporate governance 

reporting model

Change involving other assurance 
or related services
•  Other assurance or related serv-

ices on information other than 
those included in the financial 
statements.

Financial
Statement Users
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Auditor’s
report

Available to users
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Entity information 
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findings
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Change within the Current Entity Reporting Model and Scope of the Financial Statement Audit
Description Current reporting in the auditor’s report Future reporting in the auditor’s report

Format and structure of the standard 
auditor’s report:

• Management and auditor responsibili-
ties paragraphs

• Auditor’s opinion

The standard auditor’s report includes para-
graphs on management and auditor respon-
sibilities to reduce the expectations gap. 
Academic research indicates that users per-
ceive little information value of such para-
graphs. Some suggested more information 
on the auditor’s responsibilities in detecting 
fraud to be provided instead.

The auditor’s opinion is currently presented 
in the final paragraph of the auditor’s report. 
Users view this as the key element of the 
report and it should be given greater promi-
nence.

To relocate these paragraphs to a separate docu-
ment that will communicate with users about the 
financial statement audit. In the UK, the auditor 
can remove these paragraphs from the audi-
tor’s report and make a reference to where this 
information can be read on the website of the UK 
auditing regulatory body, the Auditing Practices 
Board (APB).

n To remove these paragraphs entirely from 
the report resulting in an ‘opinion-only’ 
report.

n To retain these paragraphs and expand 
their content; and position them at the end 
of the report or as an appendix thereto.

n Through an ‘opinion-only’ report as 
described above or presenting it in the first 
paragraph of the auditor’s report.

Other information in documents contain-
ing audited financial statements

In the case of an annual report that con-
tains the audited financial statements, ISA 
720 The Auditor’s Responsibilities Relating to 
Other Information in Documents Containing 
Audited Financial Statements requires the 
auditor to read the other information (such 
as operating & financial reviews, financial 
highlights and financial ratios) included in 
the annual report and to identify any mate-
rial inconsistencies with the audited financial 
statements. However, the auditor’s report is 
silent on the auditor’s responsibility for the 
other information.

To include in the auditor’s report a statement 
about such responsibilities or a conclusion 
regarding the other information.

Auditor commentary on matters signifi-
cant to users’ understanding of the audit 
or the financial statement audit 

ISA 706 Emphasis of Matter Paragraphs and 
Other Matter Paragraphs in the Independent 
Auditor’s Report allows the auditor to draw 
matters to users’ attention through:

n ‘emphasis of matter’ paragraph – a mat-
ter that is either presented or disclosed in 
the financial statements that is fundamental 
to users’ understanding. For example, the 
auditor would provide emphasis of matter 
paragraph when there is uncertainty relating 
to a pending outcome of lawsuit filed against 
the entity; or

n To increase usage of ‘emphasis of mat-
ter’ paragraphs in the auditor’s report can 
help users understand the complex financial 
reports of an entity.

n To provide more information on the audit 
such as key areas of risk of material misstate-
ment; areas of significant auditor judgement; 
level of materiality applied; the entity’s inter-
nal controls; and significant difficulty areas 
and how they are resolved.

NARROWING THE AUDIT GAPS – A CALL FOR CHANGE
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Description Current reporting in the auditor’s report Future reporting in the auditor’s report

‘other matter’ paragraph – any other mat-
ter relevant to users’ understanding of the 
audit, the auditor’s responsibilities or the 
auditor’s report. For instance, the auditor 
would include other matter paragraph on 
the responsibility to report as required under 
Section 174 of the Companies Act, 1965.

It is recognised that excessive reporting 
might cause the auditor’s report to be ambig-
uous and confusing to the readers. Further, 
academic research indicates that such infor-
mation is normally viewed as being negative 
and may equate to an audit qualification.

In France, the auditor is required to include a 
section on ‘justification of assessments’ in the 
auditor’s report where the auditor identifies 
key areas of the financial statements and the 
audit procedures performed on those key 
areas. A recent survey done on this type of 
auditor’s reporting shows the benefits may 
outweigh the difficulties of such reporting 
and therefore are worth considering.

n To provide auditor insights about the entity 
or the quality of its financial reporting based 
on the work done on the financial statement 
audit such as quality of the entity’s internal 
controls; auditor’s assessment of manage-
ment’s critical accounting judgements and 
estimates; and quality and effectiveness of 
its management.

Change to the Entity Reporting Model 
Description Current reporting in the auditor’s report Future reporting in the auditor’s report

Corporate governance reporting model Those charged with governance of an entity 
(for instance an audit committee in respect of 
a listed company) are responsible to oversee 
the financial reporting process. Currently, ISA 
260 Communication with Those Charged with 
Governance and ISA 265 Communicating 
Deficiencies in Internal Control to Those 
Charged with Governance and Management 
require the auditor to communicate with 
those charged with governance on matters 
like auditor’s responsibilities on the financial 
statement audit; planned scope and timing 
of the audit; significant audit findings; and 
deficiencies in internal control.  

An enhanced model of corporate govern-
ance where potentially, the audit commit-
tee reports on its oversight of the financial 
reporting process and the audit. The auditor 
will include reporting on the reasonableness 
and completeness of such reports.

In the UK, the Financial Reporting Council 
(FRC) proposed a model where the auditor 
would provide an enhanced report to the 
audit committee on areas where the auditor 
has exercised professional judgement and in 
reaching the audit opinion. The audit com-
mittee would report publicly on its respon-
sibilities over the integrity of the audited 
financial statements and its oversight role of 
the external audit process. The auditor would 
then report on the completeness and rea-
sonableness of the audit committee’s report.  

Change Involving Other Assurance and Related Services 
Description Current reporting in the auditor’s report Future reporting in the auditor’s report

Other   assurance   or related   services   
on information other than that included 
in the financial statement.

No such services provided on the other infor-
mation in the annual report such as corpo-
rate governance arrangements; enterprise 
wide-risk management, and key perform-
ance indicators.

IAASB is currently working on a number 
of initiatives on assurance engagements on 
non-financial statement information.

NARROWING THE AUDIT GAPS – A CALL FOR CHANGE



ImplIcATIOns And 
cHAllenges OF cHAnge

The consequences of the options could be far-reaching and 
introduce a shift in the auditing landscape.  Some options for 
change have significant impact on the respective roles and 
responsibilities of management, those charged with govern-
ance, and the auditor. For instance, the enhanced model of 
corporate governance reporting may require a different set of 
skills and different level of involvement from the audit commit-
tee members.

The behaviors and interactions between these three parties 
would also be affected. For example, additional auditor commen-
tary on critical accounting estimates may affect the interaction 
between management and the auditor in discussing the issue 
and in turn would potentially affect the audit quality. 

In order to achieve better auditor reporting, the fundamental 
considerations are the users’ ability to read, understand and use 
the additional information. There is a need to have balanced 
information that would help users to make informed decisions 
but at the same time not confuse the users. 

Additional reporting means an increase in audit costs. In 
the UK, the auditor is required to report on the completeness 
and reasonableness of the audit committee report. This would 
require the auditor to perform additional work to provide such 

assurance and will result in higher audit fees. 
This Consultation Paper introduces vital changes to the 

auditor’s reporting with the aim to narrow any prevailing 
expectation and information gaps.  Whilst this is viewed as a 
positive development, it is critical for all constituents involved 
in the financial reporting supply chain to consider the merits 
and demerits of each option suggested in the paper, taking into 
consideration environmental matters, if the legal framework 
is supportive of the suggested options and the paradigm shift 
introduced affecting stakeholders involved in the reporting 
chain.    

The Consultation Paper is opened for comments until 16 
September 2011. The feedback received on the paper will pro-
vide IAASB with the views on the issue and will have impact on 
the possible future standard-setting projects of IAASB on auditor 
reporting.

MIA is committed to be in consultation with various 
stakeholders in pursuit of understanding stakeholders’ needs 
and expectations of external auditors’ work; and to provide 
feedback to the IAASB on the Consultation Paper. Members 
and interested parties are encouraged to provide feedback 
by submitting comments to technical@mia.org.my. A copy of 
the Consultation Paper can be downloaded by accessing MIA 
Circular 26/2011 which is posted on the MIA website. n

NARROWING THE AUDIT GAPS – A CALL FOR CHANGE
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CHINA: Regulators confer on 
accounting scandals
Strengthened regulation by 
Chinese and US policymak-
ers may reduce the number of 
Chinese companies listed in the 
United States, but it will boost 
investor confidence, said experts. 
As accounting scandals at over-
seas-listed Chinese companies 
shake both investor confidence 
and the prospects of mainland 
firms aiming to list in the US, 
regulators from China and the 
US met recently to resolve the 
issue, reports China Daily.
Although there’s little official 
information about the discus-
sion, analysts believe the two 
sides will strengthen the super-
vision of Chinese companies 
to be listed on the US market. 
Some Chinese companies have 
been accused of question-
able accounting with relation to 
reverse takeovers, a backdoor 
listing method in which a for-
eign company merges with a US 
shell company. The report noted 
that the scandals have resulted 
in a slump in the share prices 
of many Chinese companies 
listed in the US and have damp-
ened the prospects of domestic 
firms aiming to list in the world’s 
most-advanced financial market. 
It quoted Zhong Rixin, an analyst 
at the domestic financial por-
tal imeigu.com, as saying: “The 
strengthening of regulations 
(by China and the US) may lead 
to fewer Chinese companies 
going to the US, especially those 
through reverse takeovers. But 
the improved supervision will 
help to ensure that only the 
really competitive companies 
can get listed. That will boost 
investor confidence in Chinese 
companies (in the future).”
Chinese companies should get 

used to stricter supervision 
from overseas regulators after 
the eruption of the scandals, 
said Christopher Low, President 
of the global risk management 
consultancy, Protiviti Greater 
China. They must abide by 
overseas information-disclosure 
requirements, which is the fun-
damental way to build up inves-
tor confidence. 
Liu Qingsong, Deputy Director 
of the research centre at the 
China Securities Regulatory 
Commission, told a conference 
in Singapore that Chinese reg-
ulators were considering how 
to improve regulation, but that 
overseas regulators also had to 
look at their own policies. n

uK: fASB Developing frame-
work for Private Companies
The Financial Accounting 
Standards Board (FASB) has 
begun developing a “differen-
tial framework” that would help 
provide a short-term solution 
for creating distinct standards 
or exceptions for private com-
panies.
The “differential framework” is 
intended to offer a stopgap fix 
while FASB’s parent organisa-
tion, the Financial Accounting 
Foundation, studies the recom-
mendations in a Blue-Ribbon 
Panel report that came out 
earlier this year suggesting the 
foundation set up a separate 
standards board to handle pri-
vate company accounting, 
reports Accounting Today. It said 
that the same report also recom-
mended that until such a sepa-
rate board is set up, FASB should 
develop a differential framework 
for private company accounting 
standards. As part of that effort, 
FASB released a “FASB in Focus” 
document recently in which it 

discusses the path to a differen-
tial standard-setting framework.
The report added that the docu-
ment noted that as part of an 
initial assessment, the FASB staff 
has identified six significant fac-
tors that differentiate the finan-
cial reporting considerations of 
private companies from pub-
lic companies: types of users, 
access to management, invest-
ment strategies, ownership 
structures, accounting resources, 
and education.
The staff assessment is the first 
stage in FASB’s effort to devel-
op the “differential framework,” 
which would help the board 
decide whether and when to 
adjust the requirements for rec-
ognition, measurement, pres-
entation, disclosure, effective 
dates, and transition methods 
for financial accounting stand-
ards that apply to private com-
panies.
“This work is an important step 
forward in the FASB’s effort 
to develop a set of criteria for 
evaluating when accounting or 
disclosure standards should be 
different for private companies,” 
said FASB Chairman Leslie F. 
Seidman in the document. “This 
process demonstrates our com-
mitment to better serving the 
needs of all private company 
stakeholders-both users and 
preparers of private company 
financial statements-without 
sacrificing the quality and fun-
damental level of comparability 
that are the touchstones of the 
US accounting system.”
FASB is hoping to preserve its 
control over private company 
standard-setting in addition to its 
role as the accounting standard-
setter for publicly traded compa-
nies. Over the past year, the board 
has been extending its outreach 

to private company constituents 
and added a board member from 
the private company world. n

uS: uS firms Clash Over 
Accounting Rules
The automaker is preparing for a 
possible switch by US companies 
to a new set of accounting rules 
already used in most of the rest 
of the world, reports Dow Jones.
Ford supports the move to 
International Financial Reporting 
Standards, or IFRS, saying the 
company would save money by 
simplifying and standardising its 
accounting across all 138 coun-
tries where Ford operates, the 
report says.
Charts, posters and other details 
about how Ford would make the 
switch fill the company’s “IFRS 
Energy Room,” a converted con-
ference room at the company’s 
headquarters in Dearborn, Mich. 
“For two days, we were thinking 
of it as the IFRS ‘war room,”’ says 
Susan Callahan, Ford’s Manager 
of global accounting policies, 
“but we couldn’t think of who 
we were at war with.”
The answer: companies like 
Hallador Energy Co., a small 
Denver coal-mining company 
that doesn’t do business outside 
the US and opposes moving to 
the international standards.
“We didn’t join the metric system 
when everybody else did,” it quotes 
W. Anderson Bishop, Hallador’s 
Chief Financial Officer. US account-
ing rules are “the gold standard, 
and why would we want to lower 
our standards just to make the rest 
of the world happy?”
The clash between big and small 
companies is likely to come 
up at a discussion session at 
the Securities and Exchange 
Commission in Washington, the 
report added. n
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IAESB PROPOSES CLARIFIED STANDARD ON 
PRACTICAL ExPERIENCE REQUIREMENTS 
FOR ASPIRING PROFESSIONAL 
ACCOUNTANTS
(New York/8 July 2011) The International 
Accounting Education Standards Board (IAESB) 
has released for public exposure a proposed revi-
sion to International Education Standard (IES) 5, 
Practical Experience Requirements. IES 5 currently 
prescribes the practical experience International 
Federation of Accountants (IFAC) member bodies 
should require before qualification as a profes-
sional accountant. In addition, this IES can be 
helpful to educational organisations, employers, 
regulators, government authorities, and other 
stakeholders who support the practical experi-
ence of professional accountants. The revision 
to IES 5 continues to support the use of practi-
cal experience in developing the competence 
of an aspiring professional accountant, but also 
proposes:
•  greater flexibility in measuring practical experi-

ence;
•  permitting supervisors or mentors to direct an 

aspiring professional accountant’s experience; 
and

•  requiring practical experience to be recorded 
in a verifiable and consistent form.

“The IAESB believes that relevant practical experi-
ence is at the heart of the development of com-
petence of a professional accountant. This revision 
to IES 5 reflects the different ways that experience 
can be gained, and is a significant step from a 
rules-based approach to a system based on prin-
ciples,” explained Mark Allison, Chairman of the 
IAESB. “IFAC member bodies will be required to 
demonstrate that the method of gaining experi-
ence follows one of three approaches: input-
based, output-based, or a combination of input- 
and output-based approaches. We have ensured 
that this approach to experience requirements 
for Initial Professional Development is consist-
ent with that recently issued for the Continuing 
Professional Development (IES 7) of experienced 
professional accountants.” The IAESB has under-
taken a project to redraft all eight of its IESs in 
accordance with its new clarity drafting conven-
tions, as outlined in its 2010-2012 Strategy and 
Work Plan. This project began in December 2010 
with the proposed revision to IES 7, Continuing 
Professional Development: A Program of 
Lifelong Learning and Continuing Development 

of Professional Competence. Proposed revi-
sions to IES 4, Professional Values, Ethics, and 
Attitudes, and IES 6, Assessment of Professional 
Competence, were released for exposure in April 
2011. IES 1, Entry Requirements to a Program of 
Professional Accounting Education, was released 
on 21 June. The comment period for these three 
IESs is still open. The current timetable envisages 
that all IESs will have been revised and redrafted, 
or redrafted only, by the first quarter of 2013. n

NEW PUBLICATION FROM ISACA AND IFAC 
HELPS ORGANISATIONS MAxIMISE THE 
VALUE OF xBRL
(Rolling Meadows, IL and New York, NY/22 June 
2011) ISACA and the International Federation of 
Accountants (IFAC)’s Professional Accountants 
in Business (PAIB) Committee have jointly 
developed a paper, Leveraging xBRL for Value 
in Organizations, to provide guidance on how 
to leverage the value of extensible Business 
Reporting Language (xBRL) through effective 
implementation. xBRL is a universal language 
of business reporting that is increasingly being 
used for both external and internal reporting 
by organisations and is gaining traction world-
wide. “Understanding how to embed xBRL with-
in an organisation’s information processes can 
enhance management communication, increas-
ing the value of the information used within an 
enterprise,” said Roger Debreceny, Ph.D., FCPA, 
CGEIT, member of ISACA and co-developer of 
the xBRL paper. “ISACA collaborated with IFAC 
to develop this paper to provide accounting and 
assurance professionals with guidance they can 
rely on from trusted sources to leverage value 
from xBRL initiatives and compliance require-
ments.” “Many organisations have not yet realised 
how useful xBRL can be for them; professional 
accountants in business can assist them in navi-
gating and making the most of xBRL,” said Roger 
Tabor, Chair of IFAC’s PAIB Committee. “This paper 
can serve as a starting place to integrate xBRL 
and help organisations leverage its value.”  The 
paper can be downloaded free of charge from 
the ISACA and IFAC websites. n

IAESB PROPOSES CLARIFIED STANDARD ON 
PROFESSIONAL ACCOUNTING EDUCATION 
ENTRY REQUIREMENTS
(New York/21 June 2011) The International 
Accounting Education Standards Board (IAESB) 
has released for public exposure a proposed revi-

sion to International Education Standard (IES) 1, 
Entry Requirements to a Program of Professional 
Accounting Education. The revised education 
standard is intended to protect the public interest 
by both establishing fair and proportionate entry 
requirements-which help those individuals con-
sidering professional accounting education make 
appropriate career decisions-and ensuring that 
requirements for entry to professional accounting 
education are not misrepresented. IES 1, originally 
approved in 2004, currently prescribes the prin-
ciples to be used by professional accountancy 
organisations, including member bodies of the 
International Federation of Accountants (IFAC), 
when setting entry requirements for professional 
accounting education and practical experience. 
The revised standard proposes:
• specification of entry requirements for profes-

sional accounting education;
• explanation for the rationale behind  the entry 

requirements;
• a requirement that excessive barriers to entry 

are not put in place; and
• a requirement to make relevant information 

publicly available so that candidates can assess 
their chances of successful completion.

“The proposed revisions reflect the IAESB’s view 
that the overall objective of accounting educa-
tion is to develop a competent professional 
accountant,” stated Mark Allison, Chairman of 
the IAESB. “Further, the IAESB acknowledges that 
there are different processes and activities that 
contribute to achieving such competence. These 
revisions to IES 1 are intended to ensure that 
entry requirements for professional accountancy 
education are designed fairly for aspiring profes-
sional accountants.”  The IAESB has undertaken a 
project to redraft all eight of its IESs in accordance 
with its new clarity drafting conventions, as out-
lined in its 2010-2012 Strategy and Work Plan. This 
project began in December 2010 with the pro-
posed revision to IES 7, Continuing Professional 
Development: A Program of Lifelong Learning 
and Continuing Development of Professional 
Competence. Proposed revisions to IES 4, 
Professional Values, Ethics, and Attitudes, and IES 
6, Assessment of Professional Competence, were 
released for exposure in April 2011, and the com-
ment period is still open. The current timetable 
envisages that all IESs will have been revised and 
redrafted, or redrafted only, by the first quarter 
of 2013. n

THE IFAC UPDATE PROVIDES 
 SUMMARIES OF IFAC DEVELOPMENTS 
OVER THE PAST MONTH.
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T hese financial instruments can be 
used separately or together to pro-
duce complex derivative products 
that may have leverage built in. 
Swaps and options would normal-

ly be negotiated with a dealer (transactions 
known as OTC or over-the-counter). However, 
certain options and futures contracts are avail-
able through a recognised futures exchange or 
stock exchange.

In each case, the first question to be asked 
is whether the organisation has a written, board-
approved policy for the management of the finan-
cial risk and the use of the financial instrument. 
Where a derivative instrument is used directly 
or indirectly to minimise or offset a financial risk 
arising in the course of an organisation’s busi-
ness, the process is known as ‘hedging’ and is a 
fundamental tool of risk management.

lIquIdITy 
rIsk

Liquidity risk may be mitigated by careful 
forecasting of cash flows and by maintaining 
unused, committed funding lines in antici-
pation of future requirements or contingen-
cies, or by spreading out future re-financing 
requirements. Maintaining close relations with 
bankers and keeping them fully informed of 
the state of the business and potential funding 
needs will help to ensure that loans are avail-
able to meet contingencies.

INTRODUCTION
The simple instruments often used to 
manage financial risks are:
n  Forwards – a commitment for one 

party to sell and another to buy a 
specific asset at a set price on a given 
future date.

n  Options – the right to buy (a call 
option) or the right to sell (a put 
option) a financial instrument or 
commodity during a given period in 
return for payment in advance of a 
premium. The option is exercised at 
the discretion of the buyer of the call 
or put option.

n  Swaps – the exchange of one entitle-
ment for another, for example, a bor-
rower with a fixed interest rate obli-
gation may swap this for a floating 
interest rate.

n  Futures – an agreement to buy or 
sell specified financial instruments or 
commodities on an agreed date at a 
price determined when the contract 
is entered into on a futures exchange.

Managing
financial risk

1
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Questions
•  Are prospective lenders widely dis-

tributed or is there a concentration 
of lending sources? Are debt-equity 
ratios monitored for compliance with 
internal targets or undertakings given 
to external parties?

•  Are likely new and replacement fund-
ing requirements actively measured 
and reported and subjected to sensi-
tivity analysis?

•  Are processes in place for maintaining 
up-to-date knowledge of alternative 
funding sources?

•  How effective is the organisation’s 
relationship with its bankers? Do they 
understand the business? Can they 
supply the types and volumes of fund-
ing required? Are they supportive?

•  Are funding maturities spread out to 
minimise the need for concurrent re-
financing?

InTeresT 
rATe rIsk

Interest rate risk may be mitigated by 
including a mix of fixed and floating-
rate debt with a range of maturities in 
the liability portfolio, and ensuring that 
new or replacement debt is added in a 
way that minimises any concentration of 
maturities or repricing dates. In some 
organisations, such as finance compa-
nies, debt interest rates and maturities 
can be closely matched with those of the 
underlying assets. Financial instruments 
such as swaps and options can be used to 
exchange floating rates for fixed rates, or 
vice versa.

Questions
•  Does the organisation actively match 

the nature, term and interest basis of 
its borrowings against the character-
istics of the assets being funded or a 
risk-neutral debt profile?

•  In particular, are interest rate expo-
sures actively – measured and report-
ed? – subjected to sensitivity analysis?

Questions

•  Does the organisation prepare regu-
lar cash flow forecasts and use them 
to plan new and replacement funding 
requirements?

•  Are variances measured against actu-
als to identify permanent or timing 
differences?

•  How far ahead does the organisa-
tion plan new and replacement fund-
ing requirements? Are these plans 
reviewed for effectiveness?

FundIng 
rIsk

Funding risk may be mitigated by build-
ing and maintaining a profile as an ‘inves-
tor-friendly’ issuer of securities. This can 
be achieved by maintaining issuance con-
tinuity, keeping the market informed on 
overall issuance strategy, taking investor 
preference features into consideration 
and issuing in a widely acceptable form. 
The board and management should take 
into account the potential effect of their 
decisions on ratings.

3

2
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•  Are actual and potential interest rate 
changes factored into related manage-
ment or board decisions?

•  Are processes in place for monitoring 
financial market conditions and mak-
ing prudent assessments of possible 
future trends?

•  Does the organisation maintain up-
to-date knowledge of interest rate 
risk management products and tech-
niques?

FOreIgn
excHAnge rIsk

Some organisations are able to create a 
natural hedge by borrowing (incurring a 
liability) in the currency of their foreign 
currency assets so that changes in value 
may be directly offset against each other. 
This is particularly relevant to transla-
tion exposure, which is the conversion 
of assets and liabilities in foreign cur-
rencies to the $A balance sheet. Other 
organisations use a variety of specific 
market instruments, including forward 
foreign exchange, currency swaps, cur-
rency futures and options, which lend 
themselves readily to transaction expo-
sures.

Questions
•  Are there any natural hedges for for-

eign currency exposures such as bor-
rowings and investments in the same 
foreign currency?

•  Are foreign exchange exposures 
actively: – measured and reported? – 
subjected to sensitivity analysis?

•  Are actual and potential exchange rate 
changes factored into management 
and board decisions?

•  Are processes in place for monitoring 
financial market conditions and mak-
ing assessments of possible future 
trends?

•  Does this analysis separate the vari-
ous currencies in which the entity 
operates?

•  Does the organisation maintain up-to-
date knowledge of foreign exchange 
risk management products and tech-
niques?

•  Does management understand and 
take into consideration how its com-
petitors treat their foreign exchange 
exposures and the possible effect on 
pricing strategies?

cOmmOdITy
prIce rIsk

Commodity price risks may be control-
led and managed by a range of finan-
cial instruments that include forward 
sales and purchases, futures, swaps and 
options. Most commodity risks may be 
managed using financial instruments 
which are dealt on recognised exchanges 
such as the Commodity Exchange of 
New York, Chicago Board of Trade and 
London Metals Exchange.

Questions
•  Are processes in place for monitor-

ing commodity market conditions and 
making forecasts?

•  Is the organisation in an industry 
where commodity price risks can be 
passed on directly to consumers?

•  Are processes in place for maintaining 
up-to-date knowledge of commodity 
price management products and tech-
niques?

•  What risks does the organisation face 
from price movements in substitute 
commodities?

•  Does the organisation have the same 
exposures as its competitors and does 
it understand how its competitors man-
age their own commodity price risks?

credIT 
rIsk

Credit risk may be mitigated by dealing 
with good-quality customers and control-
ling overdue accounts. The organisation 
can conduct its own credit evaluation of 
clients or it can use independent credit 
evaluation services.

Questions
•  Does the organisation have the 

resources to evaluate credit risks 
thoroughly or is it better managed by 

external specialists for this function?
•  Have appropriate credit ratings been 

determined for counterparties with 
which the organisation will be deal-
ing?

•  Are credit risks monitored and 
reported regularly and, where appro-
priate, insured (for example, export 
finance)?

•  Is the process for setting credit limits 
properly controlled?

OperATIng 
rIsks

An organisation can manage its internal 
systems to minimise business/operating 
risks, frequently by tightening controls. 
This is much more difficult, although not 
impossible, where there is a reliance on 
external systems.

Questions
•  Are tasks properly allocated and ade-

quately resourced with appropriately 
skilled staff?

•  Is there a proven track record of satis-
factory performance or have audits or 
reviews evidenced operating risks?

•  Does the organisation have a disas-
ter recovery plan, including compu-
ter back-up, that would enable the 
treasury activity to continue without 
financial loss or risk in the event of a 
disaster?

•  Has the culture of compliance with 
controls and policies been encour-
aged? Is it actively applied by all staff?

•  Has advantage been taken of any 
insurance available against fraud or 
malpractice (e.g. fidelity insurance for 
staff), public and product liability, loss 
of profits through business interrup-
tions and professional indemnity?

•  Are staff required to take at least two 
consecutive weeks of annual leave 
every year? n

This fact sheet has been developed by CPA 
Australia. For further information visit 
cpaaustralia.com.au
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The practice and management 
of cash flow – the way to opti-
mise the source and utilisa-
tion of money - is widely used 
in commerce and industries. 

But to some extent, cash flow manage-
ment could be less formal in accounting 
practice, especially among the smaller 
practitioners. 

Nevertheless, planning is an impor-
tant business function for small and medi-
um practitioners (SMPs) and putting the 
firm on a strong financial footing war-
rants management attention and is the 
first step. Financial inadequacy in any 
period, if imperilled, may hinder func-
tional activities, cause a delay in providing 
services to the client and may even force 
the firm into liquidation.

The severe impact on the cash flow of 
accounting practitioners, which tends to 
arise when the business has expanded too 
fast beyond the firm’s capabilities or as a 
result of an economic downturn or financial 
crisis, will undoubtedly force SMPs to be 
always on the alert in managing their cash 
flows effectively. Due to the nature of the 
business (as a service provider with limited 
collateral), accounting practitioners have 
limited access and capability to obtain bank 
loans to finance their business operations. 
Their cash flows are generally built upon 
internally-generated profits over a period 
of time and from the partners’ capital. In 
an economic recession or financial crisis, 
clients tend to face tightening liquidity and 
this in turn could put an immense pressure 
on the cash flow of SMPs.

management+business

Cash Flow Tips 
for SMPs
FINANCIAL INADEQUACY IS A KEY RISK FOR SMALL AND MEDIUM 
PRACTITIONERS (SMPs). SMALLER FIRMS ARE ADVISED TO FOCUS 
ON CASH FLOW MANAGEMENT TO PUT THEIR FIRMS ON A STRONG 
FINANCIAL FOOTING TO ENSURE THEIR SURVIVAL AND LONGEVITY.

ll

Drawing on more than 15 
years of business experience in 
accounting practice, below are 
some of the most relevant 
ideas and cash flow strate-
gies that firms could adopt 
to optimise cash flow 
management.

THE ESSENCE 
OF FINANCIAL 
MANAGEMENT 
- PREPARE AN 
ANNUAL OPE-
RATING AND CASH 
BUDGET

ll An annual operating and 
cash budget prepared prior to the 
beginning of each year is a strong 
management tool for planning 
and control of business operations. It is 
one of the most important fundamental 
control devices widely used in business 
operations to coordinate and monitor the 
functional activities of the firm. The budg-
et identifies the critical issues and key 
result areas and sets the standards for 
improving business performance. It is the 
practical act of financial management in 
choosing, deferring or rejecting actions 
entailing the use of money.

The operating budget indicates which 
profit centre/operating unit contributes 
to the revenue and profits of the firm. 

The cash budget focuses on financial 
management of the firm and it includes 
the establishment of financial policies, 

formulation of short and long-term finan-
cial plans, pre-empts steps to be taken to 
ensure a steady flow of cash funds and 
lastly, lays down the measures to be taken 
to protect the financial interest of the firm. 
It details the sectors where the cash would 
come from and how the money generated 
from revenue would be spent. It provides 
an indication whether the operating units 
can churn out enough cash to conduct 
business. If it is a surplus budget, man-
agement can then plan how to utilise the 
surplus cash flow to expand the business 
or to distribute the profits to the partners.                                                                                                                                        
     Profits may be high, but to turn profit 
into cash is always a challenge to the 
practitioner. A strong mechanism and col-
lection system would be required to turn 



profits into cash. A cash budget prepared 
on a monthly or quarterly basis would be 
able to anticipate periods of temporary 
deficits and surplus. Skillful cash flow 
management is necessary to optimise the 
use of available funds.  The recent global 
financial crisis has seen many strong, 
established and profitable organisations 
collapse from a lack of cash flow or a 
failure in preserving prudent financial 
management. The practice of effective 
financial management/cash flow would 
appear to offer a good preventive meas-
ure.  A good cash-flow management strat-
egy, then, is to keep a constant watch and 
monitoring on the cash flow of the firm.

The cash budget specifically forecasts 
the yearly operating and capital expendi-
ture items. Capital expenditure involves 
the outlay of cash flow based on a set 
of profitability criteria. Any business will 
require some form of capital expenditure, 
but for a new firm, it may be prudent to 

limit the allocation on capital expenditure 
and to carefully assess how that capital 
expenditure can contribute to the revenue 
of the firm. Any proposed expenditure 
has to be highly objective and thoroughly 
evaluated and screened and be ranked in 
terms of profitability, nature, content, size 
and benefit. For instance, expenditure on 
office furnishing, which does not neces-
sarily produce direct revenue to the firm, 
may have to be kept at a minimum. On the 
other hand, capital expenditure for com-
puters, software programmes and tech-
nology investment may justify a bigger 
budget as they command a quicker pay-
back period and generate faster revenue.

In short, the question to always ask is: 
“How soon can we recover the cash flow if 
the excess funds are invested?”

 
MANAGE ExCESS CASH FLOW        
ll The allocation of long-term excess 
funds for capital investment should never 

be neglected. Capital expenditure is 
important to the firm as they affect the 
growth and earning capacity of the firm 
in the future.  These include:

Technology Investment
Intelligent spending on technology and 
innovation would place the firm in a bet-
ter position to stand up to both local and 
foreign competition.

Merger & Affiliation Activities
• The excess cash flow can also be 

used to speed up the growth and 
expansion of the business in the form 
of Merger and Affiliation activities.

Customer Service Centre
• Consider forms of capital expendi-

ture that can boost the efficiency 
and effectiveness of the firm. One 
such expenditure is the setting up 
of a Customer Service Centre as 

CASH FLOW TIPS FOR SMPs

Face difficulties in finding 
qualified person to fill a job spot?

More than 27,000 Malaysian chartered accountants are waiting

Register and post your job online NOW!
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a meeting point for the clients to 
discuss their needs and problems in 
a comfortable environment and to 
maximise customer satisfaction. 

Profit Distribution 
• It is desirable for the partners to 

expect a stable return on their invest-
ments and from their contributions. 
Ideally, firms might want to pursue 
a profit distribution to the partners 
each year after retaining a sufficient 
level of cash resources for its opera-
tions. The magnitude of the payout to 
each partner would depend on their 
units’ earnings contribution to group 
profit.

THE MONITORING PROCESS - HOLD 
MONTHLY MEETINGS TO REVIEW 
PERFORMANCE
ll One of the important cash flow 
management techniques is to follow up 
with the coordination and control of sub-
sequent performance to achieve planned 
goals and objectives.  It is good practice 
to establish facts and feedback and to 
distinguish between good and bad trans-
actions and then to do what is best for 
the firm. 

Towards this objective, a monthly 
meeting with the heads of operating 
units and staff would discover what was 
achieved and vice-versa.

Establishing a system of Key 
Performance Indicators (KPIs) for 
monitoring of results and performance 
can be very effective in achieving cash 
flow objectives. In any firm, manage-
ment efforts must be directed to keep 
the firm a going concern and in good 

shape and direction. The employees of 
the firm should work towards delivering 
the desired performance and results. One  
KPI for cash flow could revolve around 
collecting at least 90% of the prior year 
annual fees by 31 March of the following 
year to minimise problematic debt.

INSTITUTE A CREDIT CONTROL AND 
COLLECTION POLICY
ll A severe shortfall in the collection of 
receivables will leave the firm vulnerable 
to cash flow problems and cash man-
agement-related troubles.  In accounting 
practice, the collection of fees is not and 
has never been constant throughout the 
financial year.  There are usually periods 
of low collection in the second half of the 
year as most of the fees for audit and tax 
would have been collected in the first half 
of the year.

A lack of concern and effort in collect-
ing receivables will inevitably increase 
the pressure on cash flow.  A good credit 
control policy would require all receiva-
bles be collected within 90 days. The best 
source of cash inflow is from accounts 
receivable. Clearly, accounts receivable 
is a significant and important asset for 
SMPs. Therefore, priority has to be 
directed to the collection of fees when 
they become due.  A monthly look at the 
balance sheet each month will tell man-
agement where the assets can be turned 
into cash in the quickest manner; and this 
is accounts receivable. An intelligent and 
periodical review of the receivables would 
be able to identify problematic debts, 
referred to in accounting as delinquent 
accounts. Delinquent accounts would 
involve additional administrative expens-
es in collecting the fees.

Ideally, management should establish 
an automatic system for the collection of 
receivables. An effective collection meth-
od can be carried out through the phone, 
e-mail or through tactfully designed col-
lection letters.  

Inevitably and frequently, some receiva-
bles are difficult to collect. Notwithstanding 
this fact, more stringent effort and attention 
has to be made to collect the receivables. 
If a large portion of the receivables are 

over 180 days, it is apparent that the credit 
control department is not effective or there 
could be weaknesses in the systems and 
procedures for debt collection. In such a 
situation, management should take steps 
to strengthen the system and to examine 
which policy can encourage payments to 
be collected.

If the fee is not collected within a 
period of 12 months, action should be ini-
tiated to stop providing any further serv-
ice, unless the client pays the outstanding 
fees.  This method is very effective when 
applied in the collection of audit fees.

Finally, it should be noted that the 
credit standards set by a firm for credit 
policy will influence the general level and 
incidence of slow paying and delinquent 
accounts. 

WORKING CAPITAL POLICY
ll The firm has to establish a struc-
ture for financial stability and to keep its 
operation ongoing even in the wake of 
a business downturn. It should be able 
to carry on with the business and to 
pay the employees’ salary and operating 
expenses at all times. Ensure a buffer, 
such as maintaining a sufficient level of 
cash in the bank to cover three months’ 
operating expenses.

While any or all of the above tools 
may help the firm to counter the challeng-
es that occur in cash flow management, 
firms should be innovative in designing 
the cash flow management tools and 
systems that best fit their individual cir-
cumstances. In addition to the above, 
there could be new techniques to be 
explored and adopted to smoothen cash 
flow management. Keep in mind that any 
investment decision entailing the utilisa-
tion of cash flow will have to be based on 
criteria and the nature of the SMP’s cash 
flow requirements. n

This article is courtesy of Cheng & Co 
Quality Sdn Bhd, which provides manage-
ment consultancy to SMI companies in per-
formance management, business strategy 
and financial management.  Please email  
customerservice@chengco.com.my for more 
information.

CASH FLOW TIPS FOR SMPs
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BOOk revIew

Islamic Finance has experienced rapid growth in 
recent years, showing significant innovation and 
sophistication, and producing a broad range of 
investment products which are not limited to the 
complete replication of conventional fixed-income 
instruments, derivatives and fund structures. Islamic 
Finance represents an elemental departure from 
traditional interest-based and speculative practices, 
relying instead on real economic transactions, such 
as trade, investment based on profit sharing, and 
other solidary ways of doing business, and aims to 
incorporate Islamic principles, such as social justice, 
ecology and kindness, to create investment products 
and financial markets which are both ethical and 
sustainable. 

Products created according to Islamic principles 
have shown a low correlation to other market 
segments and are relatively independent even from 
market turbulences like the subprime crisis. Therefore, 
they have become increasingly popular with secular 
Muslims and non-Muslim investors, as highly useful 
alternative investments for the diversification of 
portfolios.

In Islamic Capital Markets: Products and Strategies, 
international experts on Islamic Finance and Shariah 
Law focus on the most imminent issues surrounding 
the evolution of Islamic capital markets and the 
development of Shariah-compliant products. 

The book is separated into four parts, covering:
•  General concepts and legal issues, including Rahn 

concepts in Saudi Arabia, the Shariah process in 
product development and the integration of social 
responsibility in financial communities;

•  Global Islamic capital market trends, such as the 
evolution of Takaful products and the past, present 
and future of Islamic derivatives; 

•  National and regional experiences, from the world’s 
largest Islamic financial market, Malaysia, to Islamic 
finance in other countries, including Germany, 
France and the US; 

•  Learning from Islamic finance after the global 
financial crisis; analysis of the risks and strengths 
of Islamic capital markets compared to the 
conventional system, financial engineering from 
an Islamic perspective, Shariah-compliant equity 
investments and Islamic microfinance.

This book covers all Islamic derivatives and structured 
products including state of the art Islamic short-
selling methods used by hedge funds, giving a 
comprehensive overview of current Islamic capital 
markets.  It takes a practical approach addressing 
practical issues in risk management and investing for 
both Islamic and non-Islamic readers. Islamic Capital 
Markets: Products and Strategies is the complete 
investors’ guide to Islamic finance.

By Kabir Hassan, 
Michael Mahlknecht
ISBN: 978-0-470-68957-8
Hardback; 480 pages
May 2011

RM300.00
Available at all major 
bookstores

Islamic capital markets: products and strategies

The ongoing turbulence in the global financial markets 
has drawn attention to the role of Islamic banking and 
finance.  This sector is now one of the fastest growing 
sectors within the market place and has, so far, remained 
on the sidelines of this unrest. Since the inception of 
Islamic banking about three decades ago, the number 
and reach of Islamic financial institutions worldwide has 
risen significantly. Institutions offering Islamic financial 
services constitute a significant and growing share of 
the financial system in several countries.  

Indeed the Islamic finance industry is in the midst of 
a phenomenal expansionary phase, exhibiting average 
annual growth rates of about 15 per cent in recent years. 
This rapid growth has been fuelled not only by surging 
demand for Shariah-compliant products from financiers 
from the Middle East and other Muslim countries, but 
also by investors around the world, thus rendering the 
expansion of Islamic finance a global phenomenon. 
Besides its wide geographical scope, the rapid expansion 
of Islamic finance is also taking place across the whole 
spectrum of financial activities, ranging from retail 
banking to insurance and capital market investments.

This has, in turn, led to a demand for more literature 
in the area, a demand that is in some way being 
filled. However, there exists no guide which provides 

real insight into the real world of Islamic financial 
transactions, and illustrates the complexities of this 
important mode of modern finance. 

Case Studies in Islamic Banking and Finance is a one 
of a kind resource that fills this gap. Based around 12 
individual cases, the book stimulates discussion and 
develops the reader’s understanding of Islamic finance 
by contrasting the theoretical concepts discussed in 
the author’s companion text Introduction to Islamic 
Banking and Finance with practical real world situations. 
The cases cover core Islamic banking and finance topics 
including the Ijara, Mudaraba and Musharaka contracts; 
Islamic mortgages for home finance; leverage; and 
issues involved in opening an Islamic bank. Financial 
statement analysis for Islamic banks, the implications for 
fund management for equity investing and the impact of 
loan defaults on Islamic and conventional banks are also 
included. Each chapter concludes with a set of questions 
designed to test the reader’s understanding of each case, 
with suggested solutions at the end of the book.

This book is a must have resource for those wishing 
to apply their understanding of this complex subject 
and is an essential read for anyone seeking practical 
examples of how to apply the concepts in a real world 
environment.

case studies in Islamic Banking and Finance

By Brian B. Kettell
ISBN: 978-0-470-97801-6
Paperback; 192 pages
June 2011

RM260.00
Available at all major 
bookstores
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lifestyle | TRENDS

CEOs SAY INNOVATION IS 
THE MOST IMPORTANT 
FACTOR FOR GROWTH, 
LEADERSHIP, STRATEGIC 
INTEGRATION, 
ACCOUNTABILITY 
REQUIRED AS REVEALED 
BY A RECENT PwC 
STUDY: “DEMYSTIFYING 
INNOVATION: TAKE DOWN 
THE BARRIERS TO NEW 
GROWTH”

Innovation – in the form of developing new 
products and services – has become as 
important to growth for CEOs as raising 
their share of existing markets. A survey by 
PwC of 1200 CEOs from around the world 

found that innovation, along with increasing their 
existing business, now outstrips all other means of 
potential expansion, including moving into new mar-
kets, mergers and acquisitions, and joint ventures 
and other alliances. 

PwC’s 14th Annual Global CEO survey found 
that innovation is high on the executive agenda in 
virtually every industry. In all, 78 per cent of CEOs 
surveyed believe innovation will generate ‘signifi-
cant’ new revenue and cost reduction opportunities 
over the next three years. But it is highest for those 
where technology is changing customer expecta-
tions. In both the pharmaceutical and entertainment 
and media sectors, for example, more than 40 per 
cent of CEOs believe their greatest opportunities 
for growth come from spawning new products and 
services.

Additionally, the survey found that CEOs 
are re-thinking their approach to innovation and 
increasingly seeking to collaborate with outside 
partners and in markets other than where they are 
based. For example, a majority of entertainment 
and media CEOs said they expect to co-develop 
new products and services.

“Innovation is a matter of survival for companies 
in sectors facing rapid changes in technology and 
high customer expectations,” said John Sviokla, 
partner and Business Leader for Innovation and 
Strategy at PwC US.  “Forward-looking companies 
strive for innovations that will give them competi-
tive advantage and create growth.  In today’s fast-
moving environment companies must constantly 
improve and re-invent their products, services and 
even brands.

Innovation Rules
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INNOVATION RULES

According to a new pwc study, 
“Demystifying Innovation: take down the bar-
riers to new growth,” the drive for innovation 
must arise from the CEO and other executive 
leadership by creating a culture that is open 
to new ideas and systematic in its approach 
to their development. The innovation process 
generally has four phases:

4  DISCOVERY: Identifying and sourcing ideas and 
problems that are the basis for future innovation. 
Sources may include employees as well as custom-
ers, suppliers, partners and other external organisa-
tions.

4  INCuBATION: Refining, developing and testing 
good ideas to see if they are technically feasible and 
make business sense.

4  ACCELERATION: Establishing pilot programmes to 
test commercial feasibility.

4  SCALE: Integrating the innovation into the com-
pany; commercialisation and mass marketing.

1 Innovation can be delegated.  Not so. The drive to 
innovate begins at the top. If the CEO doesn’t protect 
and reward the process, it will fail.

2  Middle Management is the ally of innovation. 
Managers are not natural champions of innovation. 
They reject new ideas in favour of efficiency.

3  Innovative people work for the money. 
Establishing a culture that embeds innovation in the 
organisation will attract and retain creative talent.

4  Innovation is a lucky accident. Successful innova-
tion most often results from a disciplined process that 
sorts through many ideas.

5  The more open the innovation process, the less 
disciplined. Advances in collaborative tools, like 
social networking, are accelerating open innovation.

6  Businesses know how much innovation they 
need. Leaders must calculate their potential for inor-
ganic growth to determine their need to innovate.

7  Innovation can’t be measured. Leadership needs 
to identify its ROII--Return on Innovation Investment

InnOvATIOn myTHs
The study also identifies seven 
misconceptions about the inno-
vation process:

“The next decade will be the ‘most inno-
vative time’ since the industrial revolution 
due to the dynamics of over a billion new 
customers, global connectivity, and radical 
new technologies and science,” Sviokla said. 
“In mature markets companies must inno-
vate to differentiate themselves; in emerg-
ing markets, they need innovation to lessen 
their dependence on lower costs.” n








