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editor’s note

S uccess is a never-ending journey. The 
goalposts are always moving, and we 
shouldn’t stop pursuing excellence 
until the very end.

That’s the key theme of this issue, and the 
implicit message of the upcoming World 
Congress of Accountants 2010, which will be 
held in Kuala Lumpur from 8 – 11 November 
2010. While accountants are currently greatly 
in demand, it is incumbent upon accounting 
professionals to constantly improve themselves 
and to add value to their professional and per-
sonal brands in order to be relevant to organisa-
tions which are themselves in the flux of radical 
change post-crisis.

In our cover story From Finance to Corporate 
Leader, we look at how Chief Financial Officers 
can remake themselves in order to achieve that 
coveted position of Chief Executive Officer. 
There’s no denying that many CEOs are culled 
from the ranks of CFOs. But behind every CFO 
that succeeds brilliantly in making that leap to 
the executive chair, there are also those who 
failed miserably because they were removed 
from their comfort zone of figures and details. 
Tasked with driving revenue and profit growth 
and adding shareholder value, CEOs need 
to be charismatic marketers and flamboyant 
salesmen who are synonymous with their com-
panies. Can the stoic, conservative CFO make 
the switch from peahen to peacock?

Accountants also need to be well-versed in sus-
tainability, which is increasingly being viewed 
by companies as a means to optimise resourc-
es and operations while enhancing goodwill, 
brands and reputations. In this issue, we fea-
ture two articles on sustainability reporting 
and transparency, which is the direction in 
which corporate reporting is moving globally. 
Sustainability and related disclosure will be 
a key platform at the WCOA 2010, where 

accountants can learn more about topics such 
as GRI reporting and carbon credits and trad-
ing and how these can be of benefit to their 
organisations.

On a lighter note, personal branding is also 
crucial to accountants in order to make a good 
impression. Discover the elements that consti-
tute a sharp and memorable personal brand and 
start applying them today to make an indelible 
impression on your audience.

Last but not least, your annual vacation too 
could probably use a shot in the arm. If you’ve 
always wanted to climb Mount Kinabalu but 
were put off by your lack of mountaineering 
skills, fret no more. Why not test your mental 
and physical endurance and try out the new via 
ferrata at Mount Kinabalu? Trekking up the 
iron roads of Kinabalu will definitely be some-
thing to talk about. 

Speaking of doing something to talk about, 
we’re hoping that all our members and all 
accountants will throw their collective weight 
behind WCOA 2010 in order to make this 
grand accounting event something that will 
really be talked about in international busi-
ness circles. If you’re worried about cost, don’t 
be because sizeable reimbursements from 
the Pembangunan Sumber Manusia Berhad 
(PMSB) mean that delegates will actually pay 
less than RM1,000 per person to attend a four-
day world-class event which will be jam-packed 
with content by inspiring international speak-
ers. That’s less than what you pay to attend 
the annual National Accountants Conference 
(NAC). So do hurry and take advantage of the 
early bird registration fee of RM2,800 which is 
only valid until 30 June. Thereafter, the normal 
fee of RM3,000 applies.     

EDITOR

In Pursuit of Excellence

Tasked with 
driving revenue 
and profit growth 
and adding 
shareholder value, 
CEOs need to 
be charismatic 
marketers and 
flamboyant 
salesmen who are 
synonymous with 
their companies. 

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 ///// 
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Aspiring 
to be a CEO? 
First, become 

a CFO.

In the US and UK markets, the 
most common background for a 
chief executive officer has been 
finance, followed by operations 
and marketing, noted execu-

tive search firm Spencer Stuart in its 
report From CFO to CEO: Route to the 
Top. Meanwhile, executive search firm 
Heidrick & Struggles found that in 2009, 
40 CEOs in the FTSE 100 were former 
chief financial officers while 30 FTSE 
100 chairmen were ex-CFOs. Russell 
Reynolds Associates, which specialises in 
senior-level executive search and assess-
ment, notes in its Chief Financial Officer 
Moves North America - Q3 2009 brief that 
it is “increasingly being asked by Boards 

to seek CFOs who are capable of succeed-
ing the CEO.” 

The CFO to CEO trend transcends 
borders. Notable CFOs who have 
ascended to the CEO office include Hans 
Vestberg who was appointed President 
and CEO of Ericsson as of 1 January 2010. 
Others include Australian Chip Goodyear 
of BHP Billiton (who was ranked as one of 
the world’s top 200 CEOs by the INSEAD 
Business School in December 2009) and 
Temasek fame. Some CFOs have even 
soared to the Chairman’s office, such 
as Oracle’s Jeff Henley, who made the 
switch in 2004 after spending 25 years as 
a CFO, 13 of which were at Oracle. But 
that’s another story.

The CEO’s post seems to be the 
next logical step in an upwardly mobile 
career. CFOs possess an edge because 
of their financial acumen and their abil-
ity to dissect and explain the business’s 
financials. Furthermore, CFOs have had 
to become adept at financial strategies 
such as capital raising, joint ventures, and 
mergers and acquisitions, demonstrating 
they have the ability to grow the business 
strategically, which is a key performance 
indicator for the CEO.

The merit of CFOs as potential CEOs 
has gained prominence in recent years 
as corporate governance and sustain-
ability issues take a front seat in the 
volatile economic environment, putting 

cover story

FROM FINANCE TO 
CORPORATE LEADER

Nazatul Izma
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rising pressure on companies to com-
ply with more stringent regulations and 
best practices. As a principal player 
in managing risk and governance and 
engaging with stakeholders, especially 
investors, which are part and parcel of 
CEO responsibilities, the CFO by the 
very nature of his job is a prime candi-
date for CEO.

But not every CFO can make a seam-
less transition to the CEO role, since it 
entails moving out of the comfort zone of 
numbers and details. What might prevent 
a good CFO from becoming an equally 
good CEO? What type of behaviour modi-
fication must a CFO undertake to ensure 
a triumphant transition? 

“The CFO and CEO jobs are funda-
mentally different,” explained Managing 
Director and Chief Executive Officer of 
Malaysia Airlines, YM Tengku Dato’ Azmil 
Zahruddin Raja Abdul Aziz, “even though 
the designation and the letters in your 
title don’t differ much. Being a good CFO 
doesn’t guarantee you’ll be a good CEO.” 

CEO CULTURE SHOCK

Mindset change is paramount to make 
the transition.

CFOs typically focus on finance and 
accounting functions. They are primarily 
watchdogs of the organisation’s finances, 
responsible for optimising – even cutting 
- costs and scrutinising budgets. CEOs, 
on the other hand, take a helicopter view 
of the entire business. Their role is to 
grow revenues and profits and enhance 
shareholder value, which would require 
general management skills as well as an 
increased emphasis on sales and market-
ing to generate revenue. “This is where 
most CFOs struggle, and it doesn’t come 
naturally for everyone,” noted Dato’ 
Azmil. Since revenue growth and risk 
correlate, it stands to reason that the 
risk-averse CFO must learn to stomach 
higher risks within reason. 

In fact, Dato’ Azmil likens CEOs to 
Chief Marketing Officers, since they must 
prioritise branding to achieve market 
growth. Ironic, since many CFOs clash 
with sales and marketing departments 

over budget overruns. “Typically, market-
ing detests finance. As CEO, you have 
to divert your attention from what these 
marketing guys are spending and become 
one yourself. Marketing is no longer your 
enemy, but the ones supporting your 
vision. This is one of the most difficult 
parts of the transition,” said Dato’ Azmil. 

Temperament determines effective-
ness. Memorable CFOs turned CEOs 
are the eloquent raconteurs who are out 
there connecting with stakeholders and 
telling the organisation’s story convinc-
ingly. They are the face and personal-
ity of the organisation. The archetype is 
probably Datuk Seri Tony Fernandes of 
Air Asia. The stereotypical conservative 
CFO who shuns the limelight will need 
to make a 180-degree shift in personality 
to surmount the challenges of the CEO 
role. “You’re moving from a gatekeeper 
to someone who’s trying to push the 
envelope,” stressed Dato’ Azmil.  But this 
fundamental shift must happen for a CFO 
to function effectively as CEO.

CFOs will also need to polish their 
people management skills, since most of 
the CEO’s time is spent on people matters 
and talent management. GE guru Jack 
Welch estimated that up to 60% of his time 
is spent on managing people. To make 
it more challenging, CEOs manage a 
diverse bunch of people, which is wholly 
different from managing accounting and 
finance professionals. “I spend a lot of 

time thinking about the people in the 
company and whether the right people 
are in the right position, and who’s per-
forming and who’s not. Managing ladies 
in accounts payable is completely differ-
ent from managing the ladies in cabin 
crew,” related Dato’ Azmil tongue-in-
cheek, alluding to the logic-driven behav-

iour of female accountants in comparison 
to stewardesses who are more gregarious 
and generally “the life of the party.” 

But that’s not all. Newly-anointed CEOs 
also need to learn the ability to delegate, 
the science of strategy and the art of com-
munications. “There is no longer time for 
what we used to call ‘work’ since the time 
spent at your desk is limited. For a CFO 
who enjoys detail and control, it can be 
hard to learn to let go,” said Dato’ Azmil.

Instead, CEOs will find that their 
time is devoted to formulating a vision 
and translating it into reality, while com-
municating this vision to the company 
and its stakeholders. Dato’ Azmil spends 
much of his time communicating mes-
sages internally and externally, tailoring 
his language and content to fit different 
audiences. The downside is that he keeps 
telling the same story, since repetition 
and reiteration are necessary to get his 
message across and to build consensus 
across different sets of people. 

While there might be a need to shed 
some staid CFO-type characteristics, new 
CEOs are urged to retain the methodical 

FROM FINANCE TO CORPORATE LEADER

Temperament determines effectiveness. Memorable CFOs 
turned CEOs are the eloquent raconteurs who are out there 
connecting with stakeholders and telling the organisation’s 
story convincingly. They are the face and personality of the 
organisation. The archetype is probably Datuk Seri Tony 
Fernandes of Air Asia. The stereotypical conservative CFO 
who shuns the limelight will need to make a 180-degree shift 
in personality to surmount the challenges of the CEO role. 
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decision-making process learned during 
their years in finance without compromis-
ing the quality of that decision-making.

THE CEOINWAITING

How can a CFO improve the odds of 
being selected as the CEO? Look beyond 
the confines of the CFO role to deliver 
value to the company, thus demonstrating 
the traits of a CEO. 

Think more like a CEO and take a broad 
helicopter view while presenting ideas for 
change that deliver results. For instance, 
recommend improvements to optimise 
the commercial and operational aspects of 
the business, which establishes that you 
have a holistic grasp of the company. Offer 
fresh insights into enhancing risk manage-
ment, which is a mission-critical concern 
for organisations. Advise marketing on how 
to achieve targeted return on investments 
in ad spend. Evaluate issues in information 
technology and human resources manage-
ment, strategic planning and regulatory 
issues, and even product development and 
customer service, since a CEO would typi-
cally deal with these broad-spectrum con-
cerns. Importantly, seek opportunities to 
set foot beyond the ivory tower of finance to 
gain line management exposure, and work 
in diverse disciplines to familiarise yourself 
with the operations of the business. 

Crucially, a CFO should assist the 
CEO in managing the balance between 
expenditure and revenue generation, 
which is a central part of the CEO’s role. 
This not only lays the groundwork for 
your own future as a CEO, but validates 
your inclusion as a CEO candidate in the 

succession planning process.
Preferably, CFOs should get experi-

ence serving on a board of directors, 
preferably with your own company, but 
also with other companies. Dato’ Azmil 
acknowledges that his history as MAS 
executive director first before taking on 
the CFO role simultaneously in 2006 
helped him understand the organisation’s 
operations and ultimately helped prep 
him to run the show.

THE CONTENTED CFO

Should all accountants be trying to climb 
the corporate ladder to the uppermost 
rung? What if you’re happy being the best 
CFO that you can be? “If your personality 
type doesn’t fit, I would not recommend 
that you become a CEO,” said Dato’ Azmil. 
However, he stressed that a good CEO 
must be a good CFO, especially post-crisis 
when financials are being scrutinised even 
more intensely. Positively, he does believe 
that CFOs can remake themselves into 
potential CEOs with the right training, 
such as equipping themselves with people 
management, marketing and communica-
tion skills. Nevertheless, inept CFOs can 
destroy their career if they make mistakes 
in the chief executive suite. Subsequently, 
it could be tricky to re-emerge blemish-
free in a finance culture. 

Remaining a CFO won’t be a bad deci-
sion if CFOs are flexible and willing to 
innovate and reinvent themselves. “CFOs 
should think beyond the ordinary – to 
identify and explore new opportunities and 
fresh business models that will unlock cor-
porate value for greater business success,” 

said Christina Foo, MIA Vice-President. 
Foo identified corporate governance, risk 
management, sustainability and green 
technology as areas that CFOs should be 
mining to get ahead. Interestingly enough, 
these are also flashpoints for CEOs, which 
fuels the argument that CFOs are embrac-
ing a more strategic role and perhaps 
should be rebranded as deputy CEOs.

Her words were foreshadowed by 
the predictions of The Times of London 
accountancy editor Robert Bruce in The 
Chief Financial Officer in the Year 2010, a 
publication released by the International 
Federation of Accountants (IFAC) in 2002. 
Bruce interviewed ten CFOs from leading 
global companies in diverse fields. Based 
on their input, Bruce concluded that the 
growth of CFOs would be based on their 
ability to deal with and deliver complex 
information fast. He also expected CFOs to 
play a more pivotal and increasingly power-
ful role within the corporate entity of the 
future, in investor regulations and reputa-
tion management, risk management, cor-
porate governance, treasury functions and 
even in unconventional areas like global 
marketing and remuneration policies for 
senior management. Spot on. 

To mould this new-fangled CFO, 
Bruce argued that “the nature of people 
who become CFOs will have to change – 
the traditional accountant is dead. Out go 
the figure-obsessed CFOs and in come 
leaders with strong personalities with 
a wide understanding of markets and 
cultural issues.” His words still ring true 
in 2010, but are accountants ready and 
willing to rewire their DNA? 

MIA has long urged accountants to look 
beyond their traditional roles of number 
cruncher and become managers of value 
in order to enhance their own personal and 
professional value. After all, MIA’s byline is 
Accountants: Managers of Value. In fact, 
MIA proposed the theme of Accountants: 
Sustaining Value Creation for the World 
Congress of Accountants 2010 in order to 
drive home this message – that accountants 
must expand their scope in order to remain 
relevant and in demand in a highly competi-
tive landscape.  Innovate or perish!

Crucially, a CFO should assist the CEO in managing the bal-
ance between expenditure and revenue generation, which 
is a central part of the CEO’s role. This not only lays the 
groundwork for your own future as a CEO, but validates 
your inclusion as a CEO candidate in the succession plan-
ning process.

FROM FINANCE TO  CORPORATE LEADER
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governance

MALAYSIA BOASTS THE MOST COMPANIES PRODUCING SUSTAINABILITY REPORTS 

WITHIN ASEAN, STATES A NEW REPORT BY ACCA ENTITLED “THE RISE OF THE REPORT 

AND THE REGULATOR.” GOVERNMENT AND REGULATORY INITIATIVES IN SUPPORT 

OF CORPORATE RESPONSIBILITY AND TRANSPARENCY AS WELL AS VOLUNTARY 

AWARD SCHEMES ARE KEY FACTORS IN MALAYSIA’S ASCENDANCY IN THE REALM 

OF SUSTAINABILITY REPORTING. HOWEVER, MORE CAN BE DONE TO IMPROVE 

SUSTAINABILITY REPORTING IN THE REGION, ARGUES JENNIFER LOPEZ.

MALAYSIA LEADS IN 

Sustainability

Globally, sustainability report-
ing has come a long way in 
about two decades. A few 
corporate environmental - or 
“environment, health and 

safety” - reports trickled onto the market 
in 1990 and 1991 while social reports were 
first issued in the mid-1990s. The first 
true sustainability reports were issued 
at the end of the decade, coinciding with 
the establishment of the Global Reporting 
Initiative (GRI) and the issuance of the 
first set of GRI sustainability reporting 
guidelines in 1999. 

In 2010, it is likely that over 3,000 com-
panies worldwide will issue sustainability 
(or corporate responsibility) reports, with 
a substantial proportion being based on 
the third generation of the GRI guidance. 
Considering it has taken nearly 200 years 
for financial reporting to reach its current 
stage of maturity, we have come a long 
way in a remarkably short time in terms 
of developing an entirely new sustainabil-
ity reporting framework. 

ASEAN countries too are becoming 

increasingly involved in sustainability 
reporting. While sustainability reporting 
within the selected ASEAN countries is 
not regarded as mainstream, the increase 
in disclosure and heightened commit-
ment to transparency over the last dec-
ade is evident. According to ACCA’s 
new research publication The Rise of the 
Report and the Regulator, over a hun-
dred and twenty companies operating in 
Malaysia, Thailand, Indonesia, Singapore 
and the Philippines are producing, or 
have in the past decade produced, a 
Sustainability Report, or include substan-
tial sustainability-related reporting within 
their annual report. In fact, the number of 
companies reporting increased dramati-
cally in 2006, almost doubling the number 
of reports produced in previous years. 
This growth is attributed to increasing 
government and regulatory involvement, 
heightened awareness of sustainability 
concerns amongst local media and civil 
society, and the private sector becoming 
more engaged with corporate responsi-
bility. 

Reporting

This growth is attributed 
to increasing government 

and regulatory involvement, 
heightened awareness of 
sustainability concerns 

amongst local media and 
civil society, and the private 

sector becoming more 
engaged with corporate 

responsibility. 
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MALAYSIA LEADS IN 
SUSTAINABILITY REPORTING 
IN ASEAN

Within the five ASEAN countries sur-
veyed, Malaysia has the distinction of 
having the highest number of reporters 
with a total of forty-nine companies over-
all producing ninety-seven Sustainability 
Reports in the past eight years.

A number of positive factors account 
for this. One, there is explicit government 
and regulatory support of corporate social 
responsibility. In 2004, the then Second 
Minister of Finance, Tan Sri Nor Mohamed 
Yakcop, shared the government’s perspec-
tive on CSR in a special address at a 
Corporate Social Responsibility conference 
titled “CSR: Creating Greater Competitive 

Advantage.” He announced that the gov-
ernment “strongly supports the adoption 
of voluntary CSR reporting and stand-
ards”, stating that the government does 
not favour regulations interfering with the 
private sector’s CSR initiatives which exist 
within a voluntary framework. In addition, 
he encouraged companies to disclose their 
CSR activities to help investors identify 
those with sustainable practices. 

The government continued to push 
for good corporate behaviour and trans-
parency. Its budget speeches began 
focusing on CSR from 2006 when then-
Prime Minister and Minister of Finance 
Dato’ Seri Abdullah Badawi announced 
that all public-listed companies (PLCs) 
must disclose their CSR activities, in a 
move to “inculcate the culture of corpo-

rate social responsibility”. In the 2007 
budget speech, he also specified that 
from FY/08, all PLCs must disclose their 
workforce diversity statistics by race and 
gender, as well as “programmes taken to 
develop Bumiputera vendors”. 

To embed the culture of sustainability 
reporting, regulators have taken steps 
to mandate disclosure, on top of provid-
ing best practice guides. In September 



12     ACCOUNTANTS TODAY | JUNE 2010

MALAYSIA LEADS IN SUSTAINABILITY REPORTING 

2006, the Stock Exchange of Malaysia, 
Bursa Malaysia, amended its Listing 
Requirements to include a “require-
ment to provide a description of the 
corporate social responsibility activities 
or practices undertaken by the listed 
issuer and its subsidiaries or if there are 
none, a statement to that effect.” At the 
same time, Bursa Malaysia launched a 
CSR Framework as a guide for PLCs in 
implementing and reporting on CSR. The 
Bursa Malaysia CSR Framework looks at 
four main focal areas for CSR 
practice – the Environment, the 
Workplace, the Community and 
the Marketplace. Although this 
has provided a useful guide to 
businesses, no requirements 
are outlined with respect to the 
amount of disclosure required. 

Other initiatives which have 
raised the profile of sustainabil-
ity reporting include the Silver 
Book for government-linked 
corporations. In September 
2006, the Putrajaya Committee 
o n  G o v e r n m e n t - L i n k e d 
Company (GLC) Performance 
(PCG), (a body established 
by the government to drive 
development and grow the economy) 
released as part of an ongoing series 
within its Transformation Manual, the 
Silver Book: Achieving Value through 
Social Contribution. Within the Silver 
Book, GLCs are advised that they should 
“develop and implement communications 
and reporting programmes to commu-
nicate their contributions to society on 
an annual basis. The Silver Book also 
provides reporting guidelines. 

Awards and monitoring schemes 
also encourage sustainability report-
ing by rewarding and recognising 
responsible companies. ACCA Malaysia 
pioneered the sustainability reporting 
movement with the launch of the ACCA 
Malaysia Environmental Reporting 
Awards (MERA) in 2002. Following 
the second edition of MERA in 2003, 
these annual awards were rebranded 
as the ACCA Malaysia Environmental 
and Social Reporting Awards (ACCA 

MESRA) from 2004 – 2007. They were 
rebranded again as the ACCA Malaysia 
Sustainability Reporting Awards (ACCA 
MaSRA) from 2008 onwards, to encour-
age companies to reflect and report on 
the triple bottomline: people, planet and 
profit. The MaSRA Awards in Malaysia 
for 2009 have grown in strength and 
reputation, and solicited 56 entrants 
from just 11 in 2002.

 Furthermore, Malaysia is included in 
the Asian Sustainability Rating™, which 

is an online tool for companies and their 
stakeholders with respect to sustainabil-
ity disclosure. This has raised the profile 
of Malaysia within the regional sphere of 
corporate social responsibility and sus-
tainability reporting.

HOW CAN WE                      
ENCOURAGE SUSTAINABILITY 
REPORTING?

While Malaysia and ASEAN’s progress 
in sustainable reporting has been com-
mendable given its infancy, there are 
key catalysts that can stimulate further 
growth. First, companies in the ASEAN 
countries which produce sustainabil-
ity reports, outlining the impact their 
activities are having on the environment, 

should be rewarded by mar-
kets. In other words, markets 
should offer a premium (e.g. in 
terms of enhanced brand rec-
ognition and enhanced share-
holder value) for companies 
with good sustainability prac-
tices and disclosure, which in 
turn would be an incentive for 
good reporting. 

Second, the role of the gov-
ernment and regulators in for-
mulating and enforcing clear 
policies that encourage and 
even mandate sustainability 
reporting should not be denied. 
ASEAN governments and regu-
lators are a practical bunch and 

they realise that sustainability can be a 
source of added value and competitive-
ness. Therefore, ASEAN governments 
and regulators have been keen to pro-
mote sustainability to companies operat-
ing in their markets and have begun 
to put law, regulation and guidelines in 
place to direct companies in this regard. 
Nevertheless, further measures should 
be taken by these five ASEAN govern-
ments to toughen existing laws and rules 
to ensure more companies publish sus-
tainability reports. 

Finally, while the onus is on compa-
nies to produce more and better reports, 
the future of quality reporting also 
hinges on stakeholders who read and 
use these reports to respond to such 
reports and to recognise and reward 
examples of best practice. In The Rise 
of the Report and the Regulator, compa-
nies surveyed unanimously stated that 
they are reporting in order to provide 

...the onus is on companies 
to produce more and 

better reports, the future 
of quality reporting also 

hinges on stakeholders who 
read and use these reports 
to respond to such reports 

and to recognise and 
reward examples of best 

practice.



information to stakeholders. More so, 
companies in the ASEAN region pro-
duce a Sustainability Report to gain a 
competitive edge when attracting and 
retaining capital, dealing with global 
clients and managing relationships with 
governments.

How do stakeholders rank in order 
of importance? Specifically, shareholders 
were the group most frequently cited, fol-
lowed by government and local authori-
ties; customers; business partners; the 
general community and NGOs. 

Since stakeholders – especially 
shareholders - hold some measure of 
power over companies, they should 
exercise the said power to demand bet-
ter reporting. In return, stakeholders 
should favour and reward companies 
that actually do produce quality sustain-
able reports, which would promote a 

virtuous cycle of good corporate report-
ing. 

Jennifer Lopez is the Country Head, ACCA 
Malaysia. ACCA has championed sustaina-
bility reporting since the birth of this new cor-
porate reporting framework that genuinely 
reflects the way companies do business in the 
21st century. We have been deeply engaged in 
the development process of several influential 
multi-stakeholder reporting initiatives, such 
as the GRI, the Accounting for Sustainability 
“Connected Reporting” framework and the 
proposed carbon disclosures from the Climate 
Disclosure Standards Board.  ACCA is com-
mitted to promote best practices in environ-
mental and sustainability reporting, and 
will be championing this cause further at the 
World Congress of Accountants 2010. For a 
copy of the Report please visit  www.malay-
sia.accaglobal.com.

MALAYSIA LEADS IN SUSTAINABILITY REPORTING 
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WCOA 2010

Malaysian accountants 
are urged to act fast in 
order to seize the early 
bird offer for WCOA 2010 
registration before the 30 

June deadline.   

DOLLARS AND SENSE 

Although the Congress early bird reg-
istration fee is RM2,800, sizeable reim-
bursements from the Pembangunan 
Sumber Manusia Berhad (PMSB) mean 
that delegates will actually pay less than 
RM1,000 per person to attend a four-
day world-class event which will be jam-
packed with content by inspiring interna-
tional speakers. 

This works out to less than RM250.00 
per day, inclusive of fabulous food and 
numerous opportunities to strengthen 
your business network to seize new busi-
ness potentials. That’s less than the price 
of a gourmet dinner, less than the price 
of a pair of shoes, less than the fee for a 
2-hour spa session, and definitely much 
less than the cost of one night’s stay at a 
five-star luxury hotel! 

How has MIA managed to deliver 
the 18th WCOA at a wallet-friendly 
price to cost-conscious companies and 
delegates? It’s simple. The 18th WCOA 
2010 is a HRDF-claimable event and has 

been approved as a training programme 
under the SBL scheme. Therefore, 
under the present recognition scheme 
by PSMB, eligible Malaysian compa-
nies which contribute to the HRDF 
Fund may claim up to RM1,875 for 
every employee that they register  for 
WCOA 2010. Although this is a global 
event, Malaysian delegates will actu-
ally spend less to attend the same event 
organised elsewhere. This will result in 
substantial savings for companies keen 
to invest in world-class training for their 
employees. Companies should also take 
note that since the 18th WCOA will take 
place locally in Kuala Lumpur, there 
will be no need to fork out for costly 
incidentals such as outbound air tickets 
and hotel rooms. 

According to the PMSB scheme, 
employers seeking financial assistance 
for fees and daily allowances from the 
HRDF are required to submit their appli-
cations under the SBL scheme prior to 
the commencement of the programme 
using form PSMB/PGL/1/09. Daily 
allowances for food, accommodation, 
internal transportation and local airfares 
(if applicable) for the duration of the 
conference will be reimbursed by HRDF 
according to the existing guidelines (for 
more details, check out  www.hrdnet.
com.my).

Win-Win at WCOA 2010
MALAYSIAN ACCOUNTANTS WHO SIGN UP BEFORE 30 JUNE FOR THE WCOA 2010 WILL BE 

ABLE TO ATTEND A FOURDAY WORLDCLASS EVENT FOR LESS THAN A THOUSAND RING

GIT. IT IS HOPED THAT MALAYSIAN ACCOUNTANTS WILL TAKE ADVANTAGE OF THIS LOW 

FEE TO TURN OUT IN FULL SUPPORT OF MALAYSIA AS IT SEEKS TO PULL OFF A  GLOBAL 

ACCOUNTANCY EVENT OF IMMENSE SCALE AND BREADTH. 

www.wcoa2010kualalumpur.com

HRDF-claimable

The 18th WCOA 2010 is a 

HRDF-claimable event and 

has been approved as a 

training programme under 

the SBL scheme. Therefore, 

under the present 

recognition scheme by 

PSMB, eligible Malaysian 

companies which contribute 

to the HRDF Fund may 

claim up to RM1,875 for 

every employee that they 

register for WCOA 2010.



JUNE 2010 |  ACCOUNTANTS  TODAY      15     

MAGNIFICENT         

MEETING  OF MINDS

Apart from benefiting from early bird 
offers, members of the Malaysian Institute 
of Accountants will be able to earn 20 
MIA CPE Credit Hours by attending the 
WCOA 2010.

These 20 CPE credit hours will be 
earned in a truly interesting fashion 
because the WCOA 2010 has lined up 
a stellar gathering of the most influen-
tial and innovative minds in business, 
finance and policy, as well as standard-
setters and decision - makers from all 

over the globe. You will be able to gain 
insights and first-hand information from 
renowned business leaders while net-
working and socialising within a deluxe 
conference environment. You’ll be able 
to exchange ideas on the latest business 
trends and global economic develop-
ments whilst updating your knowledge 
of issues and standards. Best of all, you 
will be able to develop and identify excit-
ing business and investment opportuni-
ties, which will translate into a profitable 
return on your investment in the WCOA 
2010. 

BE A PART OF HISTORY

The 18th WCOA is also an opportunity of 
a lifetime for Malaysian accountants who 
want to be a part of history. 

Seventeen WCOAs have been organ-
ised from 1904 to 2006, most of which 
have taken place in developed Western 
capitals. Since 1904, only two ASIAN capi-
tals have been entrusted to organise this 
Congress.  Tokyo hosted the 13th WCOA 
in 1987 and Hong Kong played host to 
the 16th WCOA in 2002. Malaysia will 
go down in history as the first ASEAN 
country and second developing nation to 
host the World Congress of Accountants, 
and MIA and its partners are working 
diligently to pull off a successful WCOA.   

Where MIA is concerned, the WCOA 
2010 is also a chance to brand Malaysia 
positively and put Malaysia on the map 
as an exceptional location for world-class 
accountancy events. Recently, we have 
earned negative press for being trapped 
in the middle-income zone, and for being 
unable to discard the low-cost manufactur-
ing model to move up the economic value-
added chain. Services will be a key engine 
of the New Economic Model, and this will 
be a chance for Malaysia to display its prow-
ess in the services sector – particularly the 
lucrative market for global conferences - to 
movers and shakers in the financial and 
accounting profession. If we can pull off 
the WCOA 2010 with flying colours, it will 
be a testament to the country’s ability to 
effectively stage an international account-
ing event of this scale and breadth.

People i.e. delegates are a key meas-
ure of an outstanding WCOA. A success-
ful WCOA cannot be achieved without 
the collective backing of the Malaysian 
accountancy profession. Therefore, we 
strongly urge that Malaysian accountants 
step forward to support the WCOA 2010 
by signing up and participating. The 16th 
WCOA in Hong Kong, China was a ster-
ling success because Chinese accountants 
turned out in full patriotic spirit, resulting 
in a total audience of four thousand del-
egates. Let’s show them that Malaysia can 
do better and help us achieve the target of 
six thousand delegates. 

WINWIN AT WCOA 2010
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Should the Inland Revenue Board 
(IRB) consider good faith as a relevant 
factor in exercising its discretion to 
impose a penalty? We highlight the cir-
cumstances that would give rise to good 
faith.

law

In recent tax appeals such as 
OPD Sdn Bhd v Ketua Pengarah 
Hasil Dalam Negeri2, SETM Sdn 
Bhd v Ketua Pengarah Hasil 
Dalam Negeri3 and SM Sdn Bhd 

v Ketua Pengarah Hasil Dalam Negeri4, 
the Special Commissioners of Income 
Tax (the Special Commissioners) have 
consistently held that a penalty under 
S.113(2) of the Income Tax Act 19675 (the 
ITA) should not be imposed in instances 
where the taxpayer had acted in good 
faith6. 

EXERCISING DISCRETION IN IMPOSING PENALTY:

Is Good Faith a Relevant Factor?
S. Saravana Kumar and Siti Fatimah Mohd Shahrom1

SECTIONS 113(1) AND 
(2) OF THE ITA

Unlike S.113(2) of the ITA, S.113(1) 
expressly provides that good faith is a 
defence available to taxpayers in instances 

1.  The authors wish to thank Datuk D P Naban, 
Senior Partner and Head of Taxation & Private 
Clients Practice Group at Lee Hishammuddin Allen 
& Gledhill, for reviewing this article. This article 
was first published in Legal Herald January-March 
2010.   

2.  (2009) MSTC 3,846
3.  Rayuan PKCP(R) No 14/2008
4.  Rayuan  PKCP(R) No 26/2008 
5. [Act 53]
6.  Datuk D P Naban and S. Saravana Kumar repre-

sented the taxpayers in OPD Sdn Bhd, SETM Sdn 
Bhd and SM Sdn Bhd.
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“As I see it subs.1 of S.113 is couched 
in mandatory terms but conditioned 
whereas subs.2 is expressed in terms 
which are discretionary.” 

In that regard, the authors submit that 
the IRB, in exercising its discretion, must 
take into account all relevant factors and 
circumstances of the case and should not 
act mechanically. 

In his authoritative work, Administrative 
Law of Malaysia and Singapore (3rd Ed), 
Professor M P Jain wrote:  

“When discretion is conferred on an 
authority, it must personally exercise 
the same; it must apply its own mind 
to the facts and circumstances of 
each case and come to its own deci-
sion. If authority acts without apply-
ing its mind to the case before it, 
then the action or decision taken by 
it will be bad because the authority 
has not exercised its discretion.”

The above view was endorsed and 
applied by Richard Malanjum J in Awang 
Tengah Ag Amin v Sabah Public Service 
Commission & Anor9. 

As to what amounts to relevant fac-
tors, our courts have held that the list is 
non-exhaustive as it all depends on the 
circumstances of each case. However, for 

the purposes of this article, the authors 
will discuss whether good faith is a rel-
evant factor in the context of S.113(2). 

“Good faith” is not defined under the 
ITA. The Indian High Court has defined 
it as “an orientation of honest intention 
and want of any deliberate attempt to 
mislead”. It includes an act done with a 
bona fide belief, even if such belief is a 
mistaken one10.

NO UNFETTERED 
DISCRETION

The IRB’s contention that it need not be 
satisfied whether the taxpayer had acted 
in good faith for the purposes of S.113(2) 
is nothing new, having been raised nearly 
20 years ago in Kim Thye. 

However, in a well-articulated judg-
ment, the Supreme Court in Ketua 
Pengarah Hasil Dalam Negeri v Kim Thye 
& Co11 firmly rejected the IRB’s conten-
tion, where Peh Swee Chin SCJ com-
mented that (at p 29):  

“It was argued to the effect, that on a 
comparison of S.113(1) and 113(2) 
of the Act, the Revenue [Director 
General of Inland Revenue], when 
imposing the penalty, need not be 
satisfied that the incorrect return 
or information was given in good 
faith whereas such good faith would 
preclude a conviction by the court in 
respect of S.113(1). 

The learned judge found from S.113(2) 
a discretion vested in the Revenue, as to 
whether to impose or not, a penalty there-
under. His Lordship said:

‘... He is given a discretion, a discre-
tion which to my mind he cannot 
exercise at whim or fancy but after 
due consideration of all relevant 
facts and circumstances...”’

His Lordship clearly held that the IRB 
has no unfettered discretion in imposing 
a penalty under S.113(2). Peh Swee Chin 
SCJ’s decision is evident from the fol-
lowing passage of Ketua Pengarah Hasil 
Dalam Negeri (at pp 29-30): 

EXERCISING DISCRETION IN IMPOSING PENALTY:

IS GOOD FAITH A RELEVANT FACTOR?

where a penalty is imposed under that pro-
vision. This has led the IRB to contend that 
good faith is not a factor that it needs to con-
sider in imposing penalty under S.113(2). 

In SETM and SM, the IRB made 
reference to the decision of the Special 
Commissioners in KT & Co v Ketua 
Pengarah Hasil Dalam Negeri7 in an 
attempt to justify its decision. In that case, 
the Special Commissioners held that:

“The Appellant also claimed good 
faith as a defence. They argued that 
since it is provided as a defence 
under S.113(1) of the Act, it 
should apply with equal force under 
S.113(2) as well. The short answer 
to the argument is that it is not 
applicable under S.113(2) for the 
simple reason that no provision has 
been made for it therein…”

However, the facts in KT & Co can be 
clearly distinguished from those of 
SETM and SM as the taxpayers in the 
latter cases did not attempt to expand 
the defence of good faith available under 
S.113(1) and (2). 

Instead, the taxpayers argued that 
the IRB should have taken into account 
the fact that they had acted in good faith 
before considering whether a penalty 
under S.113(2) should be imposed. 

DISCRETIONARY 
PROVISION

It must be observed that S.113(2) is a dis-
cretionary provision as it clearly confers 
discretion on the IRB as to whether a pen-
alty should be imposed or not. Support 
for this view can be found in the High 
Court decision of Kim Thye Co v Ketua 
Pengarah Jabatan Hasil Dalam Negeri, 
Kuala Lumpur8, where Richard Talalla J 
commented (at p 2510): 

“Good faith” is not 
defined under the 
ITA. The Indian High 
Court has defined it 
as “an orientation of 
honest intention and 
want of any deliberate 
attempt to mislead”. It 
includes an act done 
with a bona fide belief, 
even if such belief is a 
mistaken one.

7.  (1996) MSTC 2,594
8. [1991] 3 CLJ 2507
9. [1998] 2 CLJ Supp 409
10. See Public Carriers Truck Owners’ Association v  

CIT 210 ITR 36 (Raj)
11. [1993] 1 BLJ 25
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“The Revenue seemed to have harked 
back to the discarded theme of unfettered 
discretion, and if they did, and we have 
little doubt that they did, it would be of 
salutary effect to remind ourselves of the 
inspiring words of Raja Azlan Shah, Ag CJ 
(as he then was) in Pengarah Tanah dan 
Galian, Wilayah Persekutuan v Sri Lempah 
Enterprise Sdn Bhd  [1979] 1 MLJ 147 in 
which, while dealing with a claim for unfet-
tered discretion, his Lordship said:

‘I cannot subscribe to this proposition 
for a moment. Unfettered discretion 
is a contradiction in terms… Every 
legal power must have legal limits, 
otherwise there is dictatorship. In 
particular, it is a stringent require-
ment that a discretion should be exer-
cised for a proper purpose, and that it 
should not be exercised unreasonably. 
In other words, every discretion can-
not be free from legal restraint: where 
it is wrongly exercised, it becomes the 
duty of the courts to intervene... In 
these days when government depart-
ments and public authorities have 
such great powers and influence, this 
is a most important safeguard for the 
ordinary citizen: so that the courts 
can see that these great powers and 
influence are exercised in accordance 
with law.’ 

The authors would also like to draw refer-
ence to the High Court’s decision in Kim 
Thye, where Richard Talalla J made the 
following comments (at p 2510): 

“The Director General may require 
payment of the penalty. He is not 
bound to require such payment. He 
is given a discretion, a discretion 
which to my mind he cannot exercise 
at whim or fancy but after due con-
sideration of all relevant facts and 
circumstances. It seems to me that 
the Director General would have 
to consider whether the incorrect 
return or incorrect information was 
respectively made or given dishonest-
ly with intention to evade payment of 
tax or possibly even negligently and 

then, and only then, mete out the 
punishment…”

Following the High Court and Supreme 
Court decisions in Kim Thye, the authors 
are of the view that there is no basis for 
the IRB to continue to contend that good 
faith is confined to S.113(1) alone. In 
exercising its discretion to impose pen-
alty under S.113(2), it is necessary that 
the IRB considers the fact whether the 
taxpayer had acted in good faith. 

CIRCUMSTANCES GIVING 
RISE TO GOOD FAITH 

It must be appreciated that in a tax appeal, 
the burden of proof is on the taxpayer12. As 
such, it is incumbent on taxpayers to estab-
lish that they have acted in good faith and 
that the IRB had failed to take that factor 
into account in exercising its discretion. 

In SETM, the Special Commissioners, 
in ruling that the taxpayer was entitled to 
claim reinvestment allowance on the capital 
expenditure incurred to construct toilets, a 
warehouse, office rooms, meeting rooms, 
staircase, lift lobby and surau, held that: 

“… the facts of this case show [that] 
the Appellant has acted in good faith, 
made full disclosure and obtained 
professional advice; and therefore we 
order the penalty imposed be waived 
accordingly”. 

Among others, the circumstances that 
taxpayers may rely on to establish good 
faith are that they had: 
• made full disclosure in the tax returns 

submitted to the IRB; 
•  kept all the relevant documents and 

invoices in order and were able to 
produce them to the IRB as and when 
requested; 

•  consulted a reputable tax agent for 
professional advice in preparing and 
submitting their tax returns; and

•  obtained legal advice from a reputable 
tax lawyer in managing contentious 
tax matters.    

In contending that the IRB had failed 
to exercise its discretion under S.113(2) 
by not taking into account the fact that 
the taxpayer had acted in good faith, the 
authors are of the view that taxpayers 
must be able to establish some of the 
circumstances listed above.

CONCLUSION
In instances where taxpayers have acted 
in good faith, i.e. it can be shown that they 
had no intention to evade tax and had 
exercised reasonable care by obtaining 
professional advice, the IRB should take 
these factors into account when exercis-
ing its discretion with regard to penalty 
under S.113(2) of the ITA in the event an 
adjustment is made to the assessments 
made by the taxpayers.  

About the authors
S. Saravana Kumar (sks@lh-ag.com) 
and Siti Fatimah Mohd Shahrom (sfs@
lh-ag.com) are tax lawyers with Lee 
Hishammuddin Allen & Gledhill. They 
appear regularly before the Special 
Commissioners of Income Tax, the High 
Court and the Court of Appeal for various 
tax and customs matters. They also advise 
businesses on issues pertaining to service 
and sales tax, stamp duty, tax advisory and 
planning, tax audit and investigation and 
transfer pricing.

It must be appreciated 
that in a tax appeal, the 
burden of proof is on 
the taxpayer. As such, 
it is incumbent on 
taxpayers to establish 
that they have acted 
in good faith and that 
the IRB had failed to 
take that factor into 
account in exercising 
its discretion. 

EXERCISING DISCRETION IN IMPOSING PENALTY:

IS GOOD FAITH A RELEVANT FACTOR?

12. See paragraph 13 of Schedule 5 of the ITA
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CIMA is the most relevant international accountancy qualification for 

business. Chartered Management Accountants are financially qualified 

business leaders operating in all areas of the organisation. They create 

value by applying leading edge techniques with a commercial and 

forward looking focus, adapting to the changing needs of the business.

CIMA is proud to be a gold sponsor of the World Congress of Accountants 

2010, the foremost international event for the accounting profession.

To find out more visit:

‘The CIMA qualification has given me the 

professional framework to add value to any 

decision making process, not restricted to 

finance, which is particularly valuable in a 

market as dynamic as China.’

James Bruce FCMA
Unilever, Greater China
Vice President Finance
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economy

The European Union (EU) is fac-
ing a real crisis, both politically 
and economically, whereby its 
policymakers are being tested 
to the hilt.  Policymakers not 

only have to rescue the EU from eco-
nomic turbulence but also have to ensure 
that it does not break up.  The current 
sequence of events has put the entire EU 
in a dangerous yet interesting situation, 
primarily driven by the complexity in the 
setup of the union itself.  

The EU consists of 27 economies, 
whereby only 15 have adopted the Euro 
as their currency.  These 15 countries 
have abandoned their monetary policy, 
handing over the same to the European 
Central Bank (ECB) and are therefore 
said to be members of the European 
Monetary Union (EMU).  The EMU, by 
its very basic definition, is an arrangement 
whereby several countries have agreed to 
share a single currency amongst them.  
The 12 remaining nations, although part 
of the EU, operate their respective econo-
mies independently.  To make things even 
more interesting, there are countries like 
Iceland and Russia that are not yet mem-
bers of EU but have indicated interest in 
adopting the Euro currency.

A brief review of history reveals that 
European integration has been character-
ised by at least 50 years of politically-driv-
en integration.  The 1957 Treaty of Rome 
was aimed at initiating closer economic 
and political coordination in Western 
Europe, including the pursuit of a cus-
toms union.  At that point of time, the 
Treaty of Rome was not concerned with 

monetary union but was primarily moti-
vated by the desire to contain Germany 
within an economic and political system, 
which would make it impossible for it to 
initiate another war with its European 
neighbours.  

The release of the 1989 Delors Report 
marked the first serious commitment 
to the idea of full monetary union. The 
Delors Report proposed that economic 
and monetary union should be achieved 
in three discrete but evolutionary steps.   

This was followed by the Maastricht 
Treaty of 1991 which set down a detailed 
time-table and explicit pre-conditions, 
including macroeconomic convergence 
criteria before any country could be 
admitted to the EMU. To start off, the 
country’s inflation rate must be no more 
than 1.5 per cent above the average of 
the three EU member states with the 
lowest inflation. It is also mandatory 
for member countries to have a budget 
deficit no higher than 3 per cent of its 
GDP, except in exceptional and tempo-
rary circumstances. The country must 
also have a public debt that is below or 
approaching a reference level of 60 per 
cent of its GDP.    

Can the Euro Zone survive?

Saravanan Ramasamy

THE EMBATTLED EUROPEAN UNION HAS FOUND THAT ECONOMIC AND MONETARY 

INTEGRATION ISN’T A BED OF ROSES, AS IT DEALS WITH THE FALLOUT FROM THE 

EURO ZONE DEBT CRISIS AND ATTEMPTS TO KEEP ITS DISILLUSIONED MEMBERS IN 

THE FOLD.

EU countries with Euro 

currency (15 countries)

EU countries but with 

no Euro currency 

(12 countries)

Non-EU countries with 

preference for Euro 

currency

Austria, Belgium, Cyprus, 

Finland, France, Germany, 

Greece, Ireland, Italy, 

Luxembourg, Malta, 

Netherlands, Portugal, 

Slovenia, Spain

Bulgaria, Czech 

Republic, Denmark, 

Estonia, Hungary, Latvia, 

Lithuania, Poland, 

Romania, Slovakia, 

Sweden, United 

Kingdom

Iceland, Russia

 

...the Treaty of Rome 
was not concerned with 
monetary union but was 
primarily motivated by the 
desire to contain Germany 
within an economic and 
political system, which would 
make it impossible for it to 
initiate another war with its 
European neighbours.  
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Currently, the focus is on the 15 
member nations of the EMU who are feel-
ing the pressure of staying in the EMU 
because they can neither use monetary 
policy to stimulate their economies nor 
use fiscal policy to provide fiscal stimulus.  
The other category of EU members (for 
example, the UK, Denmark and Sweden) 
who are not members of the EMU and 
who felt the pressure to join mainly to 
protect their falling currencies will now 
reconsider their earlier held intention. 
The question at this juncture is how 
effectively and efficiently can the EMU 
deal with the economic and political risks 
to deter current EMU members from 
deciding to leave?  This is indeed a litmus 
test that the EMU must pass not only 
to secure its very own viability but also 
the feasibility of the EU as an overall 
economic union.  In the extreme case, as 
claimed by Martin Feldstein, a professor 
of economics at Harvard, the inability to 
deal with domestic economic problems 
within the EMU framework may lead one 
or more countries to conclude that costs 
associated with remaining in the mon-
etary union  are simply too high to bear.

From the onset, the adoption of a 
single currency among some of the EU 
members had raised many concerns 
regarding the viability of such a union.  

The general concern is that governments 
opting for such a currency union will lose 
a stabilising tool to mitigate the effects of 
a nation-specific crisis, where monetary 

and fiscal flexibility are required to act 
quickly and with clarity in times of crisis.   
At the same time, many researchers have 
proven that the arrangement of individual 

THE THREE STAGES TO ECONOMIC AND MONETARY UNION

Source: European Central Bank

STAGE ONE
1 JULY1990

Complete freedom for 

capital registration

Increased co-operation 

between central banks

Free use of the ECU 

(European Currency Unit, 

forerunner of the EU)

Improvement of eco-

nomic convergence

STAGE TWO 
1 JANUARY1994

Establishment of the 

European Monetary 

Institute (EMI)

Ban on the granting of 

central bank credit to the 

public sector

Increased co-ordination 

of monetary policies

Strengthening of eco-

nomic convergence

Process leading to the 

independence of the 

national central banks, to 

be completed at the lat-

est by the date of estab-

lishment of the European 

System of Central Banks

Preparatory work for 

Stage Three

STAGE THREE
1 JANUARY 1999

Irrevocable fixing of 

conversion rates

Introduction of the Euro

Conduct of the single 

monetary policy by the 

European System of 

Central Banks

Entry into effect of the 

intra-EU exchange rate 

mechanism (ERM II)

Entry into force of  

the Stability and     

Growth Pact
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currencies cannot be considered superior 
to a single currency area in terms of deal-
ing with national components of business 
cycle fluctuations. 

With the emergence of a single cur-
rency, the significance of national borders 
will be greatly reduced.  A study conducted 
by Antonio Fatas of INSEAD revealed that 
from 1966 – 1992, the correlation of regions 
across national borders has been increas-
ing over time, while at the same time 
cross-regional transactions within countries 
had decreased.  For example, Antonio’s 
study revealed that in the post-EMU period, 
northern Italian regions displayed high-
er economic transactions with German 
regions than with Italian regions.  As a 
result, Antonio emphasised that European 
integration in the form of the EU tends 
to create more inter-country rather than 
intra-country links, ultimately bringing eco-
nomic prosperity to EU as a whole rather 
than selected well - endowed countries.

If this is the case, then why are we 
witnessing the economic turbulence of 
certain debt - ridden Euro Zone countries 
such as Portugal, Ireland, Italy, Greece 
and Spain?  Aren’t these countries sup-
posed to enjoy similar growth patterns 
like other fellow EU countries? Did these 
countries comply with the 1991 Maastricht 
Treaty macroeconomic convergence crite-

ria before admission to the EMU?  Most 
importantly, have they maintained these 
criteria post-EMU? Just to recap, EMU 
entry criteria dictates that the country’s 
inflation rate must be no more than 1.5 
per cent above the average of three EU 
member states with the lowest inflation, 
its budget deficit no higher than 3 per cent 
of its GDP, except in exceptional and tem-
porary circumstances and its public debt 
below or approaching a reference level of 
60 per cent of its GDP.  It is against this 
backdrop that we are witnessing Greece’s’ 
budget deficit of 14 per cent of GDP and 
Portugal’s debt to GDP of 82 per cent.   

Europe, in general, has a long history 
of institution building at the supranational 
level. Experiments with exchange rate 
coordination required many forums in 
which economists and politicians could 
argue with one another and even vent 
their feelings against ‘outsiders’, usually 
the USA, in order to develop something 
distinctly ‘European’.  

Though the EU has achieved a sub-
stantial degree of institutional integration 
around a set of common values, with a sig-
nificant amount of people representation 
in terms of the European Commission, 
the European Parliament, the Court of 
Justice and the ECB, the EU does not 
appear to be a truly happy family lately, 

marred by dismal events such as the 
Greek debt crisis and the crippling levels 
of Spain and Portugal’s government debt.  
In the case of the Greek debt debacle, 
even long-time skeptic Germany had to 
chip in to the recent US$100 billion pack-
age of EU loans to prevent Greece from 
imploding and worst still, spreading con-
tagion to other weaker European nations.  
EU Commissioner Olli Rehn recently 
said that the EU will defend the Euro 
whatever it takes.  With the International 
Monetary Fund (IMF) board approving 
a near US$40 billion package for Greece, 
the EU is indeed left with no choice but to 
‘defend the Euro whatever it takes’ if it is 
to remain distinctly ‘European’.  However, 
nothing comes for free.  In return for the 
EU package, Greece has got to commit to 
a budget deficit of less than 3 percent.  In 
order to achieve this magic number, tens 
of thousands of workers will need to be 
laid off, taxes raised and salaries frozen.  
While it is a steep hill for Greece to climb, 
the Euro which turned 11 years old on 
Jan 1, 2010 (since it was born on Jan 1, 
1999), has not faced a crisis like this in 
its entire history. It remains to be seen if 
the Eurozone can emerge whole follow-
ing these litmus tests of record-breaking 
inflation rates and spiraling government 
debt. 

79 79

78 -78

77 -77

76 -76

75 -75

74 -74

73 -73

72 -72

71 -71

70 -70

69 -69

68 -68

67 -67 

66 -66

Source: European Central Bank

2000  2001  2002  2003  2004  2005  2006  2007  2008  2009  2010

EURO AREA GOVERNMENT DEBT (AS A % OF GDP)

79 7

78 -7

77 -7

76 -7

75 -7

74 -7

73 -7

72 -7

71 -7

70 -7

69 -6

68 -6

67 -6

66 -6

1 1

0 0

-1 -1

-2 -2

-3 -3

-4 -4

-5 -5

-6 -6

-7 -7

0

1

2

3

4

5

6

7

Source: European Central Bank

1999  2000  2001  2002  2003  2004  2005  2006  2007  2008  2009  2010

GOVERNMENT DEFICIT (-) / SURPLUS (+) (AS A % OF GDP)



24     ACCOUNTANTS TODAY | JUNE 2010

economy

Decision-making from a

Theoretical predictions and 

observed behaviour in many 

cases are seen to move in 

opposite directions and this 

divergence has haunted the 

field of economics for many 

decades.  Neuroeconomics, 

while still in its infancy, propos-

es to remedy this by explaining 

certain choices and behaviour 

based on neuroscience and 

neurobiology.  

Neuroeconomic
viewpoint

IN THE PHILOSOPHY OF MIND, THE STANDARD CONCEPTION 

OF DECISIONMAKING EQUATES DECIDING AND FORMING 

AN INTENTION BEFORE AN ACTION. 

Donald Davidson, Essays on Actions and Events

Saravanan Ramasamy



The recent attempt in the field of neuroeconomics 
to measure brain activities is useful in explaining the 
underlying mechanisms applied by the brain during 
choice processes.  In particular, it shows which brain 
regions are activated when a decision is made and how 
these regions interact with each other.  In a 2005 paper 
entitled ‘The Case for Mindless Economics’, Faruk 
Gul and Wolfgang Pesendorfer of Princeton University 
explained that the brain cannot encode all the infor-
mation contained in a signal. According to Faruk and 
Wolfgang, a decision is triggered when ‘enough’ infor-
mation supporting one alternative is obtained.  At this 
juncture, the brain uses a variety of biological mecha-
nisms to filter information in a constrained optimal way, 
ultimately reaching the decision.

In a February 2009 research paper entitled ‘From 
Perception to Action: An Economic Model of Brain 
Processes’, Isabelle Brocas and Juan Carrillo claimed 
that individuals stick too often to first impressions, 
whereby once a belief is anchored it is likely to be 
reinforced when the decision-maker is exposed to new 
information.  In other words, the first piece of evidence 
acts as a reference point and conditions how further 
information is interpreted. Individuals focus attention 
on the elements that support their original beliefs and, 
consciously or unconsciously, neglect the elements that 
contradict them. This is when low probability events are 
incorrectly evaluated relatively more often than high 
probability events. A case in point would be the 9/11 
terrorist attack. As illustrated in a paper entitled ‘Virgin 
Versus Experienced Risks’ by Carolyn Kousky, John 
Pratt and Richard Zeckhauser, most Americans would 
have never contemplated the possibility of a terrorist 
attack of such a magnitude.  However, an attack of that 
magnitude, or greater, is not beyond belief now.  Indeed, 
most Americans would have updated their assessment 
of terrorism risks post 9/11 despite heightened security 
measures taken to prevent such attacks.  Carolyn, John 

... individuals stick too often to first 
impressions, whereby once a belief is 
anchored it is likely to be reinforced when 
the decision-maker is exposed to new 
information.  In other words, the first 
piece of evidence acts as a reference point 
and conditions how further information is 
interpreted.
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and Richard, in their paper, conjectured 
that individuals excessively update their 
assessment of new risks after one occurs, 
and fail to (or barely) update their assess-
ment of previously observed risks (expe-
rienced risks), even when updating is 
warranted.  This may explain why airlines 
around the world are now busy taking 
measures to deal with volcanic ash from 
the Eyjafjallajökull volcano in Iceland 
when the risk of a volcanic eruption pre-
venting airlines from flying is much lower 
compared to aircraft technical detects.  

The concept of first impressions is 

also echoed by Daniel Kahneman, the 
2002 Nobel Laureate for Economics, 
where he suggested that the concept of 
utility be divided in subspecies, namely; 
experienced utility (pleasant or unpleas-
ant affect), predicted utility (the anticipa-
tion of experienced utility) and remem-
bered utility (how experienced utility is 
remembered after the decision, e.g. as 
regretting or rejoicing).  This distributed 
account of utility, as Kahneman calls it, is 
a useful tool in understanding decision-
making from a neuroeconomics view-
point. Gambling, for instance, can make 
sense only from the gambler’s point of 
view despite knowing the risks if the 
goal is money maximisation. Here, the 
gambler trades losses (decision utility 
– the expected gains and losses, or cost 
and benefits) against the pleasurable feel-
ing of gambling (experienced utility).  
From an outsider’s perspective, gambling 

may not make any sense.  By breaking 
down utility-maximisation into subspe-
cies (experienced, decision, predicted, 
remembered), neuroeconomists have 
now embarked on identifying the brain 
processes and circuitry that maximise 

these types of utilities.
Back in 1979, Kahneman and his late 

colleague, Amos Tversky developed the 
‘Prospect Theory’ when they found that 
individuals were more distressed by 
losses than the happiness they obtained 
with equivalent gains. In other words, 
a loss of $1 is more painful than an 
equivalent gain of $1.  This implies 
that an individual’s behaviour can be 

shaped based on the way the informa-
tion is framed. If risk-averse behav-
iour is desired, information should be 
framed in the context of choices among 
gains. Alternatively, if risky behav-
iour is desirable, information should 
be framed in the context of choices 
among losses. Through controlled lab-
oratory experiments, Kahneman and 
Tversky explained this behaviour by 
using psychological intuition reasoning.  
Kahneman together with Peter Wakker 
and Rakesh Sarin have now attempted 
to explain the same loss-averse behav-
iour from a neuroeconomics viewpoint 
in their research paper entitled ‘Back to 
Bentham? Explorations of Experienced 
Utility’.  In this paper, they asserted that 
individuals are loss averse because they 
have already experienced a negative 
response to losses (experienced util-
ity).  When they anticipate a loss occur-
ing, their emotional reaction (predictive 
utility) takes control.  They might also 
be attempting to minimise their prior 
feeling of regret (remembered utility).  
This distributed account of utility is 
extremely useful and is widely used by 
neuroeconomists in understanding the 
decision-making process. 

Though neuroeconomics is still 
a fertile platform for interdisciplinary 
exchange between economics, neuro-
science, neurobiology and psychology, 
research in this area has set the path 
in defining the way people behave and 
decide.   It is expected that progress in 
this direction will ultimately account for 
the divergence between predictions and 
observed behaviour. 

This is Part II of a two-part series on neu-
roeconomics.  Part 1 was published in the 
May 2010 edition of Accountants Today.

Gambling, for instance, can make sense only from the 
gambler’s point of view despite knowing the risks if the 
goal is money maximisation. Here, the gambler trades 
losses (decision utility – the expected gains and losses, or 
cost and benefits) against the pleasurable feeling of gam-
bling (experienced utility). From an outsider’s perspective, 
gambling may not make any sense.  

DECISIONMAKING FROM A NEUROECONOMIC VIEWPOINT
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I slamic economics has only 
enjoyed its resurgence over the 
last three to four decades. The 
effort to develop Islamic eco-
nomics is directed towards the 

realisation of a purpose which cannot be 
achieved via the analysis developed by 
conventional economics.  It is therefore 
important to understand the shape that 
an Islamic economy will take based on 
the Islamic worldview before we can pro-
ceed to define the role and function to be 
played by anybody who will be involved 
in shaping it.  To this end, they must take 
into account the changes taking place in 
the world and how they are likely to affect 
Muslim societies (Khan, 2001). 

Muslim countries need an economic 
system that is able to provide all the ele-
ments necessary for human well-being in 
accordance with the demands of brother-
hood and socio-economic justice (Chapra, 
1992) if they wish to realise the Maq-asid 
Ash-Shariah (goals of Islam). The Maq-
asid, according to Imam al-Ghazali, incor-
porates everything that is considered 
necessary to preserve and enrich faith, 
life, intellect, posterity and wealth. This 
is needed to realise falah (human well-
being) and hayat tayyibah (good life). 

Auditing from the Islamic Perspective

THE LAST THREE DECADES WITNESSED THE REVIVAL OF SOME OF THE ISLAMIC FINAN

CIAL INSTITUTIONS IFIS IN MUSLIM COUNTRIES SUCH AS THE INSTITUTION OF ZAKAH, 

AND LATER THE INSTITUTIONS OF WAQF, HISBAH AND TAKAFUL. THE MOTIVATION FOR THE 

REVIVAL OF THESE INSTITUTIONS COMES FROM THE DESIRE OF VARIOUS MUSLIM COM

MUNITIES TO FORMULATE AND REORGANISE THEIR SOCIAL, ECONOMIC, AND ESPECIALLY 

FINANCIAL ACTIVITIES ON AN “INTERESTFREE BASIS”. THIS GAVE RISE TO THE EMERGENCE 

OF ISLAMIC BANKS NOT ONLY IN MUSLIM COUNTRIES BUT ALSO IN WESTERN COUNTRIES. 

WITH THESE DEVELOPMENTS, IS THERE A NEED FOR A CHANGE IN THE AUDITING FUNC

TION OF THE ISLAMIC INSTITUTIONS?

Dr. Nawal Kasim
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AUDITING FROM THE ISLAMIC PERSPECTIVE

THE BASIS OF AUDITING 

FROM THE ISLAMIC 

PERSPECTIVE

Islam does not recognise the separation 
between spiritual and temporal affairs, and 
considers commerce as a matter of moral-
ity and subject to the precepts of Shariah 
(Karim, 1996). Hence Islamic banks (and 
indeed any Islamic business organisations) 
must abide by Shariah precepts in all their 
business and financial transactions. 

The basis of Islamic economics is 
its value-oriented system based on the 
Quran and Sunnah. As life on earth is 
only a passing phase of man’s life which 
extends into the Hereafter, one should aim 
at a welfare reaching beyond the worldly 
life (Siddiqi, 1982). Ensuring the welfare 
of both the phases of man’s life is the 
distinguishing feature of Islamic econom-
ics. It removes the edge from economic 

competition and puts human relations 
on a co-operative basis. It has given the 
individual rights of property and freedom 
of enterprise. It enjoins the fulfillment of 
contracts and emphasises justice as the 
basis of economic relations. It condemns 
the undesirable ends of economic activity 
and puts certain restraints on the right 
of property and freedom of enterprise. 
It seeks to maintain a balance between 
individual liberty and social interests by 
laying down some guiding principles of 
social policy. Islamic banking and finance 
is a system aimed at promoting Islamic 
economic order based on social justice, 
equity, moderation and balanced relation-
ships. It forbids all forms of exploitation 
and honours labour, encourages man to 
earn his living by honest means and to 
spend his earnings in a wise manner. The 
main ideas of such a system are:

All natural resources are a trust 
(Amanah) from God and man is 
individually and collectively custo-
dian (Mustakhlif) of these resources. 
Man’s economic effort and its reward 
are determined within the context of 
this framework of trust.
Wealth must be acquired through 
effort and by lawful means. It should be 
saved, retained and used only in ways 
approved within the Islamic principles.
Wealth should be justly distributed. 
When personal wealth has satisfied 
the legitimate needs of its owner, 
the surplus is required to satisfy the 
needs of others.
All resources available to man in gen-
eral, and to society in particular, must 
always be put to optimum use; no one 
has the right to hoard them or to keep 
them idle, or to squander them, or to 
use them for wanton display, be it the 
individual, the community or the state.
Development is an essential require-
ment, and participation in economic 
activity is obligatory on every Muslim. 
He must labour hard, and always seek 
to produce more than is necessary 
for his personal needs, because then 
alone would he be able to participate 
in the process of Zakat and contribute 
to the well-being of others.
Every worker is entitled to a fair rec-
ompense for his or her work. There 
must be no discrimination based on 
race, colour, religion or sex.
The procurement of wealth and the 
production of goods must be lawful 
in terms of the Shariah. Usury (riba), 
gambling, hoarding, etc. are forbid-
den sources of income.
The principles of equality and broth-
erhood require the just sharing of 
resources in prosperity as well as in 
adversity. Zakat, Sadaqah, Waqf and 
inheritance are some of the means of 
equitable distribution of wealth and 
resources in society.
Persons incapable of looking after 
their own needs, owing to permanent 
or temporary incapacity, have a just 
call upon the wealth of the society. 
They are the responsibility of the 
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society, which must ensure the sup-
ply of basic necessities of food, cloth-
ing, shelter, education and health 
care, to all of them irrespective of 
their age, sex, colour or religion.
The economic power of the soci-
ety shall be structured in such a way 
that there is co-operation and sharing 
within the society and maximum self-
reliance therein.  

Thus, according to Haneef (1997), 
due to differences in the Islamic econom-
ic vision compared with those of Western 
economics, coupled with the epistemo-
logical and methodological framework 
in Islamic scholarship, the development 
of Islamic economic thought (and con-
sequently policy prescriptions) differs. 
He then suggests that Islamic economics 
(including finance, banking or account-
ing/auditing) should be evaluated within 
its own framework and using its own 
criteria. In relation to this, Shahul (2000) 

has laid down the theoretical and practi-
cal imperatives for the development of an 
Islamic accounting framework which he 
names the ‘pull factors’.  

AUDITING IN EARLY 

ISLAMIC HISTORY

In Islamic history, the institution of 
Hisbah and the role of the Muhtasib – 
to monitor, control and prevent fraudu-
lent exploitations on consumers in the 
marketplace goes back to the time of 
Prophet Muhammad (pbuh) and the first 
four Caliphs. The function was linked 
to Quranic verses that urge Muslims to 
promote right and prevent wrong. For 
instance in Quran 3/104:

“ Let there arise out of you, a band 
of people, inviting to all that is 
good,enjoining what is right, and 
forbidding what is wrong: They are 
the ones, to attain felicity.” 

According to Imam Ghazali, the 
Hisbah practice must be seen as a fard 
kifayah for Muslims; where every Muslim 
is expected to play a positive role in the 
propagation of good (maaruf) and sup-
pression of evil (mungkar). However, it 
has been made an obligation on a section 
of society to remain engaged in it.  The 
Muhtasib is the official appointed by the 
ruler to implement Hisbah on behalf of 
the state. 

Murtuza (2004) notes that the institu-
tion of Hisbah moved along with Muslims 
into the Western provinces of Spain and 
remained an integral part of the state. 
However, according to him, with the 
arrival of Western colonialism and the 
simultaneous eclipse of Islamic political 
strength, most of the Muslim institutions 
underwent drastic decline. The institu-
tion of Hisbah also declined in effective-
ness and virtually disappeared. The effec-
tiveness of Hisbah was directly related to 
the strength of governance.

MANAGE EQUILIBRIUM:  This function implies 

that the economy is actively managed by the 

state and a Muhtasib is appointed by the state. 

Economic equilibrium is manipulated to attain a 

reasonable degree of efficiency and justice.

PRICE CONTROLS: If market rigidities exist such 

that the economically powerful class is able to 

manipulate the price level, the muhtasib has a duty 

to apply corrective measures and to save the gen-

eral public from hardship.

CREDIT STRUCTURE: He is to check on any trans-

actions involving usury (riba). In a case where the 

debtor cannot pay his debt, he would arrange for 

aid from the zakat fund.

REGULATION OF SUPPLY: He ensures that all 

trade has to be done in the open market. He is 

to prevent secret dealings by the traders at their 

homes, warehouses and behind closed doors that 

could disturb the supply flows and thus interfere 

in the establishment of a natural price level. Free 

access to the market is ensured to anyone who 

wants to enter the market.

EFFICIENCY IN THE PUBLIC SECTOR: He is 

to advise the regulator to adopt commendable 

behaviour and refrain from improper conduct. This 

was based on the Prophetic tradition that the best 

of jihad was to pronounce truth before an oppres-

sive ruler. He would also deal with complaints of 

bribery and misappropriation of public funds.   

Among the functions of a Muhtasib (Khan, 1992) are as follows. There 

should be similarity to what is expected of the scope of work of auditors 

in an Islamic organisation.
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The audit function in an Islamic state is thus important 
and mandatory as it reflects the accountability of the auditor 
not only to the users of the financial statements, but more 
importantly, to the Creator, Allah SWT. This is because 
Muslims believe that one’s actions and thoughts are always 
being watched by Allah (Muraqabah). Fundamental to 
Islam is the edict that “…surely Allah takes account of all 
things” (Quran,4/86). It is to be noted that these references 
to “account” are in the generic sense i.e. reference to one’s 
obligation to “account” to God on all matters pertaining to 
human endeavour for which every Muslim is “accountable” 
(Askary and Clarke, 1997). 

The writer is a senior lecturer from the Faculty of Accountancy, 
Universiti Teknologi MARA, Shah Alam. She owes special 
thanks to Associate Professor Dr. Shahul Hameed Mohamad 
Ibrahim (INCEIF) and Professor Dr. Maliah Sulaiman 
(IIUM). References will be provided upon request. She can 
be contacted at nawal120@salam.uitm.edu.my
• The word Shariah literally means the road to the water-

ing place, the straight path to be followed (Laldin, 2006, 
p.2). It is a doctrine of duties, a code of obligations needed 
to regulate all human actions for the purpose of establish-
ing human order (Ibn Ashur, 2006, p.1)

  New Horizon, January 2005.
•  A marketplace where trading activities are controlled by 

the state to ensure proper monitoring and to avoid fraud 
and manipulations.

•  A person appointed by the state to monitor and control the 
activities within the Hisbah institution.

• Every Muslim is expected to play a positive role in the propa-
gation of good (maaruf) and suppression of evil (mungkar); 
however, it has been made an obligation on a section of 
society to remain engaged in it.

KNOWLEDGE SHARING IS KEY TO SME GROWTHTIDYING UP YOUR ACT



32     ACCOUNTANTS TODAY | JUNE 2010

accounting

RPGT covers only properties 
in Malaysia. Where it is appli-
cable, RPGT is an exemption 
tax. Income Tax and RPGT 
are mutually exclusive. If 

profits from property sold are declared 
under Income Tax, then the taxpayer will 
not be subject to RPGT, and vice versa. 
Income Tax is a tax on revenue; RPGT is 
a tax on capital gains, i.e. profits derived 
when property is sold off. Persons resi-
dent in Malaysia for 182 days or more are 
subject to income tax.

THERE ARE DIFFERENCES
“The Real Property Gains Tax Act 1976 
was introduced to replace the Land 
Speculation Act 1974,” explained Chow 
Chee Yen, Executive Director of Advent 
Tax Consultants at a recent MIA seminar 
on RPGT. “It was intended to curb land 
speculation and was rather limited in 
scope. Under the RPGT now, if a property 

developer sells land or buildings, which 
are considered trading stock, it will be 
subject to income tax. If, however, it sells 
property classified as fixed assets, then it 
will be subject to RPGT.”

Effective 1 January 2010, proper-
ties sold within two years or less of 
being acquired will be subject to a 30% 
tax, under RPGT. This applies to indi-
vidual and corporate owners. In the third, 
fourth and fifth years of ownership, the 
RPGT decreases to 20, 15 and five per-
cent respectively. These rates apply to 
Malaysian citizens and companies. Non-
citizens and non-permanent resident indi-
viduals will be subject to RPGT of 30% 
until the fifth year. After the fifth year, 
RPGT will be charged at five per cent.

“Prior to 2010, individuals who sold 
property after more than five years were 
not subject to RPGT,” Chow clarified. 
“But since 1 January 2010, RPGT has 
been set at a rate of five per cent for prop-

erties sold after five years of ownership, 
via RPGT (Exemption) (No 2) Order 
2009. The reason for this being under 
an Exemption Order, instead of being 
subsumed under the actual Act, is that 
it is temporary. Exemption Orders will 
eventually be revoked and the percent-
ages will be enforced. This is done to 
avoid going to Parliament to change the 
legislation, which will always be more 
complicated and take more time.”

Property like factory or industrial 
buildings qualifies for Industrial Building 
Allowance. For these, there will be a bal-
ancing allowance or charge that should 
be computed when the property is sold. 
It will be subject to income tax as the bal-
ancing charge is not a tax on capital gain. 
The balancing charge is the recovery of 
allowances, and if there has been no cost 
or charge incurred in the course of own-
ing the property, the balancing charge 
will be withdrawn. “Industrial” buildings 

RPGT: THE 
REAL DEAL
On 1 January 2010, the Real Property Gains Tax (RPGT) 

took effect in Malaysia. Its scope covers two main areas: 

real property and real property company shares. Real 

property refers to land and buildings, including “land 

beneath the surface” such as basements, parking areas, 

and vegetation such as trees, shrubs and crops. It also 

includes land covered by water.

MAJELLA GOMES



JUNE 2010 |  ACCOUNTANTS  TODAY      33     



34     ACCOUNTANTS TODAY | JUNE 2010

include factories, hospitals and buildings 
for educational purposes like schools, col-
leges and universities.

LOSS OR GAIN?
The difference between the Acquisition 
Price (AP) and Disposal Price (DP) will 
determine a loss or gain. The AP is made 
up of the original price for which the 
property was purchased, plus all inci-
dental costs incurred, less the recoveries 
(i.e., compensation received for damages 
etc. from insurance or forfeited deposits). 
The DP consists of cost of purchase, less 
incidental costs and permitted expenses 
that include the cost of enhancement of 
the property (construction, extension, 
renovation) and legal fees incurred in 
defense of the land or property title. If 
the DP exceeds the AP, there is a charge-
able gain.

“An example of permitted expense 
is if you have put up a structure on the 
land after you purchased it, or renovated 
a house after you bought it,” explained 
Chow. “But you need to have kept all 
valid invoices and receipts. Legal fees on 
the other hand, may be incurred if the 
property is in dispute, perhaps by other 
family members, and you have to hire a 
lawyer to sort things out. You can claim 
these as expenses.”

These expenses, together with repair 
and maintenance can actually be claimed 
under Income Tax first. RPGT is a formal 
assessment, whereas Income Tax is self-
assessed, so more care has to be taken 
when filing for RPGT. “If any expenses 
are allowable, and you do not deduct 
under individual or company tax, you 
cannot claim them under RPGT later,” 
he advised. “Just remember not to throw 
away your receipts because all claims 
must be substantiated. Also, if you incur 
a loss on the sale of the property, this 
can be offset against the payable RPGT 
amount.”

DATES MATTER
While most of the explanations were rele-
vant to newer properties, Chow also clari-
fied matters pertaining to assets acquired 
before the institution of the Real Property 

Gains Tax Act 1976. “For old properties 
which were purchased before 1 January 
1970, owners should get estimated values, 
and make claims accordingly,” he said. 
“Most importantly, you need to know the 
date the asset was acquired and the date 
of disposal. This is usually the contract 
date, not the date of transfer, or vacant 
possession. In the absence of a contract, 
you will have to determine the date when 
the consideration was paid. Where the 
property is leasehold, government con-
sent or approval has to be obtained before 
it can be sold. In this case, the date when 
consent is obtained will be considered the 
date of disposal.”

There are times when assets are dis-
posed off for considerations other than 
money, but even this has to be done at 
market value. An asset is taken as being 
disposed off at market value when it is a 
gift or a non-arm’s length transaction, or 
when the asset is acquired for a consid-
eration that cannot be valued. Sometimes 
it may be given because an employer can 
no longer afford to pay an employee in 
any other way, or the employer wants to 
reward the employee for services ren-
dered. It is therefore necessary to deter-
mine what market value is. The Inland 
Revenue Board is the authority empow-

ered to determine if your transaction has 
been carried out at market value.

Some transactions may be deemed 
as No Gain No Loss (NGNL), where the 
Acquisition Price is equal to the Disposal 
Price. This happens when the assets 
of a deceased person devolve upon the 
executor or the legatee of the estate, or 
it can be a transfer of assets between 
spouses. Gifts made to the government, 
local authority or tax-exempt charity also 
fall under the NGNL category. Also, if 
the government acquires property for 
the purpose of development, there is no 
RPGT payable on it.

Today, both the disposer and acquirer 
need to submit RPGT returns within 60 
days of the transaction. If the sale does 
not go through, the returns can be with-
drawn. “Be aware that if you wait for the 
sale to go through, or to be void, there is 
a late filing penalty,” Chow cautioned. “If 
the seller is non-chargeable, the amount 
will be refunded, but there is no deadline 
for the payment to be refunded.”

Prior to 1 April 2007, RPGT returns 
had to be filed within one month of the 
date of disposal of the asset. From 1 
January, it needs to be filed only within 
60 days of the date of disposal. Before, the 
acquirer was allowed to retain the money 
received from the transaction, or five per 
cent of the total consideration, whichever 
was lower, and to remit this amount to 
the IRB when required. As of 1 January 
2010, the acquirer can retain the money 
received, or two per cent of the total con-
sideration, whichever is lower, and remit 
the sum to the IRD within 60 days of the 
disposal date instead. However, failure to 
comply will incur a ten per cent penalty.

EVERYBODY GETS ONE
Chow also comprehensively covered the 
different forms relating to filing for RPGT 
that are issued by the IRB and provided 
examples of Cukai Keuntungan Harta 
Tanah (CKHT) forms 1A, 1B, 2A, 2B, 3, 
502, and 501. “Every Malaysian citizen 
is entitled to one RPGT exemption in a 
lifetime,” he said. “It would therefore be 
prudent to apply it to an exemption on a 
private residence.” 

RPGT: THE REAL DEAL
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T here is rather a fine line 
between getting creative 
and outright fraud, when it 
comes to accounting. This 
gives rise to an occasional 

blurring of the line, but those who 
know better, know that they should 
walk the straight and narrow because 
someone, some day, is going to slip 
up. And when that happens, the 
penalties to pay will be devastating. 
Enron, Parmalat, Satyam, Worldcom 
– all these are stellar examples of 
what not to do. Within the Malaysian 
context, there are Transmile, Megan 
Media and Bank Bumiputra, which 
have achieved iconic status locally in 
accounting circles.

WARNING SIGNS
“Creative accounting, sometimes 
referred to as aggressive accounting, is 
the manipulation of financial numbers, 
usually within the letter of the law and 
accounting standards – but very much 
against their spirit,” said Shuba Kumar, 
the Corporate Training Consultant who 
conducted the CPD session on Creative 
Accounting and the Importance of 
Financial Disclosure organised by MIA 
recently. “It does not provide a true and 
fair view of a company that accounts are 
supposed to.”

Can it be detected? “Creative 
accounting does have tell-tale signs. 
There may be many confusing trans-
actions, or unreconciled bank state-

ments, or general untidiness in the way 
information is documented. Everything 
comes down to internal controls.”

Accountants may appear to deal only 
with debits and credits, but they are the 
ones who know where to find loopholes. 
Transactions can be written off under 
goodwill, or property revalued to make 
the books look good, but more often than 
not, creative accounting will eventually 
lead to fraud. Once creative accounting 
starts, it tends to carry on until it is 
found out, she added. “It rarely corrects 
itself, even if it was originally a mistake. 
This is compounded by complacency, and 
perhaps the pressure to keep the compa-
ny’s share prices up with continued good 
financial reports.”

MAJELLA GOMES

Creative Accounting vs

FRAUD
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Creative accounting could involve 
inflated reported profits and accounting 
for losses via balance sheet reserves and 
all profits through P&L. It could also be 
the reporting of profits without generat-
ing the equivalent in cash, or reporting 
lower borrowings.

WHY THE NEED TO GET 
 “CREATIVE?”
There are many reasons for aggres-
sive accounting, earnings management, 
income smoothing, and window dressing 
– which are various terms for creative 
accounting. The four primary reasons 
involve maintaining company share pric-
es at certain levels, and how it can affect 
borrowing costs, bonus plans and politi-
cal costs.

When your books look good, your 
share prices are higher and there is 
reduced share price volatility. All this 
leads to a healthier corporate evalua-
tion, which increases share and company 
value. Once all this happens, the banks 
start to look at you more kindly because 
you present less risk. As a result, your 
rosy financial picture lowers your borrow-
ing costs; you can declare better bonuses 
and you will be generally left to operate in 
peace, with minimum government inter-
ference such as attempts at regulation.

What many who “get creative” or 
commit outright fraud fail to realise is 
that once you start, you have to keep 
on doing it and keeping it going means 
having to constantly cover up. Eventually, 
something will be overlooked, and it will 
return to bite you.

THE FINE FRAUD LINE
If you have to deviate from generally-
accepted accounting procedures, that in 
itself is an indication of something wrong. 
Creative accounting almost always leads 
to fraud, and the amounts are astounding. 
In the US, approximately US$652 billion 
is lost to fraud annually, which makes 
up about five per cent of revenues. Even 
worse, less than half, or only about 42% 
of the billions lost, can be expected to 
be recovered when fraudulent practices 
finally show up.

“Fraud is an intentional misrepresen-
tation of a material point or issue on 
which a victim relies,” Kumar explained. 
“Reliance on this misrepresented infor-
mation usually results in the victims suf-
fering financial damage. Fraud doesn’t 
involve just money. It can come in the 
form of asset misappropriation, bribery & 
corruption and theft of intellectual prop-
erty. The difference between making a 
mistake and committing fraud is that with 
fraud, there is the intent to deceive.”

Fraud can further be divided into 
two categories: defalcations and fraudu-
lent financial reporting. Defalcation is 

where an employee takes assets from the 
organisation for personal gain, uses his/
her influence on transactions for personal 
gain, or misappropriates company assets 
for personal profit. 

Fraudulent financial reporting (FFR), 
on the other hand, is the intentional 
manipulation of financial statements, 
which involves the falsification or altera-
tion of accounting records or supporting 
documentation that result in the mis-
representation or omission of events, 
transactions or the application of proper 
accounting procedures. The most com-
mon FFR cases involve the overstatement 
of assets, understatement of expenses, 
overstatement of revenues and under-
statement of liabilities. “It is typically 

committed by management, which has 
the opportunity to override internal con-
trols,” Kumar added.

AND WHEN YOU’RE 
 FOUND OUT…
One statistic to note is that financial state-
ment fraud can cause a decrease in value 
of stock of approximately 500 to 1,000 
times the amount of the fraud. Therefore, 
when fraud of RM7 million is committed, 
it could lead the company to lose RM2 
billion or more in stock value. What is 
worrying is that the number and size of 
financial statement frauds are increas-
ing. In 1994, for instance, Malaysia saw 
a loss of RM153.84 million due to 4,229 
reported cases of white collar crime. In 

Accountants may appear to 
deal only with debits and 
 credits, but they are the 
ones who know where to find 
 loopholes. Transactions can 
be written off under goodwill, 
or property revalued to make 
the books look good, but 
more often than not, creative 
accounting will eventually 
lead to fraud.
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1998, RM4.6 billion was lost in 10,390 
reported cases.

The amounts decreased in the next 
five years, but the number of cases 
didn’t. By 2002, there were 10,857 cases 
reported involving RM1.125 billion. In 
2003, this number topped the 11,000-case 
mark, although the amount decreased by 
almost half to RM579.8 million. As far as 
reported cases were concerned, 2008 was 
the most alarming year: 17,311 incidents 
were reported. “What this points to is that 
more people are seeing fraud as doable,” 
remarked Kumar. “It indicates moral 
decay. Indeed, many investors have lost 
confidence in the credibility of financial 
statements and reports.”

In some cases, management does not 
deem it fraud. Rather, they consider it 
“income smoothing” – transferring the 
profits of a good year to a not-so-good 
year. Analysts have found a pattern with 
fraud: it happens in good times, and tends 
to be uncovered during bad ones. “A 
good economy masks many problems,” 
Kumar said. “Management gets compla-
cent and ignores the warning signs. But 
when good times change, bad behaviour 
doesn’t stop because the perpetrators of 
fraud have got used to the gravy train.” 
And the gravy train can run into billions, 
like in the cases of Enron (US$1.2 bil-
lion), Satyam (US$1.5 billion), and Xerox 
(nearly US$2 billion).

AUDITORS’ ROLE
One of the main reasons why fraud exists 
and continues to grow is the level of igno-
rance of the auditors’ role, accounting 
practices and audit procedures. All PLCs 
have standard operating procedures, but 
how closely are these followed? Kumar 
conceded that it is becoming harder to 
commit fraud nowadays because of the 
existence of internal auditors, audit com-
mittees and external auditors. But while 
external parties are advocated even for 
internal auditing, what it comes down to 
is ethics, personal integrity, commitment 
and convictions.

Auditors need to be able to look 
beyond the figures to corporate liability, 
lending to subsidiaries and other accept-

ed corporate practices that may not be 
above board. Cash flow, for example, is of 
major importance because it is an indica-
tion of how well the company is doing. 
Related-party transactions are often a 
way of writing off expenses or explaining 
profits. Auditors also must scrutinise min-
utes of meetings to determine if there has 
been full disclosure of transactions, cor-
porate guarantees, capital commitments 
or contingent liabilities. Above all, audi-
tors must know how to ask questions.

Both internal and external auditors 
have their own limitations, however. 
Financial audits are reliable only up to a 
certain point based on materials provided. 
While external auditors (even for internal 
auditing) are a good idea, they have no 
direct access to internal information. By 
the time they receive it, the information 
may have already been filtered.

Internal auditors, on the other hand, 
may be in a difficult catch-22 situation. 
They are damned if they don’t point 
out irregularities to the audit committee, 
because it will ultimately reflect badly on 
them, and they are damned if they do, 
because pointing irregularities out to the 
audit committee inevitably means bring-
ing it to the attention of management, 
which could result in their jobs being 

on the chopping block, since they are 
employees of the company.

RED FLAGS
There are many red flags that auditors 
should be able to identify as signs of 
creative accounting and possible fraud, 
even if they turn out to be legitimate 
later. One is professional sloppiness: una-
vailability of information that should be 
ready; unprepared or un-updated sched-
ules; incomplete, irregular or hastily-
done bank reconciliation, or too much 
authority (whether official or unofficial) 
residing in one person.

Kumar cited the case of Wipro in 
India, where one person had unlimited 
access to passwords, which allowed him 
to commit fraud. “He got caught because 
he became careless,” she said. “But staff 
who never take leave are also immedi-
ately suspect. All staff should take leave; 
management should make it a point to 
see that they do.” Another red flag is 
when there is a lot of movement of direc-
tors’ shares, but one of the most glaring 
is negative cash flow.

Legitimate accounting errors do 
occur. These are genuine mistakes that 
can be rectified through errata carried in 
subsequent annual reports, for instance. 
“Accountants are no longer just bean 
counters,” she concluded. “Today, they 
are partners in the business, so they 
have to make it their business to know its 
operations thoroughly. Their role is not 
limited to debit and credit; they have to 
be able to give advice and make sugges-
tions about how to do things better, and 
institute tighter controls.” 

In some cases, management 
does not deem it fraud. Rather, 
they consider it “income 
smoothing” – transferring the 
profits of a good year to a not-
so-good year. 
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ERRANT COMPANIES LIKE ENRON, WORLDCOM, GLOBAL 

CROSSING, ADELPHIA, XEROX, QWEST, WASTE MANAGEMENT 

AND SUNBEAM HAVE HOGGED GLOBAL HEADLINES DUE TO 

STAGGERING REVELATIONS OF FINANCIAL STATEMENT FRAUD, 

THE RAREST TYPE OF FRAUD YET ALSO THE COSTLIEST.  

MALAYSIA ISN’T IMMUNE TO WHITECOLLAR CRIME, AS LOCAL 

FRAUD CASES LIKE TRANSMILE, MEGAN MEDIA AND UNITED 

ULI CORPORATION ATTEST. MORE WORRYINGLY, COULD THE 

INCIDENCE OF FINANCIAL STATEMENT FRAUD BE TRENDING 

UPWARDS?  FURTHERMORE, THE REALITY THAT MOST FINANCIAL 

STATEMENT FRAUDS OCCUR WITH THE COLLUSION OF TOP 

MANAGEMENT MAKES IT IMPERATIVE TO ENHANCE CORPORATE 

GOVERNANCE AND ETHICS WHILE PUSHING FOR REGULATORY 

REFORM AND MORE EFFECTIVE ENFORCEMENT.

Cooking
Professor Datin Dr. Hasnah Haron and Mahanum Sulaiman

the books
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Financial statement fraud is a 
deliberate attempt by corpo-
rations to deceive or mislead 
users of published financial 
statements, especially inves-

tors and creditors, by preparing and dis-
seminating materially misstated financial 
statements.  It can be characterised by 
intentional misstatements or omissions 
of amounts or disclosures in financial 
reporting to deceive financial statement 
users.  More particularly, financial state-
ment fraud involves manipulation, falsifi-
cation, or alteration of accounting records 
or supporting documents. These frauds 
are committed to make reported earnings 
look better or to increase a company’s 
stock price.  

The incidence of fraud and white collar 
crime has increased considerably in recent 
years and professionals believe this trend 
is expected to continue.  Since not all fraud 
and abuse is discovered and reported, the 
cost of fraud to businesses is hard to esti-
mate. In January 2005, KPMG Malaysia 
conducted a survey on fraud among chief 
executives of all public - listed companies 
on Bursa Malaysia.  The results of the sur-
vey revealed that 60 per cent of respond-
ents felt that fraud is a major problem for 
Malaysian business and 83 per cent of 
respondents acknowledged experiencing 
fraud in their organisation, an increase 
of 33 per cent over KPMG’s 2002 survey. 
Thirty six per cent of companies suffered 
total losses of RM10,001 to RM100,000 due 
to fraudulent conduct while 17 per cent 
suffered losses in excess of RM1 million. 

Global trends echo the local scenario. 
The Global Economic Crime 2007 Survey 
conducted by Pricewaterhouse Coopers 
(PwC) expected economic fraud to rise 
to 53 per cent in 2009, more than dou-
ble since 2005, due to the economic 
slowdown.  According to PwC Advisory 
Services associate director, Tang Ai Leen, 
economic fraud in Malaysia rose from 23 
per cent in 2005 to 48 per cent in 2007.  
The survey estimated the average fraud 
loss suffered by companies in Malaysia 
at US$2.2 (RM7.7) million in 2007, up 
1,145% from US$173,000 in 2005.  “In 
Malaysia, internal perpetrators commit-

ted 58 per cent of all frauds in the 2007 
survey, compared to 70 per  cent in the 
2005 survey,” noted Tang in The Edge 
Malaysia (6 August 2009).  

TOP GUNS ARE TOP 
FRAUDSTERS?

The PwC survey further showed that 20 
per cent of fraud was committed by senior 
management. Fraudsters who commit-
ted economic crimes in their companies 
were profiled as men aged between 31 to 
40 years old holding posts at the middle 
to senior management level. Typically, 
the perpetrators would have been with 
the company for 6 to 10 years, and held 
their current position for up to two years 
prior to committing the fraud. Elsewhere, 

using the phrase “watch the insider”, 
Ernst & Young (2003) found that more 
than half of the perpetrators were from 
management.

US data bears this out. The Association 
of Certified Fraud Examiners (ACFE) in 
its Report to the Nation on Occupational 
Fraud and Abuse (2008) noted that execu-
tive and upper management level employ-
ees are more likely to be involved in 
corruption and fraudulent statements, 
while over one-fourth of all executive-
level cases involved fraudulent financial 
statements.

Furthermore, the recent corporate 
governance scandals that contributed to 
the collapse of large organisations such 

as Enron, WorldCom, Adelphia, Parmalat 
and HealthSouth resulted from proven 
and alleged financial reporting frauds 
committed and then concealed by senior 
executives.  

COOKING THE BOOKS            
– THE RAREST, YET 
COSTLIEST FRAUD

Not only is financial statement fraud typi-
cally perpetrated through the actions of 
the top management of an organisation, 
it is also the costliest type of fraud, albeit 
the least common. Rezaee (2002) claimed 
that financial statement fraud cost market 
participants more than US$500 billion in 
the late 1990s alone. 

According to a study conducted by the 

Association of Certified Fraud Examiners 
(2006), cases involving financial statement 
fraud were the least common. Out of 120 
reported cases, only 10.6% represented 
financial statement fraud. Although there 
were few cases, the average losses were 
the largest at US$2 million as compared 
to other types of fraud.  

Elsewhere, KPMG’s fraud survey 
(2003) revealed that despite financial 
reporting fraud being the least prevalent 
type of fraud, it is the most costly form 
of fraud with an average dollar loss of 
more than US$250 million per incidence 
of fraud.  Ernst and Young’s 9th Annual 
Global Survey (2006) commented that,  
“While occurring less often than other 

Typically, the perpetrators would 
have been with the company for 6 to 
10 years, and held their current posi-
tion for up to two years prior to com-
mitting the fraud. Elsewhere, using 
the phrase “watch the insider”, Ernst 
& Young (2003) found that more 
than half of the perpetrators were 
from management.
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type of fraud, financial statement fraud 
frequently does the most harm to organi-
sations”.  The Association of Certified 
Fraud Examiners (ACFE) Report to the 
Nation on Occupational Fraud and Abuse 
(2008) stated that financial statement 
fraud constitutes only 10% of all cases 
studied, but it is the most costly form of 
fraud.  The median loss caused by fraudu-
lent statements in this study was US$2 
million, whereas asset misappropriation 
and corruption constituted US$150,000 
and US$375,000, respectively.

CAUSE AND EFFECT

Rezaee (2002) suggested “the five inter-
active factors” which can influence fraud 
occurrence, detection and prevention, 
which are encapsulated in the acronym 
CRIME. The first letter “C” stands for 
“COOKS”, followed by “RECIPES”, 
“INCENTIVES”, “MONITORING” and 
“END RESULTS”. The five interactive 
factors explain the causes and effects of 
financial statement fraud.  

C-Cooks refers to the fact that finan-
cial statement fraud usually involves 
the top management team of publicly 
traded companies.  Most financial state-
ment frauds occur with the participation, 
knowledge and approval of top manage-
ment which includes the Chief Executive 
Officers (CEOs), Chief Financial Officers 
(CFOs), presidents, treasurers, and con-
trollers.  The “cooks” are also known as 
the fraudsters behind financial statement 
fraud.

R-Recipes for financial statement 
fraud can involve overstating revenues 
and assets, while understating liabilities 
and expenses.  Financial statement fraud 
may include direct falsification of transac-
tions and events or intentionally delaying 
recognition of transactions or events.  For 
example, one recipe is to intentionally 
overstate sales.  Falsification can be done 
through creating fictitious sales invoices 
and intentionally delaying recognition 
would involve legal shipments recognised 
only after the end of the reporting period.  

I- Incentives refer to economic incen-
tives as the common motivation for com-

panies and their cooks to perpetrate finan-
cial statement fraud.  Psychotic, egocen-
tric, or ideological motives also contribute 
to financial statement fraud. An example 
of an economic incentive is for publicly 
traded companies to commit financial 
statement frauds to meet Wall Street 
forecasts.  A psychotic motivation relates 
to a “habitual criminal” and is unusual 
for financial statement fraud.  Egocentric 
motivation involve pressure to improve 
personal prestige through fraudulent 

actions, such as behaving aggressively 
to attain a higher position in an organisa-
tion.  Ideological motivation involves peo-
ple who think they are superior; they are 
normally the aggressive top executives 
who want to be market leaders.  

Financial statement fraud tends to 
happen when a company has a motive 
or economic reason to report a more 
favourable financial performance. These 
reasons can include increasing the stock 
price, creating demand for issuing new 
shares, covering up assets misappropri-
ated for personal use and concealing 
deficiencies in performance.

M- Monitoring refers to the monitor-
ing mechanism which comprises of first, 
a direct oversight function of the board of 
directors, the audit committee, external 
auditors and regulatory agencies and 
second, an indirect overseeing function 
by an intermediary who understands the 
function of owner/investor such as ana-
lysts, institutional investors, and invest-
ment bankers.  In companies where fraud 
had been committed, the audit commit-

tees and boards of directors were weak 
and ineffective. In particular, they rarely 
met and were composed of either insid-
ers or others with significant ties to the 
company.

E-End Results generally refer to the 
adverse consequences of being involved 
in financial statement fraud.  Adverse 
consequences for the company include 
delisting from the stock exchange 
and substantial decline in stock value.  
Adverse effects on top executives who 
are involved in “cooking the books” could 
be in terms of personal consequences. 
They may be fired or forced to leave the 
company, lose their stock options, or 
worse, be sanctioned with fines or jailed.

Fraud also has an adverse effect on 
auditor reputation.  Anderson audited 
the financial statements of Enron and 
WorldCom, and was blamed for destroy-
ing audit evidence and failing to perform 
a quality audit, eventually forcing it to sur-
render its state license. The company was 
sentenced to five years’ probation and a 
fine of US$500,000.

COMMON MOTIVES FOR 
FINANCIAL STATEMENT 
FRAUD

There are several reasons why individ-
uals might commit financial statement 
fraud. Financial statement fraud often 
occurs in companies that are experienc-
ing net losses or profits below expecta-
tions. Generally, financial fraud is used to 
make a company’s earnings look better 
on paper but in actual sense, these actions 
may be to cover up the embezzlement of 
company funds.

There are eight common reasons why 
people commit financial statement fraud. 
This includes: (i) to encourage invest-
ment through sale of stock, (ii) to prove 
increased earnings per share or part-
nership profits’ interest, thus enabling 
an increase in dividend or distribution 
payouts, (iii) to get rid of negative mar-
ket perceptions, (iv) to obtain financing, 
(v) to obtain higher purchase prices for 
acquisitions, (vi) to demonstrate com- 
pliance with financing covenants, (vii) 
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to meet company goals and objectives 
and (viii) to receive performance-related 
bonuses.

METHODS OF FINANCIAL 
STATEMENT FRAUD

Financial statement fraud occurs through 
different methods such as over-valuation 
of assets and delay in the recording of 
transactions.  

Worthy (1984) found that techniques 
for manipulating profits can be grouped 
into three categories; (i) changing 
accounting methods, (ii) fiddling with 
managerial estimates of costs, and (iii) 
shifting the period when expenses and 
revenues are included in results.  Corner 
(1988) added more examples of methods 
used in financial statement fraud which 
includes: (i) manipulating documents, (ii) 
altering test documents, and (iii) pro-
ducing false work reports, for example, 
recording revenue on shipments after 
year-end by backdating shipment docu-
ments.  Asset misappropriation schemes 
include theft of company’s assets such 
as cash and inventory.  Beasley, Carcello 
and Hermanson (1999) analysed typi-
cal financial statement fraud techniques 
used and found that these techniques 
involved the overstatement of revenues 
and assets.  They found that over half 
the fraud involved overstating revenues 
by recording revenues prematurely or 
fictitiously.  Many of the frauds only 
affect transactions recorded right at the 
end of significant financial reporting peri-
ods, that is, quarter-end or year-end.  
About half of the frauds involved overstat-
ing assets by understating allowances 
for receivables, overstating the value of 
inventory, property, plant and equipment 
and other tangible assets, and recording 
assets that did not exist. 

Rezaee (2002) stated that financial 
statement fraud may involve the following 
schemes:

falsification, alteration, or manipu-
lation of material financial records, 
supporting documents, or business 
transactions; 

material intentional misstatements, 
omissions, or misrepresentations 
of events, transactions, accounts or 
other significant information from 
which financial statements are pre-
pared; 
deliberate misapplication, intentional 
misinterpretation, and wrongful exe-
cution of accounting standards, prin-
ciples, policies and methods used 
to measure, recognise, and report 
economic events and business trans-

actions; 
intentional omissions and disclosures 
or presentation of inadequate disclo-
sures regarding accounting stand-
ards, principles, practices, and related 
financial information; 
the use of aggressive accounting 
techniques through illegitimate earn-
ings management; and 
manipulation of accounting prac-
tices under the existing rules-based 
accounting standards which have 
become too detailed and too easy to 
circumvent and contain loopholes 
that allow companies to hide the 
economic substance of their per-
formance. 

Therefore, in general, falsifying finan-
cial statements mainly involve manipulat-
ing certain elements such as overstating 
assets, sales and profit, or understating 
liabilities, expenses or losses.

ANALYSING FINANCIAL 
STATEMENT FRAUD IN 
MALAYSIA

For the purpose of this article, fraudu-
lent firms are defined as publicly traded 
companies in which financial report-

ing fraud has been discovered and the 
sample selected from the Malaysia 
Securities Commission (SC) website, 
www.sc.com.  

The relevant regulations pertain-
ing to fraud are the Capital Markets 
and Services Act 2007 (CMSA), the 
Securities Commission (Amendment) 
Act 2007, Securities Commission Act 
1993, the Security Industry Act 1983, 
Security Industry Act 1991 and Approved 
Accounting Standards (Financial 
Reporting Standards). Violation of any 
of the Regulations and Accounting 
Standards by the companies would mean 
that financial statement fraud has been 
committed.

COOKING THE BOOKS
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TWELVE COMPANIES WERE  

 ANALYSED IN THIS STUDY AS 

SHOWN IN TABLE 1. 

Table 1: Companies analysed

Welli Multi Corporation Bhd WMCB

Megan Media Holdings Bhd MMHB

Transmile Group Bhd TGB

NasionCom Holdings Bhd NHB

Polymate Holdings Bhd PHB

Satang Holdings Bhd Satang

United U-Li Corporation Bhd United 

U-Li

MEMS Technology Bhd MEMS

Goh Ban Huat Bhd GBH

Tat Sang Holdings Bhd Tat Sang

GP Ocean Bhd GP 

Ocean

Ganad Corporation Bhd Ganad

GUILT AT THE TOP

The Chief Executive Officer (CEO), who 
holds the highest position in an organisa-
tion and is in charge of total management, 
committed fraud in 23% of the cases stud-
ied.  Executive Directors, who designed, 
developed and implemented strategic 
plans and were responsible for day-to-day 
operations committed the highest cases 
of fraud at 27%.  This shows that senior 
management is the major culprit in finan-
cial statement fraud.

Other perpetrators include the manag-
ing director, financial controller, finance 
director, chief operating officer, a share-
holder and company founder.  TGB had 
the highest number of perpetrators pros-
ecuted by the Securities Commission that 
is five people that comprise of the Chief 
Executive Officer, the Chairman, the 
Executive Director and two Independent 
Non-Executive Directors.

Although only 12 fraud cases were 
analysed, each company was found to 
have more than two perpetrators of fraud 
except for PHB, United U-Li and Tat Sang 
with one perpetrator each. 

METHODS OF FRAUD 

 The most common method of financial 
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Figure 1: Perpetrators of Financial Statement Fraud
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statement fraud is inflating revenue.  This 
is done mostly through inflating trade 
receivables. This method of fraud consti-
tutes 33% of the cases studied, involving 
WMCB, MMHB, PHB, Tat Sang and 
Ganad. For example, MMHB overstated 
its revenue and cost of sales for the finan-
cial year ended 30 April 2005 and over-
stated its trade receivables to RM334.3 
million.  

The second most common method 
of financial statement fraud is creating 
fictitious sales, which accounted for 20% 
of the cases. Companies that used this 
method include United U-Li, Tat Sang and 
Satang.   For example, Satang overstated 
revenue for the Group for the financial 
year ended 30 September 2007.  The 
audit report completed on 21 April 2008 
showed that out of RM39.27 million of 
overstated revenue, RM35.43 million rep-
resented invalid sales or fictitious sales 

which should not be recorded in the 
books of the Group.  

Other methods used to commit finan-
cial statement fraud are by inflating fixed 
assets, including profits from intra-group 
property sale, reclassifying current assets 
such as debtors into property develop-
ment costs, other liabilities and retained 
profits brought forward, inflating contract 
value and creating false invoices, dealer 
agreements, ledgers and bank deposit 
slips.  Tat Sang used three methods of 
manipulating its annual accounts for the 
year ended 31 July 2000, that is (i) by 
inflating fixed assets - inclusive of ficti-
tious invoices, (ii) inflating debtors’ bal-
ance - inclusive of payment for fictitious 
agreements and (iii) inflating revenue 
- inclusive of fictitious sales.

In some cases, more than one method 
was used which resulted in the number of 
cases presented in Figure 2 being great-
er than the number of companies studied. 

THE CONSEQUENCES

What was the outcome for the perpetra-
tors upon discovery of the fraudulent 
financial statements by the Securities 
Commission (SC)?

The managing director of Tat Sang 
was sentenced to five years’ imprisonment 
upon pleading guilty and was convicted 
on 3 September 2003.  However, on 19 
December 2003, upon his appeal, the cus-
todial sentence was reduced to five months 
and the High Court imposed a monetary 
fine of RM200,000.  An executive director 
of MMHB, Yeo Wee Siong, was issued a 
warrant of arrest on similar charges.

United U-Li’s external auditor was 
charged by the SC for inflating profit 
before tax declared by the company in its 
Annual Report and Financial Statements 
for the year ended 31 December 2004.  
The financial statements were audited 
by Roger Yue, Tan & Associates, in 
which the accused Yue Chi Kin was the 
engagement partner.  He was charged 
on 28 April 2009 for failing to pay the 
compound.  

Yue Chi Kin is also the chief executive 
officer-cum-director of United U-Li.  He 
was charged for abetting the director of 

Figure 2: Methods of Financial Statement Fraud
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Figure 3: Outcomes for Perpetrators
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United U-Li in furnishing false statements 
to Bursa Malaysia.  Upon conviction, he is 
liable to a fine not exceeding RM3 million 
or to imprisonment for a term not exceed-
ing 10 years or both. He was released on 
bail of RM100,000.

Out of eleven companies charged or 
prosecuted by the SC, only one com-
pany was publicly reprimanded and fined.  
The SC had publicly reprimanded GBH 
and its directors for breaching FRS 127, 
Consolidated Financial Statements and 
Investments in Subsidiaries, where it 
failed to eliminate profits arising from 
its intra-group sale of properties which 
resulted in overstatement of profits by 
RM121 million for the quarterly financial 
statements ended 31 December 2004.  
The managing director and executive 
director of the company were fined 
RM50,000.

LAST WORD

Financial statement fraud can have an 
impact on any person or organisation 
that has a financial interest in the success 
or failure of the company.  These analy-
ses conducted on 12 companies involved 
in financial statement fraud in Malaysia 
provided valuable insights into how the 
fraud was carried out, who committed the 
fraud and the penalties meted out to the 
perpetrators.  

Importantly, this study found that sim-
ilar to other jurisdictions, the senior man-
agement involving the chief executive 
officer and chairman is the main fraud-
ster in Malaysian companies.  Inflated 
revenue – by inflating trade receivables 
and creating fictitious sales - is the most 
common method of manipulating finan-
cial statements. Most glaringly, perpetra-

tors are sentenced to pay fines and are 
seldom put behind bars, indicating tooth-
less enforcement.  

Building on these findings, it is highly 
recommended that in the future, harsher 
sentences – including compulsory impris-
onment in addition to monetary fines 
- should be dealt out to perpetrators 
to deter management from committing 
fraud and to enhance confidence in the 
Malaysian regulatory and corporate gov-
ernance framework. 

This article is an edited version of a 
research paper on Financial Statement 
Fraud prepared by Professor Datin Dr. 
Hasnah Haron, a professor of Accounting at 
Universiti Sains Malaysia, and Mahanum 
Sulaiman, a lecturer at Universiti 
Teknologi MARA and a PhD student at 
Universiti Sains Malaysia. 
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WORLD NEWSaccounting |

CANADA: Insurers give warn-

ing about accounting changes

Canada’s life insurers have warned 
top regulatory, government and 
central bank officials that they 
believe the proposed accounting 
changes will seriously damage the 
reliability of their financial results 
and exacerbate downturns and 
upswings, reports Globe and Mail.
It reported that the CEOs of 
Manulife Financial Corp. and Sun 
Life Financial Corp. are asking pol-
icy makers to take a tough stance 
in the debate over International 
Financial Reporting Standards 
(IFRS), as the International 
Accounting Standards Board 
(IASB) prepares to release an initial 
draft of the rules. “One direction 
IFRS could take is to disassociate 
assets from liabilities and we think 
that would be a dreadful mistake,” 
Manulife CEO Don Guloien said 
in an interview with the news-
paper in mid-May. The industry 
has talked to Julie Dickson, the 
head of Canada’s banking and 
insurance regulator, as well as the 
federal Finance Department, he 
said. “We’ve also made the Bank 
of Canada aware of the issue 
because some interpretation of 
the rules could really increase the 
procyclical nature of the account-
ing results and have a knock-on 
impact.” The Canadian daily said 
banks have become unusually 
vocal in recent months in their crit-
icisms of proposals from foreign 
policy makers, and the insurers are 
now joining the fray. Ottawa’s top 
officials have come out swinging 
against a new bank tax, and the 
insurers are hoping that Dickson 
and Finance Minister Jim Flaherty 
will also pick up the fight on their 
behalf. “We have a system and a 
country that have come through 
the crisis very well, and we’re con-
cerned that we’re moving in some 
completely untested direction,” 
Sun Life CEO Don Stewart said in 
an interview.
The biggest concern that insurers 
have right now relates to the sec-
ond phase of the IFRS rules, which 
would not come into force before 
2013, the report noted. Canadian 
financial institutions have long 
ensured that the time horizon of 

their assets matches their liabili-
ties: For instance, if an insurer sells 
a 30-year annuity, it will match 
it with a similar-term bond. As a 
result, interest rate swings don’t 
create large issues in terms of sol-
vency and capital, Guloien said. 
“One of the reasons our industry 
did so well is that the Canadian 
regulatory and accounting stand-
ards forced companies to match 
assets and liabilities very effective-
ly,” he added. Insurers say the new 
rules threaten to separate the two 
sides of the balance sheet, so that 
assets and liabilities move inde-
pendently. The result would be a 
far less exact system that could 
produce gains and losses “that are 
not really real,” Guloien said. The 
Canadian Accounting Standards 
Board has already decided to 
adopt IFRS and Peter Martin, 
director of accounting standards, 
said the country will not pick and 
choose rules on a piecemeal basis. 
That means adopting the whole 
package, including the rules that 
would affect the insurers. 

INDIA: Experts discuss cost 

accounting standards

The expert group constituted by 
the Ministry of Corporate Affairs 
has specifically highlighted the 
need to develop cost accounting 
standards on the basis of generally 
accepted cost accounting princi-
ples. The cost accounting standards 
board is working to address the 
issue, reports Express News Service. 
So far, the board has released 12 
cost accounting standards, said B 
B Goyal, Advisor (Cost), Ministry of 
Corporate Affairs. He was address-
ing a gathering during a seminar 
on Mandatory Application of Cost 
Accounting Standards. Balwinder 
Singh, Central Council Member, 
The Institute of Cost and Works 
Accountants of India (ICWAI) said 
the Council of the Institute has 
made mandatory application of 
cost accounting standards one to 
12, with effect from accounting 
period commencing on or after 
1 April 2010 for preparation and 
certification of general purpose 
cost accounting statements. In 
case the members of the Institute 
in practice are of the opinion that 

the aforesaid cost accounting 
standards have not been complied 
with for preparation of cost state-
ment, it will be his duty to make 
a suitable disclosure or qualifica-
tion in his audit report or certifi-
cate. Rakesh Bhalla, Vice-Chairman, 
NIRC of ICWAI said the ICWAI will 
endeavour to facilitate the adop-
tion of cost accounting standards 
by industry and corporate entities 
to achieve desired objectives of 
standardisation of cost accounting 
practices. V S Datey, a renowned 
author on Indirect Taxes, shared 
the principles of valuation with ref-
erence to cost accounting stand-
ard on cost of production for cap-
tive consumption. 

EU: IFAC calls for transparent 

govt accounting

International Federation of 
Accountants (IFAC), a global insti-
tution for accountants comprising 
over 150 countries, has attributed 
the escalating sovereign debt cri-
sis in the Euro Zone, particularly 
in Greece, to the opaque govern-
ment accounting and has called 
for greater transparency in financial 
management. “Greece is a finan-
cial reporting crisis... and that is a 
serious problem,” said IFAC CEO 
Ian Ball, who was here for a meet-
ing organised by the Institute of 
Chartered Accountants of India 
(ICAI), reports ET Bureau. “There is 
an urgent need for an increased 
level of transparency in the gov-
ernments, in respect to how they 
use their finances; and what we are 
advocating is high quality financial 
reporting among governments,” he 
added. Ball said no crisis is local any-
more and given the ripple effect it 
can have worldwide, governments 
need to be more responsible and 
transparent in the way they han-
dle finances. ICAI President Amarjit 
Chopra said the Indian govern-
ment was moving towards greater 
accountability. “Our government 
is moving towards more transpar-
ency. They are moving from cash 
accounting (single-entry system) 
to double-entry system. Look at 
the Railways, look at the Municipal 
Corporation of Delhi, they are all 
adopting the double-entry system. 
It is a phase the government has 

to go through and they are doing 
it,” Chopra said. The double-entry 
bookkeeping refers to a set of rules 
to record financial information, 
wherein every transaction or event 
impacts at least two different heads 
to avoid error. The Greek economy 
is facing an over 12% deficit, with 
Athens struggling to meet its debt 
obligations. The European Union 
and the IMF hurriedly unveiled a 
near $1 trillion bailout package for 
the troubled Euro Zone countries 
in their bid to contain the Greek 
contagion to Greece itself and also 
to rescue their common currency, 
the euro, which has been battered 
since the breakout of the Greek 
crisis last month. Greece is part of 
the 16-nation Euro Zone grouping, 
which uses euro as the common 
currency. 

JAPAN: Accounting fraud raid 

targets FOI

Securities authorities in May 
raided semiconductor manu-
facturing equipment maker FOI 
Corp.’s head office in Sagamihara, 
Kanagawa Prefecture, suspect-
ing the firm cooked its financial 
statements when it went public 
on the Tokyo Stock Exchange’s 
Mothers market last November. 
FOI, which does business with 
major semiconductor makers 
mainly in Taiwan, China and 
South Korea, is suspected of 
booking bogus sales and pad-
ding most of its revenue state-
ments, market sources told a 
report published in Kyodo News. 
The Securities and Exchange 
Surveillance Commission (SESC) 
suspects FOI, established in 
October 1994 and capitalised 
at about ¥9.5 billion, breached 
the financial instruments and 
exchange law, and employees 
may be charged later with fraud. 
FOI reported that its consoli-
dated sales for fiscal 2008, which 
ended 31 March 2009, expanded 
about 25 per cent from a year 
earlier to ¥11.8 billion, and it is 
projecting its sales to grow 10 
per cent to ¥13 billion in fiscal 
2009. The SESC is also investigat-
ing the process under which FOI 
was listed on the Mothers stock 
market for startup companies. 
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IFAC 
NEWS

IPSASB PUBLISHES PROPOSALS FOR 

AMENDMENTS UNDER ITS ANNUAL 

IMPROVEMENTS PROJECT

(New York / 23 April 2010) - The International 

Public Sector Accounting Standards Board 

(IPSASB) has released for comment exposure 

draft (ED) 44, Improvements to International 

Public Sector Accounting Standards (IPSASs).

The release continues the IPSASB’s improve-

ments project, an annual undertaking intended 

to enhance the usability of IPSASs and thus 

facilitate global convergence. The IPSASB uses 

the improvements project to make non-urgent 

but necessary amendments to IPSASs.

ED 44 includes proposed improvements to 

existing IPSASs to maintain alignment with 

International Financial Reporting Standards 

(IFRSs), as well as other general improvements. 

The proposed amendments are related prima-

rily to requirements for recognition, measure-

ment, and disclosure and do not represent 

substantive revisions to the content of existing 

standards.

“Financial reporting in the public sector is 

dynamic,” said Andreas Bergmann, IPSASB Chair. 

“The IPSASB must continually reassess the IPSASs 

to ensure that they are relevant and up to date 

and that they are easy to use by preparers of 

public sector financial statements.” 

IPSASB PUBLISHES 2010 HANDBOOK OF 

PRONOUNCEMENTS

(New York / 6 May 2010) - The International Public 

Sector Accounting Standards Board (IPSASB) has 

published its 2010 Handbook of International 

Public Sector Accounting Pronouncements. In 

two volumes, the handbook contains all current 

IPSASB pronouncements, including 31 accrual-

based standards and the IPSASB’s cash basis 

standard. Five of these standards were approved 

by the IPSASB in 2009, including requirements 

and guidance for all aspects of accounting for 

financial instruments, as well as intangible assets 

and agriculture.

“The handbook represents the substantial com-

pletion of the IPSASB’s convergence programme 

and over a decade of work,” said IPSASB Chair 

Andreas Bergmann. “It provides the only global 

and comprehensive set of accounting require-

ments and guidance developed specifically for 

preparers of public sector financial statements. 

It is also a strong foundation for the next phase 

of the IPSASB’s work, including developing the 

IPSASB’s Conceptual Framework- a set of prin-

ciples that, following completion, will under-

pin the IPSASB’s standard-setting activities for 

the long-term and maintaining alignment with 

the International Accounting Standards Board’s 

International Financial Reporting Standards 

(IFRSs).”

Under the convergence programme, the IPSASB 

achieved substantial convergence with the IFRS 

requirements as of 31 December 2008, that are 

relevant for the public sector. 

IFAC AND THE PRINCE’S ACCOUNTING 

FOR SUSTAINABILITY PROJECT 

COLLABORATE TO PROMOTE 

SUSTAINABLE ORGANISATIONS

(New York / 4 May 2010) - The International 

Federation of Accountants (IFAC) and The Prince’s 

Accounting for Sustainability (A4S) Project have 

entered into a memorandum of understanding 

to support the global accountancy profession’s 

role in developing sustainable organisations.

Organisations are increasingly seeking new 

ways to maintain their economic performance 

and contributions to society in the face of 

challenge and crisis. Perhaps the most critical 

challenge facing business and society generally 

is to live within our ecological limits, while con-

tinuing to enjoy economic prosperity. IFAC and 

A4S believe that an essential part of the answer 

lies in going beyond traditional ways of thinking 

about performance and embedding sustain-

ability into strategy, governance, performance 

management, and reporting processes.

Key priorities to support the work of profes-

sional accountants in embedding sustainable 

practices include:

• Raising awareness and facilitating sharing 

and collaboration across the global account-

ancy community, for example, through the 

development of a community website for 

professional accountancy organisations, 

business leaders, academics, and other 

experts to exchange ideas and share good 

sustainability practice;

• Establishing an international integrated 

reporting committee to develop a new 

reporting model that will better reflect the 

interconnected impact of financial, environ-

mental, social, and governance factors on the 

long-term performance and condition of an 

organisation; and

• Incorporating accounting for sustainability 

within professional training and education.

Professional accountants in organisations sup-

port the sustainability efforts of the organisa-

tions they work for in leadership roles in strategy, 

governance, performance management, and 

reporting processes. They also oversee, meas-

ure, control, and communicate the long-term 

sustainable value creation of their organisations.

Paul Druckman, Chairman of the A4S Executive 

Board, states, “We will only be able to achieve 

a sustainable future if all organisations, and all 

individuals within those organisations, recog-

nise the role that they can and need to play. 

Effective action by the accounting and finance 

community to better account for sustainability 

is an essential part of the response. The collabo-

ration between IFAC and A4S will help to make 

this a reality.”

“Professional accountants play a vital role in 

helping to create sustainable organisations and 

markets, especially in the areas of account-

ability and measurement of results,” says Robert 

Bunting, President of IFAC. “I am delighted that 

our two organisations are working together to 

advance the role of sustainability leadership and 

reporting at a global level, fostering collabora-

tion with key stakeholders and developing best 

practices for integrating sustainability issues in 

the way we do business.” 

THE IFAC UPDATE PROVIDES 

 SUMMARIES OF IFAC DEVELOPMENTS 

OVER THE PAST MONTH.
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In defense of
Asset Diversity
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IN DEFENSE OF ASSET DIVERSITY

According to an article 
in Towers Watson’s 
Global Investment Matters 
publication, entitled Is 
Diversification Dead?, the 

firm asserts that the risk of an equity-
focused strategy remains high, especially 
given ongoing economic uncertainty and 
recommends that investors should seek 
both existing and new market opportuni-
ties to build more diversified portfolios.

Carl Hess, global head of investment 
at Towers Watson said: “Despite recent 
intermittent, short-lived peaks the equity 
party really ended as the new millen-
nium began, so a heavy reliance on 
this asset class would not have 
been a good strategy since 
then. While moving to 
a diversified portfolio 
is a higher govern-
ance approach than 
a simple bond/
equity portfolio, 
we think the effort 
is worthwhile for 
almost all institu-
tional asset owners.”

The firm suggests 
that a diverse portfo-
lio of market opportuni-
ties, combined with better 
techniques to manage liability 
risks, can improve efficiency by 20 to 
40 per cent compared to a simple bond/
equity mix. So for a comparable level of 
risk, returns in excess of the risk free 
rate, can be expected to be 20 to 40 per 
cent higher.

Carl Hess said: “This type of portfolio 
can be made up of beta opportunities 
and does not necessarily need to rely on 
active management to any great extent. 
As such it can be implemented with con-
siderably fewer managers than we would 
typically use in a fully active portfolio: so 
eight to 12 rather than 25 to 35 invest-
ment managers.”

The firm suggests three new specific 
diversification opportunities having con-
sidered the fundamentals: insurance-type 
strategies; the emerging market wealth 
theme; and alternative betas. Regarding 
insurance-type strategies it recommends 

reinsurance, accessed via catas-
trophe bonds, and other 

insurance-linked secu-
rities.

Carl Hess 
said: “Insurance 
strategies are 
fundamentally 
unlike the 
m a i n s t r e a m 
asset classes 
of equities, 

bonds and real 
estate, which rely 

to varying degrees 
on economic growth 

as the source of return 
and risk. Insurance strategies 

instead provide a risk transfer mecha-
nism, for which there should be a premi-
um that investors can take advantage of.”

According to the firm, many institu-
tional investors still have a very small 
allocation to emerging markets, for 
example, the emerging market weight-
ing is only around 10 per cent  (exclud-
ing Taiwan & Korea) in a global equity 
index. It recommends investors increase 
allocations to emerging markets, via com-
panies more directly exposed to emerg-
ing market growth, in areas such as 
infrastructure or domestic consumption, 
rather than on large global companies 
based in these countries. In addition, 
it believes that there is an alternative 
way of exploiting productivity growth by 
investing in a range of countries whose 

INSTITUTIONAL INVESTORS THAT HAVE DIVERSIFIED THEIR 

ASSETS AWAY FROM DEVELOPED MARKET EQUITIES DUR

ING THE PAST FIVE TO TEN YEARS WILL HAVE MADE THE 

CASE FOR DIVERSIFICATION AS ALMOST EVERY OTHER 

ASSET CLASS OUTPERFORMED THESE MARKETS DURING 

THIS PERIOD.

...three new spe-
cific diversification 

 opportunities having con-
sidered the fundamentals: 
insurance-type  strategies; 

the emerging market 
wealth theme; 

and  alternative 
betas.
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economic fundamentals look strong, via 
a basket of emerging market currencies. 
Furthermore, with over 70 per cent of 
the emerging market debt now denomi-
nated in local currency bonds, emerging 
markets are now much less exposed to a 
currency crisis making their debt a more 
attractive investment.

Carl Hess said: “We believe 
that emerging market econo-
mies will continue to grow 
strongly, due to a mix 
of rising productivity, 
economic and financial 
reforms, and favour-
able demographics. 
However, institutional 
investors face signifi-
cant complexity and 
potentially high fees, if 
not careful, when trying 
to build a portfolio that cap-
tures this long-term trend and 
should also recognise the govern-
ance implications of following such a 
strategy.”

Towers Watson also believes the use 
of ‘alternative’ (or exotic) betas can have 
a strong diversifying effect on a fund’s 
portfolio if properly constructed. It sug-
gests there are two main ways to access 
them: first by applying strategies that 
exploit asset classes not typically used by 
most investors, such as reinsurance and 
volatility strategies as well as emerging 
market currencies. And second through 
strategies that exploit systematic risk 
premia in conventional asset classes, 
which includes investing in value and 
small cap stocks, as well as carry and 
potentially momentum strategies across 
a range of markets, as well as merger 
arbitrage and convertible arbitrage.

Carl Hess said: “What is important 
with ‘alternative’ betas is to focus on 
those that are genuinely different and 
genuinely diversifying. We would there-
fore look to exclude, as far as is practical, 
any beta exposures that we can achieve 
more cheaply elsewhere in a portfolio. 
This is of key importance as what we are 
trying to achieve for our clients is diversi-
fication at the right price.” 

TABLE 1: INDEX RETURNS (%) OVER PERIODS TO 31 MARCH 2009 

 1 year 5 years* 10 years**

Developed equities -19.8 1.9 -0.6

Emerging market equities -26.6 11.8 10.0

UK real estate -25.5 1.9 6.3

Emerging market debt -8.1 6.4 11.6

Commodities -25.8 10.4 10.1

High yield debt 11.4 4.8 3.7

Global investment-grade credit 31.8 9.2 6.5

Catastrophe bonds** 2.0 7.3 7.5

* annualised **10-year figure represents annualised return since inception; inception 4 January 
2002  

TABLE 2: EXAMPLE OF A DIVERSIFIED PORTFOLIO

Global credit 22% Emerging market debt 3%

Credit default swaps 3% Alternative beta strategies 6%

Long dated domestic bonds 31% Property 4%

Market cap equities 6% Secured loans 3%

Enhanced equities 6% Commodities 3%

Emerging market equities 2% Reinsurance 4%

Emerging market currency 4% Asset backed securities 3%

 Total 100%

We believe that 
emerging market 

economies will continue 
to grow strongly, due to a 
mix of rising productivity, 
economic and financial 
reforms, and favourable 

demographics. 

Global Investment Matters is an annual publication cover-
ing topical investment issues and is available at: http://
www.towerswatson.com/research/1490. Towers Watson 
Investment is focused on creating financial value for the 
world’s leading institutional investors through its expertise 
in risk assessment, strategic asset allocation and invest-
ment manager selection. It is a division of Towers Watson’s 
Risk and Financial Services business and has over 675 
associates worldwide. 

IN DEFENSE OF ASSET DIVERSITY



JUNE 2010 |  ACCOUNTANTS  TODAY      51     



52     ACCOUNTANTS TODAY | JUNE 2010UNTANTS TODAY | JUNE 2010

management+business

These questions are not exhaustive and 
may need to be supplemented by specific 
questions that are appropriate to the 
particular business.

KEY ELEMENTS OF CASH 

FLOW MANAGEMENT

•  Who has overall responsibility for cash 
flow management?

•  Is there a clearly defined cash man-
agement policy?

•  Are there procedures to identify and 
report any departures from policy 
and procedures for cash flow manage-
ment?

•  Does the business have a centralised 
or decentralised cash management 
system?

•  Which persons are dedicated to the 
day-to-day management and monitor-
ing of cash?

•  Is there a system to review cash bal-
ances in decentralised locations so 
that surplus cash is identified and 

Tips to improve 

liquidity
management
The following questions may help accountants identify opportunities 
to improve how their business manages their cash resources. 
With global confidence shaky due to concerns over the ability 
of a number of European nations to meet their debt obligations, 
it may be prudent for accountants to revisit the 
liquidity management processes of 
their business.
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TIPS TO IMPROVE LIQUIDITY MANAGEMENT

directed to projects on a global prior-
ity? 

•  Is there a well-developed sense of cash 
consciousness in each area that might 
have an impact on cash flow and han-
dling of liquid assets?

•  Are staff experienced and well-trained 
in cash management techniques?

•  Are sources of committed funding 
available as a buffer for unexpected 
requirements, to overcome timing dif-
ferences or to accommodate short-
term systemic fluctuations?

ANNUAL BUDGET

•  Does the person responsible for man-
aging the cash have responsibility for 
planning cash flow and participate in 
the development of the annual operat-
ing budget?

•  Does the budget of gross cash receipts 
and payments for the financial year 
include capital expenditure, acquisi-
tions, tax payments, drawings, divi-
dends or investments?

•  Has a buffer cash balance been calcu-
lated, taking account of the magnitude 
and timing of possible shorter unpre-
dictable fluctuations in receipts or pay-
ments?

•  Is there a current sensitivity analysis 
that indicates the effect on cash flow 
of varying levels of business activity?

•  What is the worst case scenario and 
could the business survive under 
those conditions?

•  Does the annual budget cash flow 
statement include details of available 
committed or uncommitted undrawn 
funding sources?

CASH FLOW FORECASTS

•  Is the cash flow forecast, revised fre-
quently (daily, weekly or as appropri-
ate) to reflect significant changes?

•  Has senior management reviewed a 
monthly cash flow forecast for the 
financial year and has it been recon-
ciled to the operating plan?

•  Is there an effective communication 
system to advise the cash manager of 

FINANCIAL RISK MANAGEMENT
•  Is adequate liaison maintained between the person 

assigned responsibility for managing the cash and staff 

responsible for management of the business’ financing 

and risks?

•  Has information relating to market risk been commu-

nicated so that hedging can be undertaken to stabilise 

related cash flows?
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unusual payments or changes in the 
amount and timing of receipts?

•  What capital expenditures are planned 
and how are they to be financed?

•  Are actual cash flows compared with 
forecasts and any significant differ-
ences investigated and explained so 
that, if appropriate, the forecasting 
process can be improved?

•  Have extreme (unlikely but possible) 
scenarios been applied to ascertain 
weak points in the cash flow?

MANAGEMENT INFORMA-

TION REPORTING

•  Does the accounting system provide 
for collecting and reporting key infor-
mation in a format and frequency that 
promotes decision-making?

CHECKLIST FOR MANAGING CASH 

FLOW AND LIQUID ASSETS

ASSOCIATED COSTS

•  Are there ongoing efforts to reduce 
transaction costs, including negotia-
tion with banks and evaluations of new 
transaction techniques?

•  Is there a watching brief to monitor 
developments and changes in legisla-
tion and technology that may affect 
the processes of cash flow manage-
ment and related costs?

LIQUID ASSETS

•  Is there a clearly defined policy and 
objective for investing surplus funds 
and measuring the performance of 
this activity?

•  Is there a policy defining the criteria 
for the use of short-term deposits?

•  Does the daily banking system iden-
tify cash which is surplus to current 
requirements, so that such surpluses 
can be credited with interest or oth-
erwise invested in appropriate short-
term wholesale banking facilities 
(such as 11a.m. cash deposits, bank 
bills etc.)?

•  Are the values of liquid assets con-
stantly monitored?

FINANCING AND FUNDING

•  Where new funding needs to be includ-
ed in the cash flow, is it committed or 
uncommitted?

•  Have potential funding products been 
analysed to assess the most appropri-
ate together with the best interest, 
fees and lending conditions?

•  Have the banks or other sources of 
funding been consulted? Do they have 
enough information to give to gain 
approval in principle?

•  Have you recently talked to a different 
bank to verify that your current bank 
is being “competitive” with interest 
rates and fees?

TIPS TO IMPROVE LIQUIDITY MANAGEMENT

WORKING CAPITAL
•  Have performance standards been agreed for cash invest-

ed in inventories, accounts receivable and other current 

assets, and have clearly defined policies and objectives 

been set for accounts payable and disbursements?

•  Are operating managers informed of the cost of holding 

excess inventory over agreed levels?

•  Is there a report identifying delays in collection of accounts 

receivable balances which highlights the cost of overdue 

accounts?

•  Does the business prepare regular 
cash flow forecasts and use them to 
plan new and replacement funding 
requirements?

•  How far ahead does the business plan 
new and replacement funding require-
ments? Are these plans reviewed for 
effectiveness?

•  Does the term of the funding match 
the term of the asset being funded?

•  Is the maturity of facilities and funding 
spaced out over time?

•  Does the organisation receive regular 
briefings from their bankers on market 
conditions and funding opportunities?

•  Have the costs of each financing facil-
ity been compared?

•  Has any possible change of direction 
of the company been assessed for its 
impact on financing?

•  Are there ways to restructure the 
business and reduce working capital 
needs?

•  Does the business have unproductive 
or underutilised assets that can be 
converted into cash reserves?

INTERNAL CONTROLS

•  Are there adequate systems to moni-
tor, measure and manage the daily 
collection and disbursement of cash 
and the daily investment of cash?

•  Is the system of internal controls over 
cash collection and disbursements, 
cash investments and liquid assets 
assessed periodically to ensure it is 
effective?

This article is contributed by CPA Australia. 
For more information on CPA Australia, 
please visit www.cpaaustralia.com.au
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branding 
for Success

management+business

It might be argued that 
branding is superficial 
and shallow because it 
deals with the exter-
nal image, whether it’s 

a business brand or a personal 
brand. However, in a com-
petitive market saturated with 
brands, where audiences lack 
the luxury of time to assess 
products or people in-depth, 
brands are used to help peo-
ple make choices.

Judging on image and 
appearances is apparently 
intrinsic. In a recent University 
of Michigan study, research-
ers found that even toddlers 
aged three to five years old 
were found to be very capable 
of recognising child-oriented 
brands such as Disney, Lego, 
My Little Pony and Bratz, and 
even mass-market brands 

such as McDonald’s, Pepsi, 
and Toyota. “It goes to show 
that the seeds of good and 
recognisable brands should 
be nurtured early,” said 
Suseela Menon, Executive 
Director, UMW Corporation 
Berhad at the MIA seminar 
entitled Women in Leadership 
Today: Unleash Your Potential, 
Impact the World.  

Investing in 
Branding 

Takes Time
Like other good things in 
life, it takes time to build up 
a solid recognisable brand. 
“Branding is the slow court-
ship of the target market,” 
said Menon. “Brands must 

build relationships and endear 
themselves to the customer.” 
Sudden propositions as well 
as concerted and unnatural 
efforts at branding could turn 
customers off. “The slow 

build-up is best; don’t stalk 
your customer.”

Although the initial posi-
tive impression of a brand may 
persuade customers to buy, 
brands must also be backed 
by substance in order to 
retain customer interest and 
loyalty. Good brands keep up 
with customer expectations 
while only making promises 
that can be kept. Menon also 
cautioned against competing 
solely on the physical features 
or the monetary aspects of a 
product, which can be short-
lived. Products are being 
continuously reinvented and 
improved, whereas compet-
ing on price will erode profit 
margins and could deplete 
reserves, making a compa-
ny unsustainable in the long 
term. 

THERE ARE ONLY SO MANY WAYS TO DESIGN A TOOTHBRUSH, BUT TOOTHBRUSH BRANDS 

CAN MAKE THEMSELVES UNIQUE: WITNESS JORDAN AND ORAL B. LIKEWISE, THERE ARE 

SIX BILLION PEOPLE ON EARTH, BUT YOU HAVE YOUR OWN DISTINCTIVE AND INVALUABLE 

STRENGTHS. HOW WELL YOU COMMUNICATE YOUR INDIVIDUAL STRENGTHS CAN MAKE 

YOU STAND OUT, OR BLEND INVISIBLY INTO THE MADDING CROWD.

Nazatul Izma

Suseela Menon, 
Executive Director, 
UMW Corporation Berhad
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BRANDING FOR SUCCESS

Likewise, where personal 
brands are concerned, it is not 
sufficient to simply present 
an attractive facade. Nature 
abhors a vacuum; ditto society 
and aesthetic airheads. How 
can we communicate our sub-
stance effectively? “Talk about 
your interests and life and 
ask about others’ interests 
and lives,” advised Menon, 
“because you are you and no 
one can be more you than 
you. Branding is not about 
being someone or something 
that you’re not. The trick is 
to get someone to like you 
for you.”

Good Brands 
are Active 

and Durable
The branding process kicks 
into action the minute you 
step out into the world, and 
branding takes place with or 
without your participation. “If 
you don’t define yourself, you 
run the risk of others defining 
you negatively,” she said.

Brands should also be 
refreshed. “Any longstanding 
brand strategy is in danger 
of becoming formulaic and 
stale,” warned Menon. “A 

good brand balances main-
taining a strong identity with 
flexibility.” Sexy superspy 
James Bond exemplifies a 
strong brand identity. The 
movie franchise seems virtu-
ally indestructible despite the 
many changes made to titil-
late audiences and keep them 
returning for more. Initially a 
suave, dapper spy laden with 
gadgets in the earlier instal-
ments, Bond in his last two 
outings with Daniel Craig in 
the role has evolved into a 
more human, more menac-
ing spy – with blond hair no 
less. Why does Bond still 
appeal? “Because the essence 

of Bond is changeless. You 
don’t change what makes 
James Bond tick.” Menon also 
praised the Bond franchise for 
leveraging all senses, which is 
what a good brand does. “The 
theme music is maintained; 
even if you shut your eyes, you 
know it’s a James Bond movie. 
The man himself remains 
suave and dangerous. As long 
as such Bondisms are present, 
the James Bond brand will 
endure.”

Menon also used her own 
employer – UMW Holdings 
Berhad – to illustrate the evo-
lution of a classic brand. UMW 
has long been associated with 
Toyota; however, the PLC has 
other important core busi-
nesses such as equipment, 
manufacturing and engineer-
ing, and oil and gas which con-

Likewise, where personal 

G d B d
good brand balances main-

Products are being 
continuously 
reinvented and 
improved, whereas 
competing on price 
will erode profit 
margins and could 
deplete reserves, 
making a company 
unsustainable in the 
long term. 
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tribute significantly to turno-
ver and profits. “The decision 
to rebrand and transform into 
a world-class brand was taken 
because the old logo was 30 
years old and the public was 
not aware of some of our 
core businesses despite our 
fast and spectacular growth.” 
Did the rebranding process 
work? “Today, we are seen as a 
vibrant, forward-looking inter-
national business conglomer-
ate without losing our core val-
ues, and ranked by the Asian 
Wall Street Journal as one of 
the five most admired compa-
nies in Malaysia,” said Menon, 
without missing a beat. 

While it takes time to 
erect a solid image, brands 
can be battered – or worse, 
destroyed - in the blink of an 
eye. We’ve all seen how Tiger 
Woods’ indiscretions demol-
ished his billion-dollar brand 
– and even a post-apocalyptic 
apologetic stance has failed 
to restore the golfer to his 
former glory. This truly is a 
case where old perceptions 
need to be forgotten before 
new truths can be accepted. 

UMW faced its own 
branding battle due to the 
Toyota recall crisis, which 
dented the Toyota brand and 
will pressure the auto giant to 
invest in rebuilding its brand 
and re-establishing trust with 
stakeholders. “While the big 
problem belongs to Toyota 
of Japan, the negative public-
ity impacts us also,” admit-
ted Menon. “Our job was to 
consciously inform people 
that Toyota vehicles here 
are unaffected by the recall 
because our car components 
here are made by different 
vendors and there are differ-
ences in specifications too 
from the cars in the US and 

European markets. Only the 
Prius, which is fully imported 
from Japan, had to be recalled. 
Since there were only sixty 
units of Prius sold and it was 
merely a software problem, it 
was very easy to fix.” 

Capitalising 
on Your 

Personal 
Brand

Branding isn’t just for cattle 
and companies; it’s also for 
people. “Use personal brand-
ing to realise your true career 
potential,” urged Menon to the 
rapt audience consisting main-

ly of women financial profes-
sionals, with some males too.

What are the do’s and 
don’ts of personal branding? 
One, pay attention to your 
appearance. “The way you 
look is your personal logo. 
Shaping your external image 
is about putting your best foot 
forward.” said Menon. Since 
top-notch employers don’t 
have time to peruse lengthy 
resumes, it’s easy for them 
to take a few seconds to form 
an opinion of you based on 
the way you look. Menon esti-
mates that 80% of somebody’s 

first opinion of you is based 
on what you look like, 10% on 
when you open your mouth 
and the final 10% on what you 
actually know and do. “While 
it’s what is on the inside that 
counts, unfortunately, people 
can’t see your pancreas,” she 
joked.

Two, do take the time to 
examine your life. Branding 
isn’t just cosmetic; it requires 
deep and meaningful chang-
es in spirit, attitude and 
behaviour. Fur thermore, 
branding is only ef fective 
if you understand yourself 

Branding isn’t just cosmetic; it requires 
deep and meaningful changes in spirit, 
attitude and behaviour. Furthermore, 
branding is only effective if you 
understand yourself before you ask 
others to understand you. 

before you ask others to 
understand you. “Ask your-
self: what do I stand for? 
What makes me stand out? 
What adjectives would I use 
to describe myself? And if 
I could change these adjec-
tives, what would I change 
them to?” Bear in mind that 
a key ingredient in the new 
you that you want to create 
would be passion. Nobody 
can be extremely successful 
in what they do without pas-
sion. “So whatever it is that 
you aim for, you have to want 
it with every fibre of your 
being,” said Menon.  

Three, make sure that 
your skills match your pas-
sion. Passion without skills 
can be equated to owning a 
Lexus without petrol in the 
gas tank, quipped Menon. 
Equip yourself with the req-
uisite skills through lifelong 
learning, and do keep an eye 
out for new technologies and 
tools that can enhance your 
value as a professional.  

Four, do ensure that you 
make yourself heard by speak-

BRANDING FOR SUCCESS
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TIDYING UP YOUR ACT

ing clearly and fluently. You 
might have the world’s most 
brilliant ideas, but mum-
bling your way through a 
presentation won’t convince 
your audience – and it won’t 
brand you positively.

Five, do enhance your 
people skills. Take the time 
to observe how people 
interact. “The easiest way to 
work on your people skills,” 
said Menon, “is to make it 
about them as much as it is 
about you.” 

Six, go the extra mile 
and give back to society, 
sincerely and genuinely, 
because people look up to 
those who are generous and 
altruistic. Companies that 
excel in corporate social 
responsibility tend to be 
among the most admired, 
and so are philanthropists, 
benefactors and volunteers. 
Take up a cause you feel 
passionately about. 

Last but not least, 
Menon urged women to 
look beyond gender bar-
riers and to capitalise on 

feminine strengths. Women 
don’t need to become more 
masculine than men in 
order to be empowered 
and to crack the glass ceil-
ing. Differences can be 
an advantage, balanced 
with the right degree of 
professionalism and assert-
iveness. Menon advised 
women to rely on certain 
almost-exclusive feminine 
traits, such as the much-
vaunted feminine instinct 
or sixth sense. “It is impor-
tant to trust your instincts, 
because feminine instincts 
are usually right.” 

Nearly 50 per cent of 
the Malaysian Institute of 
Accountant’s members are 
female, with the number set 
to increase as more women 
graduate. MIA intends to 
nurture the nation’s femi-
nine assets by helping more 
women to develop pro-
fessionally through CPE 
(Continuing Professional 
Education) programmes tai-
lored to meet their specific 
needs and interests. 
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Suppliers are now expected by 
some of their global customers 
to demonstrate greenhouse gas 
emissions management, aware-
ness and action, in order to 

maintain business relationships, a Carbon 
Disclosure Project (CDP) report shows.

The second annual CDP Supply Chain 
Report, produced by A.T. Kearney, sum-
marises climate change information* from 
710 suppliers. Members, who include 
global customers, such as Dell, Juniper 
Networks, National Grid, PepsiCo and 
Reckitt Benckiser are requesting their 
suppliers to disclose data via the CDP 
Supply Chain programme. Although this 
report shows significant improvement in 
best practices over last year’s results, sup-
pliers still have a long way to go. 

The 44 CDP Supply Chain member 
companies (see below) are leading in car-
bon management within their own busi-
nesses and expecting their suppliers to 
demonstrate strong carbon management 
strategies too:

89% of CDP Supply Chain mem-
bers have an established strategy 
to engage with suppliers on car-
bon related issues. 
91% of members have a board level 
executive responsible for climate 
change, compared to 80% within 
the Global 500 constituents.** 
90% have an emissions or energy 
reduction plan in place, compared 
to 51% in the Global 500.** 

lifestyle | TRENDS

Carbon management becomes a key 
part of corporate supply chain strategy 
for major global companies
A.T. KEARNEY’S SECOND ANNUAL CARBON DISCLOSURE PROJECT CDP SUPPLY CHAIN 

REPORT SHOWS THAT 6% OF LEADING COMPANIES ALREADY DESELECT SUPPLIERS WHO 

FAIL TO MANAGE CARBON, WHILE 56% ARE COMMITTED TO DO SO IN THE FUTURE.
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The majority of CDP Supply Chain 
members (56%) have also stated they 
actually expect to deselect some suppliers 
in the future for failing to meet carbon 
management criteria set by the compa-
nies. This is an increase from just 6% of 
members who would deselect suppliers 
today for failure to manage carbon. Some 
also indicate that they intend to develop 
contracts which require improved car-
bon management. These companies are 
choosing to take these steps ahead of 
regulation, because they make good busi-
ness sense.

“We see carbon management as an 
increasingly important part of supplier 
engagement. It makes good business 
sense for us to work with suppliers 
who understand how climate change is 
impacting their business and manage 
these issues properly,” said Brad Minnis, 
Director of Environmental, Health, Safety 
and Security at Juniper Networks.

The report shows that the importance 
granted by CDP Supply Chain members 
to managing carbon targets versus classic 
procurement targets is expected to triple 
in the next five years. 

CARBON MANAGEMENT BECOMES A KEY PART OF CORPORATE 

SUPPLY CHAIN STRATEGY FOR MAJOR GLOBAL COMPANIES
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Corporate CEOs and 
boards of directors are 
demanding results from 
company carbon reduc-
tion programmes not 
only for the environ-
mental benefits, but for 
cost-reduction benefits 
as well. The challenge 
moving forward is for 
additional corporations 
and suppliers to opera-
tionalise their carbon 
reduction strategies.

The majority of CDP 
Supply Chain members 
(56%) have also stated 
they actually expect to 
deselect some suppliers 
in the future for failing 
to meet carbon manage-
ment criteria set by the 
companies. 
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”It is clear that some companies are 
now requiring their suppliers to address 
carbon management as a core business 
issue. This is no longer a ‘nice to have’ 
for the leaders, it is becoming a ‘need 
to have’ and we expect to see this trend 
growing across the whole business sec-
tor,“ said Paul Dickinson, CEO, CDP.

However, the report shows that 
despite the fact that a significant propor-
tion of carbon emissions are typically 
found in the supply chain, it is still a chal-
lenging area for member companies to 
measure and just 20% report figures for 
supply chain emissions.

A.T. Kearney partner and study co-
leader Daniel Mahler said, “Major cor-
porations are taking carbon reduction 
seriously and are developing strategies 
to address carbon emissions in their sup-
ply chains. Corporate CEOs and boards 
of directors are demanding results from 
company carbon reduction programmes 
not only for the environmental benefits, 

but for cost-reduction benefits as well. 
The challenge moving forward is for 
additional corporations and suppliers to 
operationalise their carbon reduction 
strategies.”

In 2009, of the 710 suppliers dis-
closing to their customers through the 
CDP Supply Chain programme, 48% 
were reporting for the first time. The 
majority (60%) have appointed a board 
member responsible for climate change 
and while 56% have a reduction plan, 
38% have committed to clear targets; 
which tend to be short term (majority 
under two years). Companies are also 
reporting considerable cost benefits of 
carbon reduction programmes - HP and 
Allianz report significant commercial 
benefits in addressing climate change 
related issues. 

*Suppliers are asked to report on green-
house gas emissions and reduction tar-
gets; governance and assessment of risks 

and opportunities associated with climate 
change. 
**The Global 500 is Fortune magazine’s 
annual rankings of the world’s 500 largest 
corporations. 82% of the world’s largest 500 
companies also report through CDP.
A full copy of the CDP Supply Chain 
Report 2010 is available at “http://www.
cdproject.net” Participating companies 
include Acer, BAE Systems, Bank of 
America, Baxter International, Cadbury, 
Carrefour, Colgate-Palmolive Company, 
ConAgra Foods, Dell, EMC Corporation, 
ENEL, FIJI Water, GlaxoSmithKline, 
Google, H.J. Heinz Company, HP, IBM, 
Imperial Tobacco Group, Johnson 
& Johnson, Johnson Controls, Juniper 
Networks, Kao, L’Oréal, Logica, National 
Australia Group, Europe, National Grid, 
Newmont Mining Corporation, PepsiCo, 
Procter & Gamble Company, Reckitt 
Benckiser, Royal Mail Group, Sony 
Corporation, Unilever, Vivendi, Vodafone 
Group. 

CARBON MANAGEMENT BECOMES A KEY PART OF CORPORATE 

SUPPLY CHAIN STRATEGY FOR MAJOR GLOBAL COMPANIES
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It is clear that some com-
panies are now requiring 
their suppliers to address 
carbon management as a 
core business issue. This is 
no longer a ‘nice to have’ 
for the leaders, it is becom-
ing a ‘need to have’ and 
we expect to see this trend 
growing across the whole 
business sector.
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Mode of Payments

1. Online Payment 

 (our preferred choice)   

2. Credit Card   

3. Cheque  

4. Payment in Foreign 

 Currency

    

1. Online Payment

www.cimbclicks.com.my, www.maybank2u.com.my*, 

www.rhbbank.com.my. www.eonbank.com.my        

* You can pay your annual membership subscription and annual practising 

certificate fee online using your Maybank deposit accounts or with any 

credit card – Visa and Mastercard issued by banks and financial institutions 

incorporated in Malaysia at the Maybank’s portal.

2. Credit Card

To enjoy this service, members need to complete and fax the 

Credit Card Authorisation Form together with the Notice of Annual 

Subscription/Notice of Annual Practising Certificate Fee to 03 – 2273 

7533. Members may opt for auto debit by credit card to expedite the 

payment. Those who opted for auto debit previously, the card will be 

charged in July every year. If you have changed your credit card or you 

have been reissued another card due to the expiry of your current card, 

please notify us in advance.

3. Cheque

Payment should be made payable to “MALAYSIAN INSTITUTE OF 

ACCOUNTANTS – M/No. XXXXX” (M/No. is the membership number). 

Please write your full name, the purpose of payment (e.g. annual 

subscription 10/11, advance subscription 11/12, annual practising 

certificate fee 10/11, etc) and your contact number at the back of the 

cheque. For outstation cheque, please include RM0.50 for bank charges.

4. Payment in Foreign Currency

For members residing overseas, payment of annual subscription can be 

made in foreign currency via bank draft (inclusive of all charges by the 

bank). For more information on the amount to be remitted in foreign 

currency, please log on to our website  www.mia.org.my.

Malaysian Institute of Accountants
Dewan Akauntan, 2 Jalan Tun Sambanthan 3, 
Brickfields, 50470 Kuala Lumpur, Malaysia.   
Tel : (603) 2279 9200  Fax : (603) 2279 9386

PROUD HOST:

ANNOUNCEMENT ON NOTICE OF 
ANNUAL SUBSCRIPTION AND 

PRACTISING CERTIFICATE 2010/2011

The Annual Membership Subscription and Practising Certificate Fee for the financial year 2010/2011 will be due on 1 July 2010. The 

Notice had been sent out to members this month. Therefore, please keep an eye for the notice in your mailbox.  

Please be informed that the Institute may suspend the delivery of the hardcopy of the Accountants Today to you until the 

payment is received.

Once your payment has been received by the Institute, you may print a copy of the receipt (usually available within 14 working days 

after remittance of payment) from the Institute’s website. If you have forgotten your password, please send an e-mail to 

password@mia.org.my and include your name and membership number. 

Please update your personal profile, correspondence address, email address and also indicate your preference to receive the 

payment notice online or via normal mail for the next financial year 2011/2012 online. Alternatively you may email your details to 

membership@mia.org.my.

Please contact Cik Ilyana (ext 149) or Cik Erma (ext 152) or Cik Aishah (ext 356) or Cik Azizah (ext 148) or Cik Yusellia (ext 363) of the 

Finance Department at 03-2279 9200 or email to finance@mia.org.my if you have any queries.
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lifestyle | TRAVEL

It’s really funny how history works. 
What was once a means for troops to 
traverse mountains during World War 
I has now become an edgy sport that 
lets novice climbers scale peaks that 

were otherwise unattainable without the suf-
ficient skills of a mountaineer. Although the 
first via ferrata route, Italian for ‘fully equipped 
route’, was built in 1869 in Hocher Daschein 
by the Austrians, it was the via ferrata in the 
Dolomites built in 1914 and used by World 
War I troops that later gave birth to the out-
door sport. The abandoned route left after the 
war was re-discovered by some enterprising 
individuals who then recognised the tourism 
potential of the trail and before you know it, via 
ferrata became one of the most popular active 
holidays in Europe, with trails in Switzerland, 
France, Italy, Spain and Germany, to name a 
few.

There are over 300 via ferrate routes world-
wide, but the one in Mount Kinabalu, Sabah, 
on the island of Borneo, is Asia’s first. Not only 
that, the via ferrata that opened in December 

2007 at Mount Kinabalu’s Panar Laban rock 
face is also recognised as the world’s highest 
in the Guinness World Records, beginning 
at 3,411 metres and ending at 3,776 metres. 
(The world’s second highest via ferrata stands 
at 3,343 metres and is found halfway across 
the globe in the Italian Dolomites on the 
Marmolada West ridge.)   

So what exactly is a via ferrata? In short, 
it’s a route that lets hikers move safely through 
the face of the mountain. Often, these are trails 
set up with heavy-gauge steel wire cables that 
often combine metal bars or posts, rungs 
of metal that are like ladders, stemples, or 
steps created from wood and secured to the 
mountainside, and even bridges. As one via 
ferrata insider says, so long as one knows how 
to put one foot ahead of the other or climb a 
ladder, the via ferrata can offer inexperienced 
climbers and those who adore the outdoors 
the chance to access exceptional views of the 
mountain environment that were previously 
enjoyed by rock climbers and the privileged 
few.  

Anis Ramli

The iron paths of

THINKING OF CLIMBING MOUNT KINABALU? THAT WAS SO, 

OH, YESTERDAY. TIME TO THINK VIA FERRATA. 

 Kinabalu
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OLD, BUT NOT FORGOTTEN
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Mount Kinabalu’s via ferrata is an 
approximately 1.2 kilometre-long route 
that traverses varying difficulties while 
presenting climbers with wide-ranging 
scenes of Borneo’s beautiful landscape. 
Hikers have the option of choosing 
between two different routes with vary-
ing levels of intensity. The 430-metre long 
‘Walk The Torq’ route takes just under 
three hours to complete and is recom-
mended for beginners attempting to expe-
rience the via ferrata for the first time. The 
intermediate ‘Low’s Peak Circuit’ takes 
hikers to Mount Kinabalu’s highest 
point at 4,095m in four to five hours. 
Trekking across a route that spans 
763 metres, the trail is best for those 
with above-average fitness levels (this 
is, after all, a mountain environment). 
It brings hikers across a 22-metre 
footbridge suspended at about 3,600 
metres above sea level that offers stun-
ning views of the mountain plateau.  

Managed by Mountain Torq Sdn 
Bhd, Mount Kinabalu’s via ferrata can 
be attempted by anyone from ages 
nine to 70, so long as they have the 
spirit of adventure. Doing the routes 
require no belay devices, rock shoes or 
other rock climbing gear, and best of all, 
no experience in rock climbing or moun-
taineering is necessary, either. 

In fact, via ferrata is considered the 
safest of all mountaineering sports includ-
ing hiking, abseiling, rock climbing and 
alpine mountaineering. It is the fastest and 
easiest way for non-climbers to experience 

the highs of the vertical world, climbing 
impressive cliffs, rocks and mountains.

The via ferrata on Mount Kinabalu 
lets climbers experience high-altitude 
adventure amid the stunning and classic 
lines of the mountain’s mass granite envi-
ronment. Mount Kinabalu is also located 
in Kinabalu Park, which was declared as 
Malaysia’s first World Heritage Site by 
UNESCO in December 2000. The park 
teems with an amazing variety of flora and 
fauna and is home to about 1,200 species 

of orchids, 26 species of rhododendrons, 
nine species of Nepenthes pitcher plants, 
over 80 species of fig trees, 60 species 
of oaks and chestnut trees, 100 species 
of mammals, and 326 species of birds – 
some of which can be seen and found on 
the mountain itself. 

As with any other sport, safety issues 
are also swiftly addressed. In constructing 
Mount Kinabalu’s via ferrata, the team at 

Mountain Torq enlisted the help of a 
team of pre-eminent via ferrata builders 
from Europe, using CE Mark-approved 
materials that carry the certificate of 
Conformity from the French Agency of 
Tourist Engineering (AFIT). The via fer-
rata is able to withstand up to a maximum 
of 3,000 kilogrammes of weight at any 
one point.

Additionally, the Personal Protective 
Equipment (PPE) that comprises safety 
helmets, harnesses, dynamic ropes and 

Energy Absorber Lanyards are all certi-
fied by the International Climbing and 
Mountaineering Federation (UIAA), 
which meets the EN958 standard. 
Trainers undergo mandatory regu-
lar skills certification and upgrading 
with training standards and sylla-
bus endorsed by the International 
Climbing and Mountaineering 
Federation (UIAA). Regular safety 
checks and maintenance are also con-
ducted on the via ferrata equipment. 

Prior to every climb, a Mountain 
Torq trainer provides a full-safety 
briefing and training on the prop-

er use of safety devices. The experts 
also accompany climbers on the chosen 
routes, providing tips and guidance on 
negotiating difficult obstacles along the 
way. With climbers hooked up to the con-
tinuous belay system employed through-
out the via ferrata route, it is almost 
impossible for anyone to deviate from the 
rung-equipped route, hence making this 
exhilarating experience easy for all. 

Mount Kinabalu 
Located in the scenic state of Sabah, 

East Malaysia. Although Sabah is located 

just three hours away by flight from the 

capital of Kuala Lumpur, home to the 

World Congress of Accountants 2010, 

it offers an entirely new cultural and 

sightseeing experience. Sabah truly is as 

different from the Peninsular as East is 

from West. 

THE IRON PATHS OF KINABALU
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2010 CALENDAR OF MIA PROFESSIONAL DEVELOPMENT CENTRE (MPDC) TRAINING PROGRAMMES

LOCATION DATE PROGRAMME TITLES SPEAKER VENUE 
FEE 
(RM) 

CPE 
Hours

REMARKS

July 2010

Klang Valley 1 & 2 July Essentials of Business Planning & Budgeting Kenny Tay Concorde Hotel Kuala 
Lumpur

800 16 HRDF 
Claimable

5 & 6 July Financial Instruments: Recognition, Measurement, Presentation & Disclosure Woon Chin Chan & Tan 
Liong Tong

Hilton Petaling Jaya 1080 16 HRDF 
Claimable

5 & 6 July Effective Working Capital Management Tan Kok Tee Hotel Istana Kuala 
Lumpur

800 16 HRDF 
Claimable

7 & 8 July Dr. Edward De Bono’s Six Thinking Hats Paul Chan Kum Hoe Best Western Premier 
Seri Pacific Kuala 
Lumpur

1700 16 HRDF 
Claimable

7 & 8 July Financial Essentials for Non-Financial Professionals Yoga Thevan Crystal Crown Hotel 
Petaling Jaya 

800 16 SMECorp 
Subsidised 
& HRDF 
Claimable

8 July Mastering FRS on Financial Instruments: Derivatives Valuation Methodologies David Meow Parkroyal Kuala Lumpur 500 8

8 & 9 July Preparation of Group Accounts (Covering FRS127, FRS128, FRS131 & FRS3) Woon Chin Chan & Tan 
Liong Tong

Concorde Hotel Kuala 
Lumpur

1100 16 HRDF 
Claimable

12 & 13 July Inventory Systems Appraisals for Cost Rationalisation and Control Teo Kim Soon Concorde Hotel Kuala 
Lumpur

900 16 HRDF 
Claimable

12 & 13 July Fundamental of Budgeting and Cash Flow Forecasting Kenneth Tam Hilton Petaling Jaya 900 16 HRDF 
Claimable

12 & 13 July Updates of FRSs 2010 New and Revised FRSs, Amendments, IC Interpretations and 
the New Bursa Listing Requirements

Woon Chin Chan & Tan 
Liong Tong 

Hilton Petaling Jaya 1000 16 HRDF 
Claimable

14 & 15 July Tax Incentives & Double Deductions for the Manufacturing Sector Kularaj K. Kulathungam Concorde Hotel Kuala 
Lumpur

900 16 HRDF 
Claimable

14 & 15 July Business Writing: Write for Results Lum Woon Foong Concorde Hotel Kuala 
Lumpur

900 16 HRDF 
Claimable

14 & 15 July UNDERSTANDING MUAMALAT AND ISLAMIC CORPORATE FINANCING 
INCLUDING LEGAL & ACCOUNTING ASPECT
Workshop 1 : Fundamental Muamalat for Islamic Finance & Investment Practitioners
Workshop 2 : Islamic Corporate Financing & Islamic Legal Documents

Muhammad Zahid Abdul 
Aziz

Concorde Hotel Kuala 
Lumpur

1100 16 HRDF 
Claimable

15 July Mastering FRS on Financial Instruments: Hedge Accounting David Meow Parkroyal Kuala Lumpur 500 8

19 July Achieving a Tax-Aligned Mergers & Acquisitions (M&A) Tan Hooi Beng Hilton Petaling Jaya 450 8 HRDF 
Claimable

20 & 21 July Sales Tax: Procedures, Facilities & Control Goh Kin Siang Concorde Hotel Kuala 
Lumpur

900 16 HRDF 
Claimable

22 July Mastering FRS on Financial Instruments: Risk Quantification Methodologies (FRS 7 
Perspective)

David Meow Parkroyal Kuala Lumpur 500 8

22 & 23 July Financial Statements Fraud Hari Ramulu Hilton Petaling Jaya 800 16 HRDF 
Claimable

23, 27, 28 & 
29 July 

Business Analytics & Reporting KK Tang PentaWise Sdn Bhd, 
Kuala Lumpur

4200 32 HRDF 
Claimable

26 & 27 July Tax Planning for Employers & HR Managers Krishnan KSM Hilton Petaling Jaya 800 16 HRDF 
Claimable

26 & 27 July Building Financial Models for Decision-Making Bryan Ng Training Choice Kuala 
Lumpur

1100 16 HRDF 
Claimable

26 & 27 July Deferred Taxation Danny Tan Hilton Petaling Jaya 1100 16 HRDF 
Claimable

Northern 
Region 

8 July Customs Tax Incentives (Exemption) Under Section 14.2 Customs Act 1967 & 
Section 10 Sales Tax Act 1972

Goh Kin Siang Traders Hotel Penang 450 8 HRDF 
Claimable

8 & 9 July Strategic Cost Management Technique for Profit Improvement and Maximisation Kenneth Tham Heritage Hotel Ipoh 900 16 HRDF 
Claimable

12 & 13 July Financial Essentials for Non-Financial Professionals Yoga Thevan Traders Hotel Penang 800 16 SMECorp 
Subsidised 
& HRDF 
Claimable

Southern 
Region

12 & 13 July Malaysian Corporate Tax Practices and Principles Krishnan KSM Mutiara Johor Bahru 700 16 HRDF 
Claimable
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2010 CALENDAR OF MIA PROFESSIONAL DEVELOPMENT CENTRE (MPDC) TRAINING PROGRAMMES
LOCATION DATE PROGRAMME TITLES SPEAKER VENUE 

FEE 
(RM) 

CPE 
Hours

REMARKS

July 2010

14 & 15 July Key Performance Indicators (KPI) and Performance Management Dr. Krishna The Puteri Pacific Johor 
Bahru

800 16 HRDF 
Claimable

22 & 23 July Use Financial Reports for Business Evaluation Lee Ah Gee Grand Paragon Johor 
Bahru

850 16 HRDF 
Claimable

28 & 29 July Financial Essentials for Non-Financial Professionals Yoga Thevan Mutiara Johor Bahru 800 16 SMECorp 
Subsidised 
& HRDF 
Claimable

East 
Malaysia 

1 July Technical Update on New and Improved FRSs (effective 1 January 2010 and 
beyond)

Danny Tan The Pacific Sutera Kota 
Kinabalu

580 8 HRDF 
Claimable

2 July Technical Update on New and Improved FRSs (effective 1 January 2010 and 
beyond)

Danny Tan Hilton Kuching 580 8 HRDF 
Claimable

12 & 13 July Revenue and Construction Contracts - FRS 118 & FRS 111 J. Selvarajah The Pacific Sutera Kota 
Kinabalu

850 16 HRDF 
Claimable

14 & 15 July Revenue and Construction Contracts - FRS 118 & FRS 111 J. Selvarajah Grand Margherita Hotel  
Kuching

850 16 HRDF 
Claimable

INFORMATION TECHNOLOGY

LOCATION DATE PROGRAMME TITLES SPEAKER VENUE 
FEE 
(RM) 

CPE 
Hours

REMARKS

Klang Valley 5 July Microsoft PowerPoint 2003 (Fundamental & Intermediate) tba PentaWise Sdn Bhd 150 8

2 July Microsoft PowerPoint 2007 (Fundamental & Intermediate) tba PentaWise Sdn Bhd 150 8

26 July Microsoft PowerPoint 2003 (Advanced) tba PentaWise Sdn Bhd 170 8

30 July Microsoft PowerPoint 2007 (Advanced) tba PentaWise Sdn Bhd 170 8

1 & 2 July Microsoft Word 2003 (Fundamental & Intermediate) tba PentaWise Sdn Bhd 250 16

22 & 23 July Microsoft Word 2007 (Advanced) tba PentaWise Sdn Bhd 270 16

13 & 14 July Microsoft Access 2007 (Fundamental & Intermediate) tba PentaWise Sdn Bhd 250 16

20 & 21 July Microsoft Access 2003 (Advanced) tba PentaWise Sdn Bhd 410 16

6 & 7 July Microsoft Excel 2003 (Fundamental & Intermediate) tba PentaWise Sdn Bhd 250 16

8 & 9 July Microsoft Excel 2007 (Fundamental & Intermediate) tba PentaWise Sdn Bhd 250 16

13 & 14 July Microsoft Excel 2003 (Advanced) tba PentaWise Sdn Bhd 300 16

19 & 20 July Microsoft Excel 2007 (Advanced) tba PentaWise Sdn Bhd 300 16

27 & 28 July Microsoft Project 2003 (Fundamental & Intermediate) tba PentaWise Sdn Bhd 520 16

15 & 16 July Microsoft Project 2007 (Fundamental & Intermediate) tba PentaWise Sdn Bhd 520 16

5 July Data Management with Pivot Table using Microsoft Excel 2003 tba PentaWise Sdn Bhd 400 8

8 & 9 July Task Automation with Microsoft Excel 2003 Macro/VBA tba PentaWise Sdn Bhd 800 16

12 July Expanding Microsoft Excel 2003 Charts tba PentaWise Sdn Bhd 350 8

21 & 22 July Microsoft Excel 2003/2007 Functions & Formulas tba PentaWise Sdn Bhd 800 16

26 July Analysing Financial Data with Microsoft Excel 2003 tba PentaWise Sdn Bhd 500 8

PROUD HOST: FOR FURTHER INFORMATION PLEASE MAIL, FAX OR E-MAIL TO:

MIA Professional Development Centre (MPDC)
Malaysian Institute of Accountants
Dewan Akauntan, 2, Jalan Tun Sambanthan 3, 
Brickfields, 50470 Kuala Lumpur
Tel: +603-2279 9200  Fax: +603-2273 5167
e-mail: mpdc@mia.org.my   web: www.mia.org.my
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SAVE RM200

Register by 30 JUNE

for early-bird rate!

Gold SponsorsSupported by

MATRADE

The WORLD is 
SPEAKING in KUALA LUMPUR

6,000 delegates 124 countries
4 days 1 city

8 – 11 November 2010
Kuala Lumpur Convention Centre, Malaysia

accountants: sustaining value creation

Officiated by :
Y.A.B. Dato’ Sri Mohd. Najib Bin Tun Haji Abdul Razak

Honourable Prime Minister of Malaysia

Register Now at www.wcoa2010kualalumpur.com

2y 30 J
rly-bird rate

 HRDF claimable, under the SBL Scheme
 20 MIA CPE Credit Hours
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