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EDITOR’S NOTE

Facing up to the challenges of

Corporate Integrity
It would be tempting to dismiss the corporate scandal that crippled the food giant Parmalat. But the Parmalat
scandal — which follows the footsteps of other similar massive corporate irregularities at US companies
such as Enron, WorldCom, HealthSouth and Tyco — is merely the most outrageous recent example of a
common problem: a virtual epidemic of unethical behaviour in the financial markets.
While the above mentioned cases have made headlines, there are other financial shenanigans that have
qualified as legal, despite their shifty little twists around accounting standards.
Why does ethical misconduct appear to be on an upward growth trajectory in the financial sector? Aren’t
the financial statements supposed to be prepared based on the good faith of corporate directors and the
integrity of their auditors? Unfortunately, good faith and integrity, which are the main tenets of good corporate governance, are as scarce as intangible assets in the financial world today.
In Malaysia, cases of ethical misdemeanours of the scale of WorldCom, Enron and Parmalat are not
common. However, this does not warrant Malaysians in general to rest on their laurels. Realising this,
consensus has grown, at least in principle, on what good governance entails. Securities laws and the listing requirements of the stock exchange have been strengthened, regulator y authorities have enhanced
powers and the media has become more inquisitive and probing.
Albeit all these endeavours to enhance business ethics in the public and
“If managers and corporate leaders do not
the private sector, elimination of unscrupulous business practices must
come from within the organisation itself in order to achieve the desired
manage investments with accountability,
outcome. Businesses must realise that ethics is an important component
ethics and good governance, the long-term
in our tenets in sustaining our nations programme towards development.
In this issue, Accountants Today had an opportunity to interview three
corporate image and share value will be
key advocators of corporate governance in Malaysia, namely, Datuk
Dr. Sulaiman Mahbob, President of the Integrity Institute of Malaysia;
tarnished and investors may decide not to
Datuk Abdul Samad Haji Alias (Dr.), MAREF Chairman and Immediate Past President of MIA and Dato’ Hj Sulaiman Hj Mohd Yusof, Deputy
stay with us for long.”
Director 1, Commercial Crimes Unit, Bukit Aman. During the interview with them at the “Corporate Sector Dialogue on National Integrity Issues”, the three gentlemen stressed
on the need for integrity in the corporate sector. They also asserted that leadership at all levels should take
personal responsibility in infusing good ethics and values to those under their supervision.
Building good personal values is a long-term investment, which pays well, especially in making our
economic and social development more durable and sustainable. If managers and corporate leaders do not
manage investments with accountability, ethics and good governance, the long-term corporate image and
share value will be tarnished and investors may decide not to stay with us for long.
This is not to say that these values are pertinent only to corporate leaders and personalities. It is equally
important that this concern be appreciated by policy-makers to create an oversight framework for these
intangibles. Underestimating their relevance may make the other positive efforts futile.
Making these good values a corporate culture is a must although it can be challenging. How can we
make our organisations ethical? How can we promote ethical leadership? How can we infuse these good
values among all stakeholders, directors, managers and workers, and along the whole activity chain to
ensure that they become part of corporate culture? To find out more, read this month’s cover story as well
as other interesting articles that we have lined-up for you. Happy reading! AT

Editor
Accountants Today

letters to the editor
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?

contribution of articles
Accountants Today welcomes original and previously unpublished contributions which are of interest to accountants, business leaders, executives and
scholars. Manuscripts should cover domestic or international accounting developments. Lifestyle articles of interest to accountants are also welcomed.
Manuscripts should be submitted in English and range from 1,000 to 2,000 words. They can be submitted in hardcopy or softcopy. Manuscripts are subject to
a review procedure without prejudice and the Editor reserves the right to make amendments which may be deemed appropriate prior to publication.
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Integrity
A MATTER OF
THE HEART

By Anuja Ravendran
The cases of Enron, WorldCom and Parmalat
spring to mind the moment corporate scandals
are mentioned. These are organisations that collapsed
when ethics were jettisoned out of the window.
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Integrity: A Matter of the Heart

O

rganisations do not simply
collapse for no reason, and in
the case of the mentioned
three, which have become
synonymous with corporate scandals, they
collapsed because the people who ran them
failed to do the right thing. That failure
came about from the lack of integrity, a
value that is so vital and yet is increasingly
being deemed unnecessary in the materialistic world we live in.

Malaysia (generally referred to as ’IIM’ —
Institut Integriti Malaysia) President,
Datuk Dr. Sulaiman Mahbob, the Malaysian Accountancy Research and Education
Foundation (MAREF) Chairman, Datuk
Abdul Samad Haji Alias (Dr.), and The
Royal Malaysian Police Force’s Deputy
Director I for the Commercial Crime Investigation Department, Dato’ Hj Sulaiman
Hj Mohd Yusof during the “Corporate Sector Dialogue on National Integrity Issues”

“For instance, if an accountant working
in commerce and industry, although he is
an employee, he would still have to conform
to the code of ethics of his profession. He
must be able to articulate his position very
well to reconcile the demands of his employer and that of the profession,” he says.
He further offers that as far as accountants are concerned, they would have to be
professional at all times and conform to the
rules and regulations set by the profession.

“It has all to do with one’s
conscience.”

“Accountants protect
themselves with integrity.”

“Criminals will be
brought to book.”

Datuk Dr. Sulaiman

Datuk Abdul Samad (Dr.)

Dato’ Hj Sulaiman

To address the dwindling sense of integrity in the world today, countless measures
have been introduced to plug loopholes
and avoid similar scandals. Accounting
standards have been tightened, and there
are newer and tougher compliance requirements that companies must adhere to in
order to enhance corporate governance
and transparency.
Back home, the Malaysian Prime Minister, Dato’ Seri Abdullah Ahmad Badawi
announced the National Integrity Plan
(generally referred to as PIN — Pelan
Integriti Nasional) on 23 April 2004 as the
Malaysian Government’s plan to encourage integrity among her people. The 152page PIN blueprint, is the first comprehensive long-term strategy of its kind to be introduced; aimed at promoting an accountable and corrupt-free society.
Accountants Today, headed by Dato’
Raymond Liew, recently had the opportunity to interview the Integrity Institute of

at the IIM’s premises in Kuala Lumpur. The
interview is as follows:

The importance of integrity

March 2006 • ACCOUNTANTS TODAY

The definition of integrity
Derived from the word integer, the Oxford Dictionary of Current English defines
integrity, as ‘moral excellence and honesty’. It also defines the word as ‘wholesomeness and soundness.’
Integrity is really a matter of the heart,
says Datuk Dr. Sulaiman, because it has
everything to do with one’s conscience.
Datuk Abdul Samad meanwhile, offers
a simple quote from www.devodaily.com.
“Integrity is really a matter of who you are
when no one is around,” which truly captures the meaning of the word. “Integrity
is something you carr y with you at all
times,” he further offers. “It is what enables
a person to check himself whether or not
he is doing the right thing. It enables him
or her to achieve a certain balance in the
things that he or she does.”

Datuk Dr. Sulaiman states that the importance of integrity for the corporate sector cannot be overlooked. “The integrity
of organisations are reflected in the formulation and implementation of the code of
ethics, client’s charter or system of work,
or compliance with good practices.”
“The organisation’s code of ethics is
maintained, observed and practised by its
members until it becomes a culture of excellence in the organisation,” he adds.
Having a workforce with high levels of
integrity can only be good for the country,
he quips. Not only will it step up service
delivery systems and enable Malaysians to
live in an ideal environment, it will also help
to attract foreign direct investment and
boost the country’s economy.
At present (based on the 2005 statistics),
he says that Malaysia ranks 39th among 159
countries with a score of 5.1 (10 being best
and 1 being worst) on the Corruption Per-
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ception Index (CPI) by Transparency International.
However, the PIN has been put in place
to ensure that Malaysia joins countries with
the lowest levels of corruption. By the year
2008, Datuk Dr. Sulaiman says, IIM hopes
to improve the country’s present score
from 5.1 to 6.5.
“If all of us put our house in order, then
the implementation will definitely be effective,” he offers confidently.
Datuk Abdul Samad meanwhile has this
to say: “We do not exist in a vacuum. The
accounting profession is constantly being
watched by the marketplace, which places
its trust in the profession. Once the profession loses that public trust, then accoun-

recommends.
Datuk Abdul Samad meanwhile, believes
that there is really no need to enact new laws
to curb corporate scandals. People must comply with what is already there and the implementation must be transparent. What is most
important is transparency. Businesses must
be transparent. Whatever they do, they must
tell the world. “And as an accountant, I would
say it is one’s integrity that would protect him.
Yes, it is a fact that accountants protect themselves with integrity,” he says.

When integrity takes a backseat
The lack of integrity, offers Dato’ Haji
Sulaiman, is what leads to economic crimes
being committed. As defined by INTERPOL,

“Often, most fraud cases are conducted when there is the
presence of opportunities that make it easier for employees to
indulge in malpractices which can turn into fraud and when there
is no proper system of internal checks, internal control or lack in
management control.”
Dato’ Hj Sulaiman Hj Mohd Yusof, Deputy Director I, Commercial Crime Investigation Department
The Royal Malaysian Police Force
tants will become irrelevant,” he says. It is
therefore important for them to always uphold the core values of the profession of
which integrity is key!

Strengthening corporate sector integrity
For the corporate sector, Datuk Dr.
Sulaiman says that there is a need for them to
introduce the system of the triple bottom line.
In addition to the financial report and the occupational safety report, companies should
also introduce a self-disclosure report on Corporate Social Responsibility (CSR) activities.
He added that it would be good for
organisations to create the position of Chief
Ethical Officer in each corporation. “It does
not have to be a position per se, but it would
be helpful to appoint someone to monitor
the ethical practices of the stakeholders
within the organisation. The implementation of performance management systems
for top management also proves to be useful in encouraging integrity,” he says.
Apart from that, organisations will have
to be consistent in conducting ongoing
training programmes on ethics and integrity from management staff at all levels, he

16

economic crime encompasses business and
commercial crime and in fact, all fraudulent
operations conducted to the detriment of individuals or society in general.
“Often, most fraud cases are conducted
when there is the presence of opportunities that make it easier for employees to
indulge in malpractices which can turn into
fraud when there is no proper system of
internal checks, internal control or lack in
management control.”
He offers that the Economic Crimes Unit
views crimes conducted by professionals as
something that is very alarming as it can
affect the national economy. He highlighted
that total losses stemming from economic
crimes have been recorded to be the highest at RM500 million during the 1985-87 economic downturn and at almost RM4.8 billion during the 1997 currency crisis.
For those who commit these crimes,
once proven guilty, punishment by law is
cer tain. “Even when economic crimes
transgress departmental jurisdiction and
national boundaries, through inter-departmental, regional and international co-operation we make sure that these criminals

are brought to book,” he offers. So there
is really no escape!

The National Integrity Plan (PIN)
Datuk Dr. Sulaiman feels that the PIN is
one step forward in instilling integrity. The
general objective of the PIN is to realise
the aspirations of Vision 2020, which is to
establish a fully moral and ethical society
whose citizens are strong in religious and
spiritual values and imbued with the highest ethical standards, he points out.
With the PIN, IIM hopes to give direction and guidance to various sectors so that
they will work cohesively together to build
a united, harmonious, moral and ethical society; raise awareness, commitment and cooperation among all sectors to enhance integrity and nurture the belief that integrity
is a way of life; encourage a sense of accountability among members of the community and promote the development of a
civil society that respects and embodies the
principles of integrity. Additionally, the PIN
will be the guiding principle upon which
we can promote and strengthen the moral
foundations of the community and countr y, improving the well-being of the community, and to raise the competitiveness
and resilience of Malaysia in meeting the
challenges of the 21st century, especially
the challenge of globalisation.
Its key role is to spread awareness and
educate the society on the importance of
integrity. This is done through smart partnerships with other agencies and bodies
using the methodologies of research, surveys and reports.

The Vision
At the end of the day, integrity is not
something you can force onto people; it is
something that comes from within each
individual. It is something, says Datuk Dr.
Sulaiman, which begins in the heart as it
is guided by our conscience. When asked
if IIM has been able to measure the results
thus far since the PIN was introduced in
2004, Datuk Dr. Sulaiman says that it is still
too early to see any results but as per the
general objectives of the PIN, it is hoped
that it will result in a society that is morally, ethically and spiritually fortified by the
year 2020. “Everyone should have these
wholesome, strong virtues with a high
level of integrity.” AT
ACCOUNTANTS TODAY • March 2006

COVER

Professional Ethics
AND THE REGULATION
OF THE ACCOUNTANCY
PROFESSION IN
MALAYSIA

In the wake of the fallout from the Enron and WorldCom scandals in the US, the
accounting fraternity has come under some close scrutiny. The roles of auditors and
their counterparts from the accounting profession have been widely discussed.
Malaysia has also not been spared from the aftermath of the financial tsunamis.
18
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I

nternational organisations such as
the International Accounting Standards Board (IASB) and the International Federation of Accountants
(IFAC) have taken several initiatives to
strengthen both in substance and perception, the quality and credibility of financial
statements of companies and those who
audit them. The enactment of the
Sarbanes-Oxley legislation and the establishment of the Public Companies Accounting Oversight Board in the US which regulates firms of auditors who carry out financial audits of public-listed corporations
have had major implications throughout
the globe. These developments have also
been instrumental in the implementation
of several initiatives in jurisdictions around
the world, including in Malaysia.

The Malaysian Institute of
Accountants
This raises the question as to how the
profession is governed in Malaysia. For
this, one needs to understand the role and
position of the Malaysian Institute of Accountants (MIA). The statutory body incorporated pursuant to the Accountants
Act, 1967 is tasked to regulate the accountancy profession in Malaysia. The
Institute’s powers and functions are governed by the Accountants Act, 1967. MIA
regulates its members who are Chartered
Accountants in public practice, commerce
and industry, public sector and academia.
A qualified person who wishes to hold himself or herself out as a Chartered Accountant or an accountant in Malaysia has to
be registered with the MIA.
Today, MIA is a force to be reckoned
with. As at 30 June 2005, MIA has over
21,289 members, of whom, 26 per cent are
accountants in public practice and the rest
are accountants in commerce and industr y, public sector and academia. All company auditors in Malaysia, before obtaining the audit licence issued by the Minister of Finance, have to be registered with
MIA as Char tered Accountants or Licensed Accountants and must have valid
practising certificates issued by the MIA.
Upon obtaining an audit licence and registering an audit firm with the Companies
Commission of Malaysia, company auditors are required to register their firms
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with MIA. At present, there are about 1,290
audit firms registered with MIA.
The current regulatory regime for accountants in Malaysia can best be described
as co-regulator y. Although MIA plays a
major role in the self-regulation through its
professional standards and ethical requirements, the profession is indirectly regulated
by the regulatory authorities and other government agencies represented on the Council of MIA through the appointment of suitably qualified members by the Minister of
Finance under the provisions of the Accountants Act, 1967. The profession is also directly regulated by the regulatory authorities through the enforcement of legislative
provisions pursuant to inter alia, the Companies Act 1965, Securities Industry Act
1983, the Securities Commission (SC)
Guidelines, Listing Requirements of Bursa
Malaysia Securities Bhd, Banking and Financial Institutions Act 1989 and the Insurance Act 1996.
MIA actively participates in and contributes to legislative initiatives and developments spearheaded by the SC, Bursa Malaysia Securities Bhd and Bank Negara Malaysia (BNM) relating to the regulation of
the capital markets and corporate governance, and by the Companies Commission
of Malaysia (CCM) relating to the regulation of companies pursuant to the Companies Act 1965.
The Institute is also active at the international level. As a member body of the
IFAC, MIA participates on the various committees of IFAC including the Education
Committee, Professional Accountants in
Business Committee and the Public Sector Committee. MIA and Malaysia are also
represented on the IFAC Board. This participation has exposed MIA to global best
practices and has developed a strong commitment to establishing global standards
for accounting education, ethics and professional conduct, accounting and auditing
in Malaysia.
As a member body of IFAC, MIA has an
obligation to comply with the Statements
of Membership Obligations (SMO) issued
by the IFAC, which among others, includes
obligations to adopt and implement the
IFAC Code of Ethics for Professional Accountants and other standards and pronouncements issued by IFAC.

The Role of Company Auditors
The duties and responsibilities of company auditors in Malaysia are expressly set
out in the Companies Act 1965 as well as
other legislation applicable to public-listed
companies and other public interest entities.
When rendering their reports on the financial statements of companies, company auditors are required to comply with Section
174 of the Companies Act 1965. They are
required to express an independent opinion on whether the financial statements prepared and issued by the board of directors
and senior management are properly drawn
up to reflect a true and fair view of the affairs of the company and whether the said
financial statements are in compliance with
approved accounting standards, as well as
the provisions of the Companies Act 1965.
In this regard, company auditors are required to independently attest to the reliability of the said financial statements. To
do so, company auditors are required to
properly plan, perform, and evaluate the
audit work, so as to have a reasonable expectation of detecting material misstatements in financial statements. The audit
(that is, the financial audit) provides an external and objective assurance on the integrity of financial statements. In addition, company auditors are required to repor t
breaches of any provisions of the Companies Act 1965 to the Registrar of Companies.
It does not end there. Additional statutory
requirements are imposed on company auditors pursuant to the Securities Industry
Act 1983, Securities Commission Guidelines, Listing Requirements of the Bursa
Malaysia Securities Bhd, Banking and Financial Institutions Act 1989 and the Insurance Act 1996. Company auditors who audit public-listed companies, for example, are
now also required to review the board of
directors’ statement on internal control and
express an independent view thereon. Such
approved company auditors are also required to report breaches of the provisions
of the Securities Industry Act 1983 and listing requirements or other legislation to the
respective regulatory authorities.
Financial audits enhance the credibility
of financial statements and increase stakeholders’ confidence in them. Financial audits add value to capital markets and also
enhance its effectiveness in allocating valu-
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was updated and amended from time to time.
strength of the Malaysian capital market
able resources by improving the decisionIn light of the constant changes affectthat these standards are in tandem with
making process of users of financial stateing the accountancy profession and in orglobal best practices.
ments. Additionally, financial audits assist
der to be aligned to global standards, MIA
to lower the cost of capital to those using
undertook an extensive revision of its ByProfessional Ethics and
audited financial statements by reducing
Laws in 2001 and issued a revised version
Fundamental Principles
information risk.
in January 2002. The revised By-Laws set
Accountants who are members of MIA
The integrity of financial information
the standards of conduct for accountants
are required to adhere to the fundamental
provided to investors by the board and
in view of the professional responsibilities
principles set out in the Institute’s By-Laws
management of companies, and the public
and duties owed by all accountants
(On Professional Conduct and Ethics) (the
perception of that integrity, are critical to
whether in public practice or otherwise, to
‘By-Laws’).
the effectiveness and credibility of the
their clients, employers, the authorities
The fundamental principles prescribed
Malaysian capital market. It is the company
and the public.
in the By-Laws are that accountants should
auditor’s ‘opinion’ on the information in fiThe revised By-Laws incorporated sevalways act with integrity, objectivity, indenancial statements, having carried out an
eral new requirements in reaudit thereon, that gives the inspect of the independence of
vestors the confidence that the
company auditors. It introfinancial statements are reliable
duced a mixed framework for
and provide a credible frameindependence, requiring comwork for investor decisions.
pany auditors to identify
Financial audits have always
threats to their independence
played a significant role in the
arising from personal relationregulation of the global financial
ships, familiarity with or finanand capital markets. Large intercial interests in the client, and
national investment funds such
adopt safeguards to address
as the California Public Employthese threats. A number of key
ees’
Retirement
System
provisions were introduced, in(CalPERS) and the California
cluding the prohibition of comState Teachers Retirement Syspany auditors from acting as
tem (CalSTRS) take into account
auditors if there are personal
corporate governance issues, in“…
global
perceptions
on
the
quality
and
credibility
relationships, or where non-aucluding the strength and credibility of the accountancy profession
of the financial statements issued by companies dit ser vices provided would
create a significant threat to the
and that of approved company auand
audited
by
company
auditors
would
have
a
professional independence of
ditors, when making decisions as
company auditor or the auto whether to invest in emerging
direct impact on the ranking and risk rating of the the
dit firm. A fee threshold for
capital markets. Investment decisions by these funds are closely
Malaysian capital market within the global stage.” non-audit services was also introduced.
monitored and widely emulated
MIA embarked on a further review of the
pendence and impartiality, confidentiality
by other institutions. As such, global perindependence requirements in its revised
and with professional competence and due
ceptions on the quality and credibility of the
By-Laws in November 2002. This time, it
care. Accountants are also required to alfinancial statements issued by companies
was in response to major amendments
ways ensure that they are equipped with
and audited by company auditors would
made to Section 8 of the IFAC Code of Eththe technical competence and knowledge
have a direct impact on the ranking and risk
ics dealing with Independence for Assurrequired of them to discharge their prorating of the Malaysian capital market within
ance Engagements by IFAC in November
fessional responsibilities. The By-Laws also
the global stage.
2001 and in wake of the international derequire accountants to refrain from acting
In the wake of the fallout from the Enron
velopments subsequent to the collapse of
in any way or manner as to lower the digand WorldCom scandals in the US, finanEnron and WorldCom.
nity and honour of the profession or to discial audits and the role of company auditors have come under the global spotlight.
It is vital and tremendously important that
the ethical values and attitudes, professionalism and competencies of company auditors are of high standards and in accordance with global best practices. It is therefore vital to the continued growth and
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credit the profession.

MIA Ethics Committee
Development of the MIA By-Laws
The first set of MIA’s By-Laws was issued
and came into effect in April 1990. The ByLaws took into consideration the IFAC
Guidelines on Ethics as then applicable and

An Ethics Committee was constituted in
November 2002 comprising a mixed group
of MIA members from different sectors
(public practice, commerce and industry,
government), as well as representatives
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from regulatory authorities such as the
CCM, SC and Bursa Malaysia.
The Ethics Committee reviewed MIA’s
revised By-Laws and assessed the extent
to which these By-Laws required amendments or changes in light of Section 8 of
the IFAC Code of Ethics. An extensive consultation process was undertaken. In June
2003, MIA through its Ethics Committee
issued an exposure draft on a new By-Law
on Professional Independence. Views and
comments were obtained from the regulators, members and professional bodies in
Malaysia. After many discussions on these
comments and extensive reviews, the MIA Council issued
the new By-Law on Professional
Independence on 28 May 2004
for implementation for assurance engagements for which the
financial periods commence on
or after 1 July 2004.

lighted in the new By-Law and include
self-interest threats, self-review threats,
advocacy threats, familiarity threats and
intimidation threats. The new By-Law also
provides the safeguards that can be applied, namely, safeguards created by the
profession, legislation or regulation, safeguards within the assurance client and
safeguards within the firm’s own systems
and procedures. The By-Law sets out examples of safeguards that fall under each
category that can be applied by accountants in public practice or their firms to
eliminate or reduce threats to an accept-

ted members are required to attend a mandator y induction course which provides
them with an overview of the MIA By-Laws
and highlights the significant ethical requirements. Members intending to commence public practice or apply for audit licence will, with effect from January 2006,
have to attend a compulsory Public Practice Programme which will incorporate a
substantive segment on the ethical standards and responsibilities as accountants
in public practice.

Future Developments on
Professional Ethics

With the recent issuance of a
Revised Code of Ethics for Professional Accountants by IFAC
in June 2005, the MIA Ethics
Committee is currently undertaking the next review of the
MIA By-Laws to make corresponding changes to the MIA
By-Laws. The Revised IFAC
New By-Law on
Code of Ethics introduces a
Professional Independence
principles-based conceptual
The new By-Law on Profesframework and ethical provisional Independence is a close
sions for all other sectors of acreflection of Section 8 of the
countants, with a clear focus on
IFAC Code of Ethics, except for
accountants in commerce and
three or four areas where more
“… the professional and ethical standards issued by industry or business. The Restringent provisions have been
introduced for the audits of
MIA are a reflection of the accountancy profession’s vised IFAC Code of Ethics
emphasises a strong public inlisted entities and public intercommitment
to
enhancing
the
status
of
MIA
terest element in the provision
est entities. The new By-Law is
professional services by proalso a departure from the previmembers and a concrete acknowledgement of the of
fessional accountants across all
ous By-Law on Professional Independence as it follows the profession’s ethical and public obligations to society.” sectors. The adoption of the
Revised IFAC Code of Ethics by
IFAC Conceptual Framework
able level.
MIA is expected sometime next year. Once
and principles-based approach to indepenThe new By-Law also addresses specific
adopted, the MIA By-Laws will be consisdence issues.
circumstances that might give rise to the
tent with the international standards for
The new By-Law sets out the principles
various threats to independence. (See next
professional ethics.
for accountants in public practice, particupage).
As can be appreciated, the professional
larly when involved in assurance engageTo ensure that accountants in public
and ethical standards issued by MIA are a
ments to ensure their independence both
practice and company auditors are fully
reflection of the accountancy profession’s
in fact and appearance. It also sets out a
aware and understand the new indepencommitment to enhancing the status of
framework of principles that members of
dence requirements, MIA embarked on an
MIA members and a concrete acknowassurance teams, firms and network firms
extensive nationwide briefing from July–
ledgement of the profession’s ethical and
should use to identify threats to indepenSeptember 2004. Briefings were held in 17
public obligations to society. These profesdence and evaluate the significance of
locations around the country attended by
sional and ethical standards, benchmarked
those threats. If the threats are other than
1,055 practising accountants. Comprehenagainst international standards and develclearly insignificant, they are expected to
sive dissemination of information was also
opments, are reviewed and updated conidentify and apply safeguards to eliminate
undertaken through the MIA website,
stantly to meet the changing needs of the
or reduce such threats to an acceptable
circulars and articles on these new requireprofession and the expectations of stakelevel.
ments in Accountants Today. Newly admitholders in Malaysia.
The threats to independence are high-
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BY-LAWS on
Professional Independence
After extensive consultation, the MIA Council had in May
2004 issued a new By-Law on Professional Independence
meant for assurance engagements.
Among others, the new By-Law addresses specific circumstances that might give rise to the various threats to independence. Here are some examples:
 By-Law B-1.22 on Financial Interests provides that a financial
interest in the assurance client may create a self-interest threat.
 By-Law B-1.48 on Close Business Relationships with Assurance Clients provides that a close business relationship between a firm or a member of the assurance team and the assurance client or its management, or between the firm, a network and an audit client, will involve a commercial or common
financial interest and may create self-interest and intimidation threats.
 By-Law B-1. 51 on Family and Personal
Relationships provides that family and personal relationships between a member of the
assurance team and a director, an officer or
certain employees, depending on their role
of the assurance client, may create self-interest, familiarity or intimidation threats.
 By-Law B-1. 58 on Employment with Assurance Clients provides that a firm’s or a
member of the assurance team’s independence may be threatened if a director, an
officer or an employee of the assurance client in a position to exert direct and significant influence over the subject matter of the assurance engagement has been a member of the assurance team or partner of
the firm. Such circumstances may create self-interest, familiarity and intimidation threats.
 By-Law B-1.61 on Recent Service with Assurance Clients
provides that to have a former officer, director or employee of
the assurance client serve as a member of the assurance team
may create self-interest, self-review and familiarity threats. This
would be particularly true when a member of the assurance
team has to report on, for example, a subject matter he/she
had prepared or elements of the financial statements he/she
had valued while with the assurance client.
 By-Law B-1.65 on Long Association of Senior Personnel
with Assurance Clients provides that using the same lead engagement partner on an audit engagement over a prolonged
period may create a familiarity threat and this threat is particularly relevant in the context of the audit of listed entities
and public interest entities. By-Law B-1.66 provides that where
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an audit client is a listed entity or a public interest entity, a
safeguard to eliminate or reduce the familiarity threat is to rotate the lead engagement partner over a period of not more
than five years and the partner rotating after such period should
not resume the role of lead engagement partner for that audit
client until a further period of two years has elapsed.
 By-Law B-1.85 on Provision of Internal Audit Services to
Audit Clients provides that a self-review threat may be created
when a firm, or network firm provides internal audit services
to audit clients. The by-law provides that where an audit client
is a listed entity or a public interest entity, the firm or network
firm should not accept an engagement to provide internal audit services where it is reasonably foreseeable that for the purposes of the audit engagement, the firm would need to place a
significant degree of reliance on the internal audit work performed by the firm or network firm, or for the purposes of the
internal audit services, the firm or network
firm would need to undertake part of the
role of management.
 By-Law B-1.86 on Provision of Information
Technology Systems Services to Audit Clients
provides that the provision of services by a firm
or network firm to an audit client that involve
the design and implementation of financial information technology systems that are used
to generate information forming part of a
client’s financial statements may create a selfreview threat. The by-law provides that where
an audit client is a listed entity or a public interest entity, the firm or network firm should
not accept an engagement to provide to design,
provide or implement financial information
technology services for an audit client where
the systems concerned would be important to
any significant part of the accounting system
or to the production of the financial statements, or the engagement
would lead to the firm’s or network firm’s personnel taking decisions or making judgments which are properly the responsibility
of management in the normal course of their employment.
 By-Law B-1.96 on Fees — Relative Size provides that when the
total fees generated by an assurance client represent a large proportion of a firm’s total fees, the financial dependence on that client
or its related entities and concern about the possibility of losing
that client may create a self-interest threat. This is more significant
in the case where the assurance client is a listed entity or public
interest entity. In this respect, By-Law B-1.98 provides that where
the assurance client is a listed entity or a public interest entity, if the
total fees (arising from the assurance and non-assurance services)
generated by that one client or its related entities exceed 15 per
cent of the firm’s total fees in each year over two consecutive financial periods, financial dependency shall be considered to exist, in
which event, the only course of action is to refuse to perform or
withdraw from the assurance engagement.
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Monitoring and Regulation
of the Accountancy Profession
Accountants in Malaysia, as members of the MIA, are regulated through some of the Institute’s initiatives:
1 At the entry level for admission to membership, MIA has
used the International Education Guidelines issued by the IFAC
as a benchmark for accreditation, whereby these guidelines
place significance on inculcating principles of professionalism,
high standards of quality and independence in accountancy
students even prior to embarking on a career as approved company auditors. The MIA is undertaking an extensive process
to adopt all International Education Standards (more comprehensive than the Guidelines) that have been issued by the IFAC
recently. The implementation of these accounting education standards in Malaysia
will elevate the accountancy profession in
Malaysia to the global stage.
2 A strong ethos of professionalism, continuous learning and consistent enhancement of knowledge and skills is inculcated
amongst all members of MIA through compliance with mandatory requirements for
Continuing Professional Education. MIA,
through its By-Law A-4 on Continuing Professional Education (CPE), has always
stressed the need for accountants, when
providing professional ser vices, to do so
with proper regard for the technical and
professional standards expected as MIA
members. Accountants have a responsibility to themselves, employers, clients and
other stakeholders to ensure that they keep
abreast with the current developments that affect their current and future professional work. In light of this By-Law, accountants are required to obtain 60 CPE credit hours of structured learning and verifiable learning and 60 CPE credit hours
of unstructured learning for each 3-year cycle. To ensure compliance by MIA members, a sample of 2,000 to 3,000 members
are selected at random annually to assess compliance with the
CPE requirements. Complaints will be lodged against those
who fail to respond or do not comply with the CPE requirements, who will then be subject to investigation and disciplinary proceedings.
3 The MIA issues standards on quality control for audits as well
as the Malaysian Approved Standards on Auditing which are
adopted from international quality control and auditing standards
issued by the IFAC. These quality control and auditing standards
are required to be complied with by approved company auditors
who are all members of the MIA, when carrying out audits on
financial statements of companies and other entities.
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4 To further enhance the quality of audits in Malaysia, the
MIA in 2002 initiated a quality assurance programme for audit
firms through the process of Practice Review. The process involves mandatory inspection of audit firms’ practices in carrying out audit work, in order to assess due compliance with quality control, auditing and ethical standards, and to monitor the
quality of audits of financial statements carried out by company auditors. The Practice Review Programme was developed
after a series of studies conducted on similar programmes developed and carried out in other jurisdictions. A By-Law on
Quality Assurance and a Statement on Quality Assurance and
Practice Review, which details the procedures and processes
involved in the Practice Review Programme, has also been issued to ensure transparency of the process. The MIA Practice
Review Programme encompasses both internal reviewers who
are staff members of the MIA, as well as external reviewers
who are qualified and experienced members of MIA who have undergone a stringent inter view, vetting and training process. The Practice Review Programme is
aimed at audit firms of the MIA, where
each audit firm has to undergo the review
process once every 5 years. The Practice
Review Programme assesses the quality of
the audits carried out by these audit firms
in the 18 months preceding a review, and
provides valuable guidance and feedback
to these firms if there are shortcomings
or deficiencies in the quality control processes adopted by these firms. For those
firms which have no adequate processes
or which fall far short from the desired
standards, complaints will be lodged
against these firms, which will then be subject to investigation and disciplinary proceedings.
5 The MIA is empowered by the Accountants Act 1967 to
investigate and take disciplinary action against its members
for breaches of ethical and professional standards or unprofessional conduct. This is undertaken through its Investigation Committee, Disciplinary Committee and the Disciplinary
Appeal Board, which are statutor y committees established under the Accountants Act 1967.
6 In addition, MIA has been actively participating in regional
and multilateral trade in services negotiations under the auspices of among others, the Ministry of International Trade and
Industry. These high-level negotiations are geared towards
achieving liberalisation of professional services, including audit services provided by approved company auditors in Malaysia. Steps have also been taken to achieve mutual recognition
for accountancy and audit services within the ASEAN region
on the basis of a common international benchmark of qualifications, ethical values and attitudes, and competencies. AT
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CORPORATE SOCIAL RESPONSIBILITY

Why Businesses Should Act
Responsibly and be Accountable
by Carol Adams & Ambika Zutshi
This paper identifies drivers which are pressurising organisations to adopt corporate social
responsibility and produce corporate social reports. The authors discuss what
constitutes a good report, some of the problems with current reporting practices, benefits to
organisations which produce corporate social reports and the costs to those which do not.
This is Part 1 of a two-part article.
Part Two will be published in the
April 2006 issue of Accountants Today
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B

ehaving in a socially responsible manner is increasingly
seen as essential to the longterm survival of companies. An
inter national sur vey conducted by
PricewaterhouseCoopers in early 2002
found that nearly 70 per cent of the global
chief executives believed that addressing
corporate social responsibility was vital to
their companies’ profitability (Simms
2002).
Corporate social responsibility has been
defined as “the integration of business operations and values whereby the interests of all
stakeholders, including customers, employees,
investors, and the environment are reflected
in the organisation’s policies and actions”
(Smith, 2002, p. 42) and “the obligation of
the firm to use its resources in ways to benefit
society, through committed participation as
a member of society, taking into account the
society at large, and improving welfare of society at large independently of direct gains of
the company” (Kok et al, 2001, p. 287).
There are a number of other definitions,
all of which include taking into account the
social and environmental impact of corporate activity when making decisions. Corporate citizenship and corporate social responsibility are often used interchangeably, although Waddock (2003, p. 3) argues
that corporate citizenship necessarily
places a strong emphasis on “developing
mutually beneficial, interactive and trusting relationships between the company and
its many stakeholders” while corporate
social responsibility does not necessarily
involve stakeholder engagement.
Information on environmental and social
issues is commonly communicated by companies either as a section in their annual
reports or in stand alone reports. Standalone reports are either hard copy only,
Internet-based only or, most commonly,
provided in hard copy format as well as
being put on the Internet (Adams 2002,
Adams and Frost 2004). Many companies
are now following the Global Reporting
Initiative guidelines (GRI 2002) and adopting Triple Bottom Line (TBL) reporting on
economic, environmental and social issues
to demonstrate their socially responsible
behaviour (see www.globalreporting.org/
guidelines/companies.asp for list of companies following the GRI guidelines).
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Corporate Social Reporting
An international sur vey of corporate
sustainability repor ting conducted by
KPMG in 2002 found that 45 per cent of the
world’s largest 250 companies now produce
environmental and social reports, up from
35 per cent in 1999 (Simms 2002, p. 49).
Corporate social reporting or corporate
social disclosure has been defined as the
“process of communicating the social and environmental effects of organisations’ economic actions to particular interest groups
within society and to society at large. As such,
it involves extending the accountability of
organisations (particularly companies), beyond the traditional role of providing a financial account to owners of capital, in particular, shareholders. Such an extension is
predicated upon the assumption that com-

“The quality of corporate social
reporting is poor and much of it
is inadequate as a means of
assessing the extent to which
companies have acted in a
socially responsible manner.”
panies do have wider responsibilities than
simply to make money for their shareholders” (Gray et al 1996, p. 3).
The quality of corporate social reporting
is poor and much of it is inadequate as a
means of assessing the extent to which
companies have acted in a socially responsible manner (see Adams, forthcoming).

Increased focus on corporate social
responsibility and reporting
There are two key drivers for companies
to act in a socially responsible way and be
accountable for their activities and impacts.
First, a recognition of the power of companies and acceptance by them that they have
broader responsibilities than simply earning money for shareholders (ie, a moral justification) and, second, a recognition that
it is in a business’s interest to report. For
example, consultation with stakeholders
assists in building trust, improving their
image while also minimising the risks of
incurring financial liabilities through envi-

ronmental or occupational health and
safety (OHS) legislation. Moral justification
for behaving responsibly is often translated
to a business reason for change (see
Adams and Harte 1998). Other drivers for
change are discussed below.

Globalisation
Over the past few decades, companies
have been expanding in size (for example,
through mergers and acquisitions) and are
operating in more and more countries.
This growth has increased the power of
companies and the impact they have on the
social, political and ecological environment
of the countries in which they operate. This
brings an increasing expectation from society for companies to act responsibly and
be accountable for those impacts. While
these expectations may be greater for large
multinational companies, the responsibility of all companies, regardless of their size,
to minimise social and environmental impacts is therefore greater than before.
Smith (2002, p. 42) revealed that a survey
conducted to identify the desirability and
feasibility of corporate social responsibility standard found that “consumers expect
firms to meet high health and safety,
worker, human rights, consumer protection, and environmental standards regardless of where their operations (were) located”. A sur vey conducted in 2002 by
Marsteller (2000) and cited in Ogrizek
(2002) in the UK found that, for 89 per cent
of the respondents, presence of corporate
social responsibility would influence their
buying decisions. Another 66 per cent commented that the extent to which corporate
social responsibility was demonstrated
would influence their view of companies in
the future. A survey of consumer behaviour
conducted by Environics in 2000 found that
42 per cent of the North American consumers (Europe 25 per cent, Latin America 23
per cent, Africa 18 per cent, Eurasia 10 per
cent, and Asia eight per cent) would “punish companies for being socially irresponsible — either by boycotting products or bespeaking critically about them to others” (as
cited in Ogrizek 2002).

Non Government Organisations (NGOs)
Perhaps in recognition of the increasing
powerlessness of governments to influence
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major companies’ operations and decisions
and their lack of willingness to interfere, activists are increasing the pressure for change.
For example, they are buying shares in companies and attending annual general meetings (AGMs). The insurance giant CGNU,
which grew from the old Norwich Union,
owned two per cent of Cape Plc, a British
based company which used to mine asbestos in South Africa. At CGNU’s AGM in 2001
a representative from the South African National Union of Mineworkers asked the chair
to give one minute’s silence to those who died
as a result. Questions about asbestos were

ling climate change and withdrawing links
with PetroChina, a Chinese firm building a
pipeline across Tibet (Buchan, 2001;Frey,
2002). Opponents claimed that this would
lead to large-scale population transfer and
threaten local culture (Millar and Macalister
2001). Greenpeace may not have been able
to get enough shareholder support to get
policy changed, but their actions brought
the company negative press.
The Wilderness Society in Australia collected the 100 signatories required under
the Corporations Act to force the Commonwealth Bank to table a motion to ban the

“The reason for the increase in the number of companies producing
environmental reports since the early 1990s is not regulation or
public pressure. The main objective is to improve corporate image
with customers, state authorities, journalists and the press.”
asked by the Director of Action for South
Africa and an official of the GMB union (see
Jones 2001).
At BP’s AGM in 2001, Greenpeace tabled
motions in favour of a tougher line on tack-
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bank from investing in logging operations
such as Gunns in Tasmania (Potts, 2002;
Gettler, 2002). They did not expect to get
the 75 per cent of votes required to win,
but nevertheless they did succeed in mak-

ing a point about the bank’s investment
practices (Boreham 2002).

Organisations’ reasons for reporting
Adams (2002) asked people responsible
for environmental reporting in British and
German chemical and pharmaceutical
companies why they started reporting.
Their responses highlight the complexity
of the decision to report:
“The public wanted more information and
we started to report on figures in the mid-80s,
giving information on waste, air and water …
Then, of course there was the Sandoz accident in 1986, which again brought additional
pressure from the public, from the politicians,
from legislation and so on. It was necessary
to react, but it was also driven by a desire to
act responsibly … to help improve the situation and to give to the public the information
that they wanted to have” (interviewee in communications from German chemical company,
Adams 2002, p. 234).
“The reason for the increase in the number of companies producing environmental
reports since the early 1990s is not regulation or public pressure. The main objective
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is to improve corporate image with customers, state authorities, journalists and the
press” (interviewee in senior management
in safety and environment from German
chemical company, Adams, 2002, p. 234).
Businesses now acknowledge that it is in
their interests to consult their stakeholders
(Kok et al, 2001) and that pressure from the
public can result in companies changing
their reporting style and mediums (paper
to electronic versions and vice versa). Companies may attempt to alter outside expectations or perceptions of their performance
through their reports rather than their actual performance when they feel that their
stakeholders have unrealistic expectations
of their social and environmental performance (Fowler et al, 1999; Hooghiemstra,
2000). Adams (forthcoming), for example,
shows a gap between the way in which an
unnamed company portrayed its performance and the way in which its performance was portrayed by the media, NGOs
and other sources external to the company.
Companies may attempt to counter criticism
caused by perceived poor performance or
negative media coverage by informing their

stakeholders about positive changes with
respect to the organisation’s performance
(Fowler et al, 1999).

sessment and a more comprehensive hazard audit in line with its own policies (Gale,
2002; Kletz, 2001; Lapthorne, 2002; Madden, 2002; Pheasant, 1998).

Legislation
Many developing countries have inadequate legislation and/or resources to enforce legislation to protect the environment, the workforce and local communities. These countries have difficulty curbing the negative impacts of multinational
corporations. This reinforces the moral
responsibility of companies to consider the
environment and the communities of the
countries in which they operate.
The desire to minimise risks of incurring
financial liabilities through environmental
or health and safety legislation can also result in companies becoming more socially
responsible and initiating repor ting
(Ogrizek, 2002). The explosion at Esso’s
gas plant in Longford in 1998 killed two
workers and resulted in shutting off the gas
supply to Victoria for about two weeks. The
coroner’s verdict concluded that Esso was
solely responsible for the accident, having
failed to conduct detailed periodic risk as-

Benefits from corporate social
responsibility and reporting
Companies that demonstrate social responsibility and account for their social and
environmental impacts gain specific benefits, although not all can be quantified in
dollar terms.

Better recruitment and retention of
employees
Acting responsibly and being accountable
for social and environmental impacts assists
organisations in attracting and retaining the
most talented people (Adams, 2002; Bernhut,
2002; Simms, 2002). This is evident from the
findings of a survey conducted by Hill &
Knowlton’s Corporate Reputation Watch in
Europe, the UK and the US. The survey
found that 88 per cent of the British businesses believe that social responsibility will
be more important in the future in recruiting and retaining employees (Simms, 2002;
Knowlton, 2002). Large salaries, bonuses and
termination packages paid to directors of the
Commonwealth Bank, OneTel and HIH are
likely to have had a negative impact on
workforce morale and motivation and are
unlikely to help the organisations attract and
retain the best staff.

Improved internal decision-making
and cost savings
Organisations that produce social and
environmental reports develop better internal control systems and better decision
making and cost savings, resulting in continuous improvements (Adams, 2002). Improved operational and process efficiency
results in reduced risks and improved
safety at work (King, 2002; Simms, 2002).
This is facilitated when organisations seek
to communicate bad, as well as good news,
to their employees and other stakeholders
through social or TBL reports.

Improved corporate image and
relations with stakeholders
By disclosing information on social and
environmental issues, companies can
minimise risks of powerful consumer boy-
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cotts by external parties (Adams, 2002).
Better understanding of corporate activities reduces criticism from external and
internal sources leading to improved reputation (Adams, 2002). Further, it improves
communication with the community and
other stakeholders (Anand, 2002; Bernhut,
2002; Marx, 1992/93) and results in a competitive advantage (King, 2002).
In 2000, Camelot, the national lottery office in the UK conducted a survey of eight
stakeholder groups comprising about
6,000 individuals. Based on the findings of
the study, Sue Slipman, then social responsibility director, commented that “stakeholders do not always share common interests. Sometimes the correct response
will be for the management to reject the
calls of stakeholders. But social reporting
remains valuable, because it provides an
informed basis for explaining the
company’s actions” (Pike, 2000, p. 18).
Indeed, the judges of the 2003 ACCA
Australia and New Zealand Sustainability
Reporting Awards, commenting on the report of British American Tobacco (Australia), said: “The judges would like to see the
stakeholder engagement programme develop to address the conflicting views of key
groups which undoubtedly occur in such a
controversial sector” (ACCA, 2004, p. 13).
Evidence of organisations benefiting by
practising corporate social responsibility and
reporting can be seen in a study of 10 entrepreneurs who had developed successful new
ventures (Joyner et al, 2002). The study
found that all 10 organisations and their entrepreneurs went beyond the requirements
of the law with respect to corporate social
responsibility and in their interactions with
their stakeholders. The organisations benefited by growing in size and establishing
their presence in the community.

Improved financial returns
Socially responsible investment (SRI) involves investors taking personal values and
social concerns into account when making
investment decisions. Ethical investment
funds consider the investors’ ethical values
and financial needs and the impact on society of the companies they invest in. Since
Friends Provident (FP) set up the first ethical fund in the UK in 1984 (Brown, 2003),
the number of such funds has grown to
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some 55 and the increase is likely to continue. SRI managed funds grew 32% to
US$13.9 billion dollars in the 2001/02 financial year (Gibson and Kendall, 2003)
while assets of managed funds as a whole
declined.
Joyner and Payne (2002) identified a positive link between firm’s value, business ethics, corporate social responsibility and financial performance, indicating that investors
may be making money through SRI as well
as adhering to their own values. Margolis
and Walsh (2003) examined the relationship
of corporate social performance (CSP) with

ment that they can compare with. So it is a
very important internal management tool”
(Adams 2002, p. 236).
“I think one of the big advantages is credibility with your external audience — you
are saying you have got nothing to hide,
you are explaining where there are problems as there inevitably are. You are explaining why they have happened. Obviously you are setting yourself targets
within the organisation. You need to be
measuring these things if you don’t measure it, you can’t manage it” (Adams, 1999,
p. 42).

“I think one of the big advantages is credibility with your external
audience — you are saying you have got nothing to hide, you are
explaining where there are problems as there inevitably are.”
corporate financial performance (CFP) between 1972 and 2002. Their review suggests
a positive association and very little evidence of a negative association. Orlitzky et
al (2003), in an analysis of 52 CSP and CFP
studies, also found a positive association and
concluded that “corporate virtue, in the
form of social responsibility and, to a lesser
extent environmental responsibility, is likely
to pay off” (p. 403).
Advantages of reporting and disclosure
were also raised by the inter viewees in
Adams’s (2002, 1999) studies: “Better acceptance in the public eye. We are sure of
that. Better understanding by politicians in
our country and better understanding inside the company also because people inside the company read this report just as
much. Better understanding of environmental topics because you can see it all
together. We just have a better explanation
of what we do and invest in this area … it
is changing” (Adams, 2002, p. 236).
“There is a very important internal message about the performance of the company and where we are doing well and
where we are not. So that when that information goes out, the businesses can then
benchmark their own performance against
that of the Group. And there are some businesses where performance is sadly lacking. So they have got an opportunity with
that repor t to help boost their performances within their own businesses because they have actually got a measure-

It is true that benefits resulting from environmental initiatives such as improved
corporate image or better relations with
stakeholders are difficult to measure or
quantify in dollar terms (Bernhut, 2002;
Evans, 2003). This can sometimes result in
challenges for managers trying to convince
company directors of the advantage or usefulness of good reporting and disclosure
systems (Simms, 2002). Indeed, one of the
interviewees in Adams’s (1999) study said:
“We strongly believe it is good for us to report on environmental issues, but we can’t
measure the effects in financial terms. Our
CEO . . . likes things to be measured and
quantified, but you can’t put a figure on the
impact on your image if you had not passed
the EMAS certification” (p. 41). AT
The second part of this article to be published
in the April 2006 issue of Accountants Today will
discuss the “Influences on Corporate Social Responsibility and Reporting”.
Professor Carol A. Adams is head of the School
of Accounting, Economics and Finance at
Deakin University. Ambika Zutshi is a lecturer
in the Bowater School of Management at Deakin
University. The authors thank Geoff Frost and
anonymous reviewers for their comments on an
earlier draft of this paper.
This article first appeared in CPA Australia’s
Australian Accounting Review, and is reprinted
with permission. The International Federation
of Accountants’ (IFAC) Professional Accountants in Business (PAIB) Committee selected
the article as the winner of its Articles of Merit
2005 Competition, an Award Program for distinguished contribution to Management Accounting.
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ENVIRONMENTAL MANAGEMENT ACCOUNTING

Towards a Sustainable Future
by Dr. Maliah Sulaiman & Dr. Nik Nazli Nik Ahmad
The public has increasingly become more concerned about environmental issues. In
Malaysia, for example, toxic waste dumping, illegal logging, open burning and indiscriminate
land clearing confront us with ever regular frequency. These have led to serious questions on
the role of business enterprises in society. Businesses need to realise that protecting the
environment and simultaneously improving the bottom-line is not impossible.
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C

ompanies, particularly those in
the developed world, are now
recognising that it is good business sense to be environmentally responsible. Further, there is increasing evidence that a company’s environmental performance has a positive influence on
its economic performance. In other words,
it pays to be ‘green’ — that waste minimisation and energy efficiency schemes can
and will result in substantial economic benefits to the company. Accordingly, environmental matters are now regarded as strategic issues that go beyond mere compliance of environmental regulations. Thus,
integrating environmental accounting into
mainstream corporate accounting is essential.
There are two aspects of accounting that
one can think of when discussing environmental accounting. The first is on external
reporting and the second relates to internal decision-making. The latter is commonly referred to as environmental management accounting (EMA) or sometimes
as just environmental accounting. To date,
there has been a lot of focus on environmental repor ting, especially after the
launching of the ACCA Environmental Reporting Guidelines in Malaysia in 2003 and
the ACCA Environmental Reporting Award.
Very little has been discussed about EMA.
However, EMA is now gaining prominence
particularly after the International Federation of Accountants (IFAC) issued an International Guidance Document on EMA
in August 2005. Consequently, it is timely
that we focus on this aspect of accounting
and in the process provide a greater exposure to the guideline.

ENVIRONMENTAL MANAGEMENT
ACCOUNTING
There is no universally accepted definition of EMA. However, IFAC’s guideline
broadly defines EMA as the identification,
collection, analysis and use of two types
of information for internal decision-making:
1 physical information on the use, flows,
and fates of energy, water, and materials (including waste) and
2 monetary information on environmentrelated costs, earnings and savings.
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Thus, the definition spells out two impor tant aspects of EMA, quantitative
physical information (as in kg, joules,
meters, lbs, etc) and monetary information. Such information is of primar y importance because to manage and reduce
the potential environmental impacts of an
organisation’s products, the firm must
have accurate data on the amounts of
waste and emission, both in physical as
well as monetised amounts. Many com-

agers to reduce environmental costs primarily because they are not aware of the
extent of environmental costs. Further,
the use of overhead accounts for environment-related costs can be problematic
when overhead costs are allocated back
to cost centres for product pricing. Hazardous waste disposal costs, which may
be high for a particular product, may well
be under-accounted, depending on the
basis of overhead allocation. This will,

“… environmental matters are now regarded as strategic issues
that go beyond mere compliance of environmental regulations.
Thus, integrating environmental accounting into mainstream
corporate accounting is essential.”
panies are cur rently repor ting on the
physical quantities of resources used and
waste generated. However, the monetised
amount of these is lacking. Consequently,
environmental issues remain the responsibility of HSE personnel (Health, Safety
and Environment). It is only when we can
start to measure environmental matters
in terms of dollars that people will pay
more attention to it. To do this, the focus
should now move beyond simple corporate environmental reporting towards the
development of an integrated environmental (management) accounting system.
Such a system will be capable of assisting
management in their day-to-day operations and strategic planning. In this, it is
undeniable that the accountant should be
an integral part of a company’s process to
improve both its economic and environmental performances.

Current accounting system:
Its limitations
It has often been suggested that the current accounting system maybe illequipped to address environmental issues. The traditional system puts no emphasis on the environmental costs of an
organisation’s operations. Overhead accounts tend to include many costs that are
product and process specific but not on
the environmental consequences. More
often than not, environmental-related
costs are ‘hidden’ in overhead accounts.
Given this, there is no incentive for man-

eventually, lead to poor product pricing.
Thus, an assessment of the relative importance of environment-related costs and
cost drivers of different processes and
product lines can help an organisation
determine whether or not the cost allocation bases being used are appropriate for
those costs. Having a proper EMA system
would enable managers to make more informed decisions on such matters. The
system, in providing a better analysis of
environmental costs, may reveal opportunities that might increase revenues such
as the recycling of raw materials, better
product design and better manufacturing
processes, amongst others.

The eco-balance account
The eco-balance account is a key tool for
EMA. The account combines two control
systems: traditional cost accounting and
environmental management. Both these
systems improve resource use efficiency.
The primary difference between the two
control systems is that while the traditional
accounting system focuses on costs (i.e.
monetary values), environmental management concentrates on physical units
(Epstein and Roy, 1997). Recall that to improve material and energy conversion efficiency, a company needs quantitative information that focuses on both the physical
units as well as the monetised amounts.
Quantitative data is needed to identify problems and to evaluate the size and effect of
the impact of environmental problems.
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Additionally, quantitative data is
also necessar y to control and
manage the company’s production activities as well as evaluate its environmental performance. The adage “what gets
measured, gets managed” is
particularly pertinent. Finally,
quantitative data is pertinent as
a check on a company’s compliance with relevant environmental legislations. Although collecting quantitative data, initially, may be time consuming,
it is an important control tool.
When employees are made
aware of the resources consumed and the wastes generated (in both physical and monetary terms), they will be more
involved in activities introduced
for environmental (and economic) improvements.
Quantitative data can be converted to an eco-balance account by simply using the following equation:
Material Inputs = Product Outputs (good units produced) + Non-product Outputs (waste + emissions)
Product Outputs
(good units produced)
Material Inputs
Non-product Outputs
(waste + emissions)

The above equation would enable employees to compare input and output data as well
as provide an overview of the resources
consumed and wastes generated. Thus, if a
total material input is $50,000 (say 50,000
kg) and the value of materials in product
outputs is $45,000 (i.e. 45,000 kg) then the
amount of non-product output is $5,000.
Consequently, when employees are aware
of the resources consumed and waste generated, they would be able to monitor and
control resources more efficiently. This
would lead to better control of environmental issues, which will eventually enable employees to evaluate environmental problems
and come up with possible solutions to address such problems. Referring to the
simple example just described, the monetary amount of waste generated is $5,000
(or 5,000 kg) but the impact this amount of
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company should develop a
management information system to support environmental
management accounting. Such
a system will ensure that the
information on the costs and
benefits of dealing with environmental concerns is available, (on a timely basis) to relevant officers of the company.

Implementing EMA:
The need for a
multi-disciplinary team

waste has on the total environment may not
be reflected in the $5,000. However, having
this information would provide an indication
of a company’s materials-related aspects of
its environmental performance.

Core elements of EMA
The four functions that form the core
elements of EMA are cost accounting, financial management, risk assessment
and information systems. The cost accounting aspect refers to the tracking and
analysing of environmental costs by identifying and monitoring all flows of energy
and substances into, through and out of
the company. Thus, all environmental consequences of the organisation, site or
project should be assessed. The use of
Life Cycle Analysis and Life Cycle Costing would be pertinent for this. Subsequently, the monetary estimates of environmental damage or benefits created by
the organization, site or project, is determined. Environmental financial management covers the generation, analyses and
use of environmental risk and liability information for investment appraisal and
capital budgeting. Accountants can play
an important role in estimating the potential cost of contingent liabilities to the firm
and the risk factor involved. Finally, the

Accountants may find that
environmental matters involve
applications of their professional abilities, which go beyond those currently required.
These will include the design
of systems, which are responsive to data from many sources
in order to capture, measure,
and report on the firm’s environmental matters. Implementing an
EMA system will require a team effort because expertise is needed from various
professionals. The accountant will have to
learn to assess and rely on the expertise
of other disciplines such as engineers, biologists, geologists, lawyers, and to provide information that would be easily understood by those without an accounting
background. Often, technical and environmental staff may have considerable expertise on the flow of materials, water and
energy but are not aware of how these
may be reflected in the accounting
records. The accountants, on the other
hand, have much of the accounting information but have scant knowledge of the
environmental issues the firm faces. It is,
thus, not surprising that accounting personnel are often not providing the types
of accounting information that environmental and technical personnel might find
most useful (IFAC’s EMA Guideline
Document, 2005, p. 26)
Further, much of the required physical
accounting information unfortunately is
not easily available to accounting personnel, as it is not systematically recorded or
is not recorded in a way that reflects the
real-world flow of materials. Personnel in
other areas, such as production, environ-
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mental or other operations, often have
more detailed estimates and measurements of physical flows of materials, but
often this information is not cross-checked
with that of the accounting department.
Accountants need to work more closely
with personnel from other departments to
accurately do the physical accounting side
of EMA (IFAC’s EMA Guideline Document, 2005, p. 30)
Thus, the emphasis on a multi-disciplinar y team to implement EMA is clearly
spelt out in the guideline. In addition, according to Boer, et al (1994), a company
need not have a separate system primarily to capture information on environmental matters. The EMA system developed
will have to be related in some way to the
current accounting system. It does not
make sense to operate two systems to
gather environmental information. Environmental accounting information can be
captured by adapting the current accounting system. Often, the present system can
be modified by assigning a digit in an account code to identify a cost as an environmental cost.

“EMA supports the reduction of costs and environmental
impacts of a company’s activities … EMA aids in the evaluation
and implementation of cost effective and environmentally
sensitive programmes in order to ensure a company’s
long-term strategic position.”
Figure 1

Uses and Benefits of EMA
Compliance
Efficiency

Eco-Efficiency

Strategic
Position

EMA supports environmental
protection via cost-efficient
compliance with
environmental regulation
and self-imposed
environmental policies

EMA supports the simultaneous
reduction of costs and
environmental impacts via more
efficient use of energy, water and
materials in internal operations
and final products

EMA supports the evaluation
and implementation of costeffective and environmentally
sensitive programmes for
ensuring the organisation’s
long-term strategic position

Examples …

Examples …
More accurately
tracking the flow of
energy, water,
material and waste

Planning and
implementing pollution
control investments

Examples …
Working with
suppliers to design
products & services
for ‘green’ markets

Investigating and
purchasing costeffective substitutes
for toxic materials

Planning and
implementing energy,
water and materials
efficiency projects

Estimating the
internal costs of
likely future
regulations

Reporting
environmental waste
and emissions to
regulatory authorities

Assessing the total
annual return on
investment in ecoefficiency activities

Reporting to
stakeholders such as
customers, investors
and local communities

WHAT ARE THE BENEFITS OF EMA?
The uses and benefits of EMA, presented in Figure 1, is reproduced from the
EMA guideline of IFAC. Generally, EMA
is said to assist companies in three broad
areas. The first is compliance with environmental legislations (compliance efficiency). Secondly, EMA supports the reduction of costs and environmental impacts of a company’s activities (eco-efficiency). Finally, EMA aids in the evaluation and implementation of cost effective
and environmentally sensitive programmes in order to ensure a company’s
long-term strategic position. Most importantly, EMA helps management identify
the various ‘hidden’ environmentally induced costs as shown in Figure 2. While
the waste incineration cost may be transparent and one that most of us can relate
to, the “hidden” costs such as the energy
cost of wasted materials, purchase cost of
wasted materials, cost of additional storage space for waste and various other environmentally induced costs may not be
so obvious. It is these “hidden” costs that
EMA can help companies track.
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Figure 2

Transparent and Hidden Costs
transparent cost
waste
incineration
cost
energy
cost of
wasted
materials

purchase
cost of
wasted
materials

administration
cost of
processing
waste and
wasted
materials

cost of
additional
storage
space for
waste

cost of
machinery
abrasion
caused by
wasted
materials

processing
cost of
wasted
materials

labour cost of
processing
waste and
wasted
materials

hidden costs

wasted materials = portion of input
materials that end up as waste

(Centre for Sustainability Management, University of Luneberg, 2005)
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CONCLUSION
Environmental problems are here to
stay. Companies need to be aware that
environmental initiatives are not necessarily financial burdens but can contribute towards financial value. Given that accountants are particularly good at integrating varied business functions from
marketing to engineering, and since the
environment is fast becoming another
business function, it is only natural that
accountants take on board this ver y important issue. However, it is generally difficult for a company’s accounting group
to make informed decisions on environmental matters because of the technical
aspects involved. Hence, it is important
that there exists personnel from various
disciplines when tackling environmental
issues. Most impor tantly, top management commitment is critical to the success of any environmental initiatives. According to the Business and International
Institutes for Sustainable Development,
companies go through 5 stages of environmental responsiveness. Figure 3 presents the 5 stages. It would be interesting to find out at which stage your company is currently in.
To be proactive on environmental issues, companies need to focus on various per tinent areas such as integrating
environmental matters into capital expenditure decisions; understanding and
Figure 3

managing environmental costs; introducing waste minimisation schemes; understanding and managing lifecycle
costs; measuring environmental per formance and to embark on a strategic approach to environment related management accounting and per for mance
evaluation.
This article is just a short introduction
of what EMA is. Readers may want to refer to the guideline for specific examples
on how various companies have implemented EMA. Finally, we end this article
with two quotations, one is the MacNamara
Fallacy and the other is an African proverb. It is hoped that these quotes may help
accountants put a proper perspective on
issues pertaining to the environment, in
general, and on environmental accounting,
in particular. AT

The third step is to presume
that what can’t be measured
easily really isn’t important.
This is blindness. The fourth
step is to say that what can’t
be easily measured really does
not exist. This is suicide.

The MacNamara Fallacy
The first step is to measure
whatever can easily be
measured. This is OK as far as
it goes. The second step is to
disregard that which can’t be
easily measured or give it an
arbitrary quantitative value.
This is artificial and misleading.
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Inflation Targeting
by Saravanan Ramasamy
Central banks in many countries, mainly with an explicit
inflation target, have demonstrated the capacity to keep
inflation low and stable. Indeed,
recent research suggests that the
combination of an inflation
target, central bank independence and a market-determined
exchange rate tends to reduce
variability in both inflation and
output, even in small open
economies such as New Zealand.
The Reserve Bank of New
Zealand was the first central
bank in the world to be transparent about its policy objectives by
announcing specific inflation
targets when it was made responsible for maintaining New
Zealand’s inflation within a
specified range in 1990. Since
then, many other central banks
have followed suit. These include
the Bank of Canada, the Reserve
Bank of Australia, the Bank of
England, Sweden, Switzerland,
South Korea and also from
emerging economies like Brazil,
Chile, Mexico, Peru and many
more.
34
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I

nflation targeting is basically the
adoption of explicit inflation target
as the defining principle underlying
the conduct of monetary policy. This
approach makes the targeted inflation rate,
and not the exchange rate or some other
variable, the nominal anchor of the system.
The discussion of monetar y policy and
capital flows almost inevitably begins with
the well-known “trilemma”, the observation that a country can choose no more
than two of the following three features of
its policy regime:
1 free capital mobility across borders,
2 a fixed exchange rate, and
3 an independent monetary policy.
Various combinations of these features
have dominated world monetar y arrangements in different eras. Under the
classical gold standard of the 19th centur y, the major trading countries chose
the benefits of free capital flows and the
perceived stability of a fixed relation of
their currency to gold. Under the Bretton
Woods system created at the end of
World War II, many countries renounced
capital mobility in an attempt to maintain
both fixed exchange rates and monetar y
independence. Currently, among the major industrial regions at least, central
banks have collectively chosen a regime
that gives up fixed exchange rates in
favour of the other two elements — free
capital mobility across borders and an independent monetar y policy.
Increasingly, politicians and policymakers around the world are being converted to the idea that monetary policy
should focus on delivering low and stable
inflation, with the determination of exchange rates left to free markets. Economists nowadays agree that the impact of
monetary policy on the real economy, if
deployed without a particular course of
action, is unpredictable and thus should be
used with caution. They believe that, nowadays, monetar y policy cannot do much
more than achieve some desired level of
inflation. An important reason for making
the inflation rate (more precisely, the price
level) the nominal anchor is that the general price level is more directly linked to
economic welfare than is the exchange
rate. Domestic price stability improves the
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policy in this manner. In suggesting a nuoperation of markets, reduces the costs
merical inflation target of two per cent,
associated with holding money and with
Bernanke emphasised that very low levchanging prices and aids long-term planels of inflation are generally preferred
ning.
but the inflation rates cannot be so low
The focus on domestic inflation while
that the Federal Open Market Commitembracing free capital mobility does not
tee
(FOMC)
imply that policywould face an unmakers must enacceptably high
tirely ignore the
“… the aim is to achieve the
risk of encounterexchange rate,
best average economic
ing the zero lower
par ticularly in
bound on nominal
small open econoperformance over time with
interest rates, as
mies. Stabilisation
respect
to
both
the
inflation
Japan experienced
of the domestic
in the 1990s and in
price level may enand output
the last few years.
tail some “leaning
Bernanke’s aim is
against the wind”
to achieve “the best
with respect to exaverage economic performance over time
change rate movements because of their
with respect to both the inflation and outinfluence on domestic prices. This
put objectives”. With Bernanke commitbehaviour does not imply that exchange
ted to having a low inflation rate, the
rate stabilisation is an independent obFed’s overnight lending rate, currently
jective, however, and should price stabilat 4.5 per cent, is expected to go for anity and exchange rate stability come into
other increase or two.
conflict, it is the latter that is always jettiOn the local front, Bank Negara Malaysoned.
sia (BNM) has echoed the same sentiConcerns about the feasibility of this
ment of favouring low levels of inflation.
approach have been put to rest by the ex-

“The interest policy will depend on the outlook on inflation and
that is why we will monitor not only the CPI (consumer price
index) but also the other indicators of inflation outlook, going
forward in the next three months, six months and 12 months.”
Dr. Zeti Akhtar Aziz, BNM Governor
perience of the past decade or so. For example, over the 1987-96 period, inflation
surged at a 656 per cent average annual
rate in Brazil — about 18 times Mexico’s
37 per cent average. In 2005, the inflation rate in Brazil was estimated to be 5.9
per cent and four per cent in Mexico. By
defining what is meant by price stability,
market participants would be better informed, vis-á-vis making an ef fective
communications policy to public. In this
regard, it is interesting to note that Ben
Bernanke, the newly-crowned Chairman
of the US Federal Reser ve, has openly
said that he favours inflation targeting.
His predecessor, Alan Greeenspan, is
clearly opposed to conducting monetar y

Though BNM has not explicitly announced a target for inflation rate, its
policy measures are in line to keep the
inflation in check. “The interest policy will
depend on the outlook on inflation and that
is why we will monitor not only the CPI
(consumer price index) but also the other
indicators of inflation outlook, going forward in the next three months, six months
and 12 months,” said Dr. Zeti Akhtar Aziz,
BNM Gover nor recently. Meanwhile,
Citigroup’s global capital markets division
forecast Malaysia’s overnight policy rate
(OPR) to increase steadily to 3.75 per cent
by year-end from three per cent now as
BNM takes steps to keep inflation in
check. AT
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Innovate OR Perish!
by Hermawan Kartajaya

technology

design

marketing
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T

here is a retail store named
MinuteClinic in the US. Can
you guess what it is selling? It
is very speedy medical treatment. Around a dozen types of treatment
for complaints such as sore throats or ear
infections. Each treatment on average
takes only 60 seconds!

How can they do it?
Adopting a fast-food restaurant style,
MinuteClinic offers speedier health services based on the argument that health
treatment can be provided faster at a walkin clinic than in a doctor’s surger y. The
cost of treatment there ranges from US$44
to US$48.
In the MinuteClinic, patients are cared
for by nurses — who have bachelor’s or
master’s degrees in nursing — assisted by
software that provides guidance in the diagnosis and treatment of various forms of
illness. Only if the results of that diagnosis are not found in its list of illnesses will
the software then recommend the patient
be treated by a doctor.
It was reported that, of the 183,000 patients who have been treated since it was
set up in 2000, not a single one has lodged
a malpractice suit. In 2004 alone,
MinuteClinic successfully serviced 70,000
patients through all its outlets, yielding a
revenue of around US$4 million. This was
an extraordinar y achievement for a company new to the health care industry. It was
all achieved thanks to one key word: INNOVATION.
Innovation is very important if you want
to get out of the crowd, just like
MinuteClinic. As a new player competing
in any competitive market, you do need a
revolutionary breakthrough that will enable you to offer better value than your
competitors. Al Ries himself said that if you
cannot compete in your industry, you must
create a new category, and this can only
be done by innovating.
Sad to say, I have observed that many
companies have not yet realised this. In
order to compete, a company will often
just of fer a similar product at a lower
price. Frequently, their competitors, too,
will then lower theirs. The result is that
this competition then degenerates into a
price war.
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Once that happens, all those companies
involved will eventually perish. With ever
decreasing prices, a company’s revenue
will continue to drop to the point where it
can no longer cover the costs it has expended. Moreover, its customers will only
enjoy increasingly lower prices, without
getting any increasing benefits to go with
this.
Apart from those who fool around with
prices in this way, many companies also
offer few improvements to their products.
Whatever form that improvement takes, be
it in quality or features, it will all just be
incremental in nature. So, they only improve or fancy up their products so they
appear to be of higher value.
In the past, this was unquestionably
the most potent way to make a customer
change from a competing product to
yours. These days, however, a customer
will be reluctant to change for the sake
of only minor changes. A breakthrough
is needed to make a customer switch to

all show the touch of sophisticated technology.
The second factor is design. In innovating, the design factor cannot be omitted. Top California-based design company IDEO is one example of a company
that has created many innovative products by relying on design. Intel, Nestle,
Lufthansa, and Samsung are just some of
the companies that make use of its services.
IDEO relies on its 350 employees, who
have differing backgrounds, from psychology, architecture, business administration,
linguistics, through to biology. They are all
needed to produce good quality designs in
terms of both visual and human factor aspects.
The third factor, of no less importance,
is marketing. This is needed to find out
what customers want from a product. This
can be established by carr ying out research or obser vation of customer
behaviour. I call this: customer insight sur-

“As a new player competing in any competitive market, you do
need a revolutionary breakthrough that will enable you to offer
better value than your competitors. Al Ries himself said that if you
cannot compete in your industry, you must create a new category,
and this can only be done by innovating.“
you. As Kevin Kelly says, wealth cannot
be gained by just perfecting the known,
but instead must be won through imperfectly seizing the unknown. And this imperfectly seizing the unknown means innovating.
For me, innovating means integrating
three main factors. The first is technology.
To create an innovative product, you will
need technology as its primary driving
force. It is very clear that in every innovative product that you meet, there is certain
to be an element of technology that has led
to its creation.
Just look at the 25 top innovations that
have changed people’s lives in the last 25
years, as announced by CNN. All were created through a technological touch. The
top 5 innovations — in order from number
one — i.e. the internet, cell phones, personal computers, fibre optics and e-mail,

vey, i.e. investigating customers’ psychographic profile and behaviour to know precisely just what sort of innovation customers need.
Through the innovation that relies on
these three factors, your company can then
offer better value than your competitors,
meaning you can set your prices far higher.
So, never take the ‘shortcut’ of lowering
prices. That will only lead to you being
trapped in a price war. Also, never offer
nominal, incremental improvements. That
will not make you sustainable in the long
term. Innovate or perish! AT
Hermawan Kartajaya is President of the World
Marketing Association (WMA), and the
Founder and President of MarkPlus&Co, a strategy-consulting firm in Asia. Author of three
books with Philip Kotler, he was named by the
Chartered Institute of Marketing, UK as one of
the “50 Gurus Who Have Shaped the Future of
Marketing”.
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Accountants have Narrow View
of Strategic Role, SAYS SURVEY
by Graham Pitcher
In a survey of recently qualified accountants, the majority worryingly suggested that
their role in setting strategy is helping to evaluate strategic options. Many added that
the evaluation was in strategic as well as financial terms. Nevertheless it is a pretty
narrow view of the accountant’s contribution to the determination of strategy.

A

n informal survey of HR, legal
and marketing professionals
produced a similarly blinkered
view — accountants do the
numbers. Non-accounting professionals
believe that the growing number of MBAqualified senior staff capable of ‘doing strategy’ meant accountants no longer had to
be involved in strategic management.
‘Accountants do the numbers’ is an attitude that pervades the whole strategic
management process. One reason for the
narrow view could be the way accountants
encountered strategy during their studies
in both learning and assessment.

Thinking inside the boxes
Another potential problem derives from
the classic model used to teach strategy,
the rational approach, shown in figure 1.
Texts and lectur es usually work
through this from top to bottom, stopping
to discuss theoretical models and techniques where appropriate. There is nothing wrong with this. However, the student
will leave having memorised the linear
approach to strategy, in which models and

Figure 1

Rational planning approach to strategic formulation
Mission &
objectives

Learning business strategy
All qualified accountants, whichever accounting body they qualified from, will
have studied business strategy. Not surprisingly the main motivation when studying is to pass the assessment. So, although
the teaching is designed to encourage
decontextualised learning, it is still taking
place within the context of the qualification.
For the student, learning how to pass the
assessment is as much a part of the knowledge as theoretical models and techniques.
There is nothing wrong with that. But educators need to be aware that learning takes
place in a student community and there is a
danger that the knowledge will not transfer
to the community of practice. Experienced
accountants should be aware of this and
help newly-qualifieds make the transition.
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techniques are related to boxes. The feedback loop given prominence is the comparison of the results from the implemented strategic choice with the original
objectives.
The assessments usually test strategy
in narrative form, requiring discussion of
the strategic issues along with numerical
analysis. The use of case studies in assessment, whether professional or higher education qualifications, goes part of the way
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in promoting the accountant’s strategic
role. But even then, the evaluation and as
students perceive it, the management accounting elements, are often limited to
strategic options and performance measurement.
The sur vey suggested that, although
accountants are knowledgeable about assessment techniques, few relate them to
strategic management. There was evidence of knowledge being compar tmentalised rather than integrated into a
holistic strategic model. If this is the view
that students take into the workplace,
organisations’ strategic decisions may not
be as informed as they think.

Taking a wider view
Strategic accounting has a role to play
that is much wider than this. Survey participants rightly suggested that carrying
out competitor analysis illustrated the role
of the accountant in environmental analysis. Management accounting techniques,
they believe, can also inform the competitive strategy of an organisation. Reassuringly, many appreciated the variety of factors requiring evaluation when Dyson
made a strategic decision to transfer production of its vacuum cleaners to Malaysia. But the thinking stopped at evaluating

the strategic option.
Most participants suggested that part of
the rationale was to boost profits, allowing
Dyson to expand into the US — a future
development. Few contemplated that
Dyson’s strategy also had an impact on the
structure of the industry. This, in turn, affects the forces that influence the current
level of competition. This needed quantifying in terms of the risk and financial consequences — the impact on prior analysis.

ation. It is, except that it sees the evaluation process as pervading the whole strategic planning model, rather than as one
‘box’. It also goes beyond competitor response analysis by reviewing the impact of
a chosen strategy on the structure of the
industry. This knowledge aids the development of a strategy that is sustainable and
promotes a proactive approach to strategic management.

Asking the right questions

Many theoretical models are used to
develop strategies. But students, and I
would argue professional accountants, are
rarely challenged to evaluate the financial
consequences of strategic issues. Many
accountants will be familiar with the PEST
(political/legal, economic, socio-cultural,
technological) model for environmental
analysis. Few would consider feeding the
details of a company’s planned strategic
decision back into the models to see the
overall financial effect. Most would wait
until the results filtered into the review and
control box and into the next strategic review cycle. Even when working through
scenarios, the tendency is to work forward,
rarely iterating back to assess the impact
on the prior analysis.

Time for a challenge
The strategic management process is not
just a linear process with one feedback loop
from implementation to the objectives. The
strategic impact of a chosen course of action should be ascertained from the earlier analysis (see figure 2).
For example, we should go back and
calculate the effect of our chosen strategy
on the industry analysis. Questions need
to be asked. Will the strategy affect the
likelihood of potential entrants? By how
much has the risk from any threat been
increased or decreased and what are the
financial consequences? How has the impact on the external factors affected the
balance between the strengths and weaknesses and the opportunities and threats?
Sceptics will say that this is part of evalu-

The way ahead
Figure 2

Strategic impact analysis of chosen strategy
Mission &
objectives
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Internal
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Educators must ensure that students do
not star t work with a linear, compartmentalised view of the role of accountants
in strategic management. The working professional must ensure that newly qualified
accountants have the opportunity to put
their learning into practice. Professional
bodies must ensure that assessments test
strategy in as realistic and holistic a way
as possible.
We must all remember that accounting
techniques are part of a continuous, iterative process. Whatever the organisation or
activity, ever ything has a financial consequence. We still need to get the message
across that accountants are capable of adding value to the whole strategic management process. AT
Graham Pitcher is Dean of the Business School
at BPP Professional Education, UK. This article
is contributed by CIMA and it first appeared in
Insight, CIMA’s online newsletter which is accessible at www.cimaglobal.com/insight.
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INCREASE PROFITABILITY THROUGH

Employee Engagement
by Patrick PC Ow
Why should Chief Financial Officers (CFOs) and finance professionals concern
themselves with how engaged their company’s human resource is? Isn’t it their
Human Resource Department’s responsibility? The answer is that employee
engagement has a positive relationship with business results and success.

T

he Brookings Institute (2003)
examined the primary source
of market value in today’s
organisations and how it has
changed over time. In 1982, 62 per cent of an
organisation’s market value came from tangible assets and 38 per cent from intangible
assets. Tangible assets include things like
machinery, products, facilities, etc. Intangible
assets, on the other hand, include factors
such as brand, intellectual property, and,
most impor tantly, the quality of the
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workforce. By 2002, 20 years later, the source
of value had almost totally flipped. Almost 80
per cent of market value today comes from
the intangible assets with a scant 20 per cent
coming from tangible assets.
As we all have heard before, products
can easily be copied, a technological edge
can prove fleeting, and more facilities can
be built, but the quality of an organisation’s
people talent, its passion and commitment,
is nearly impossible to replicate.
Engagement is the fuel that drives the

value of intangible assets within
organisations. It is a global concept, and it
is a combination of job satisfaction, job involvement, organisational commitment
and intention to stay. It is also one of the
three components that help organisations
profit from their employee’s efforts. They
are:
 Alignment with organisational strategies — Alignment with organisational
goals, corporate strategy and customer
expectations. This provides individuals
ACCOUNTANTS TODAY • March 2006
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with a clear ‘line-of-sight’ of what has to
be achieved and with a precise language
defining how the results are to be
achieved, measured and rewarded.
 Employee capabilities — Talent, resource and information match.
 Employee engagement — which is the
subject of this article.
Employee engagement is defined in various ways:
 Extent to which people enjoy and believe
in what they do and feel valued for doing it — Developmental Dimensions International Inc.
 Extent to which employees commit to
something or someone in the
organisation, and how long they stay as
a result of that commitment — Corporate
Executive Board.
 Engagement is the state in which indi-

Quality errors (as measured by external
and internal parts per million) stood at
5,658 for the low-engagement group and
only 52 for the high-engagement group.
In a ser vices organisation, there is a
strong relationship between sales performance and employee engagement. Highly
engaged employees achieved an average
of 99 per cent of their sales goals, while
disengaged sales representatives averaged
91 per cent.
Hewitt (2004) showed similar results
with its Employee Engagement and Best
Employer Database of 1,500 companies. In
companies where 60 to 70 per cent of employees were engaged, average total
shareholder’s return (TSR) stood at 24.2
per cent. In companies with only 49 to 60
per cent of their employees engaged, TSR
fell to 9.1 per cent. Companies with engagement below 25 per cent suffered negative
TSR.

“Engagement is the fuel that drives the value of intangible assets
within organisations. It is a global concept, and it is a combination
of job satisfaction, job involvement, organisational commitment
and intention to stay.”
viduals are emotionally and intellectually
committed to the organisation as measured by three primary behaviours: Say,
Stay and Strive — Hewitt Research Brief.
 Extent to which employees put discretionary effort into their work in the form
of brainpower, extra time, and energy —
Towers Perrin.
Therefore, how does employee engagement affect company performance?
Developmental Dimensions International Inc. has compiled an engagement
database of thousands of employees across
200 organisations. They estimated that in
an organisation of 10,000 employees, moving a workforce from low to high engagement could have an impact of over US$42
million.
In a Fortune 100 manufacturing company, turnover in low-engagement teams
averaged 14.5 per cent, and absenteeism
hovered around eight per cent. For highly
engaged teams, absenteeism was only 4.8
per cent, and turnover came down to 4.1
per cent.
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Towers Perrin (2003), looking at over
35,000 employees across dozens of companies, showed a positive relationship between employee engagement and sales
growth, lower cost of goods sold, customer
focus, and reduced turnover. Highly engaged employees are almost three times
more likely to feel that their company really cares about customers and has the
ability to serve them better than their competitors. Companies with highly engaged
employees beat average revenue growth
in their sector by one per cent while companies with low engagement were behind
their sector’s revenue growth by an average of two per cent.
The US Corporate Executive Board
(2004) surveyed 50,000 employees in 59
organisations worldwide. Employees with
lower engagement are four times more
likely to leave their jobs than those who
are highly engaged. Moving from low to
high engagement can result in a 21 per cent
increase in performance.
ISR has one of the largest databases on

employee engagement: 41 companies
across 10 geographical markets. Looking
over three years of data, change in operating margin in low engagement companies
was 2.1 per cent and net profit margin was
a dismal 1.38 per cent. Compare this to
their high-engagement counterpar ts,
where operating margin was up to a positive 3.75 per cent and net profit margin up
2.06 per cent.
The Gallup Organisation (2004) found
critical links between employee engagement, customer loyalty, business growth
and profitability. Gallup compared stores
scoring in the top 25 per cent on employee
engagement and customer loyalty against
those in the bottom 25 per cent. Stores in
the bottom 25 per cent significantly underperformed across three productivity measures: sales, customer complaints and turnover. Gallup estimates that actively disengaged workers cost US business between
US$270 billion and US$343 billion a year
due to low productivity.
It might be worthwhile to review how the
engagement/ business-impact relationship
is actually measured. Employee engagement is assessed through what is commonly called an ‘attitude’ or ‘organisational
climate’ survey.
Typically, employees and their managers complete the survey. Their scores are
then aggregated into team, department,
and organisational engagement ‘scores’.
These scores are then correlated with various business metrics, including turnover,
productivity, sales, etc.
Increasing employee engagement
through wellness programmes can further
help save money for the company:
 Shephard (1992) calculated that a decrease in absenteeism of 1.6 days, or 30
per cent per participant per year, would
result in a savings of 1.1 per cent of payroll cost.
 Coors Brewing reports a return on investment from US$1.24 to US$8.33 for
ever y dollar spent on its full-ser vice
wellness programme.
 General Mills calculated that a reduction
in absenteeism resulted in a payback of
US$3.10 to US$3.90 for each dollar spent
on its health promotion programme in
1985-1986.
 Travellers Corporation got a 3.40 return
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on investment for every US$1 invested.
They made US$146 million savings in
benefits costs. Sick leave reduced 19 per
cent during the 4-year study. The focus
was on reducing poor health habits and
decreasing unnecessary visits to emergency rooms.
 Providence General Hospital saved
US$1.5m over three years. They implemented an outcomes-based employee
benefits programme. Financial incentives were given to employees who demonstrated responsibility for their health
and fitness based on set criteria. Health
care claims were 33.6 per cent lower.
So, how do we create a highly engaged
workforce through the implementation of
appropriately aligned Human Resource
Management practices?
1 Hire employees who fit the job requirements (person-job fit).
2 Develop leaders with the right skills
and competencies, and
3 Provide support through strong systems and strategies, and policies and
procedures.
Together, these three value engagement
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drivers lead to the formation of an engaging work environment. Once created, the
engaging work environment has a positive
impact on employee behaviours and attitudes. This builds loyalty and commitment
in employees by meeting their personal
and practical needs, and scorecard targets,
thus encouraging them to stay with the
organisation.
An engaging work environment also taps
into employees’ motivation to try harder
(by being empowered) and putting forth
the extra ef for t that dif ferentiates
organisations from their competitors. Finally, when organisations have positively
engaged employees, the long-term benefits
appear in the financial bottom-line.
Organisations have more satisfied and
loyal customers, increased profits, betterquality products or services, and greater
growth potential.
Employee engagement begins with employees’ clear understanding of what they
should be doing on the job, through personal scorecards developed using the balanced scorecard tool. The scorecard, in
effect, sets out each employee’s job description and a clear set of performance

expectations, complete with key performance indicators, measures and targets.
Even more critical is their understanding
that their individual efforts and goals are
aligned to the organisation’s goals and
strategies.
Effective performance management is
the backbone of employee engagement. It
drives accountability and responsibility,
serves as the basis for individual development, and shows ever yone that the
organisation has a clear line-of-sight focus
and direction with strategy. It also enables
leaders to pinpoint and address poor performance quickly and objectively, taking
the appropriate corrective actions. Few
things are more frustrating to a high-performing team than a leader who refuses to
handle the occasional member who is not
measuring up. If the team member is not
on the bus, they should be off the bus.
Employees decide to stay with
organisations for other reasons, such as
growth and development opportunities,
strong leadership, and meaningful work.
Turnover costs organisations millions each
year, and employee engagement is necessary to reduce turnover cost.
When employees work in an environment
in which they can focus their attention on
their work and have a drive to do their best,
organisations experience higher levels of
productivity and profitability. Engaged employees look for better ways to do their
work, spend less time on wasted activities,
and make effective use of resources.
Higher employee engagement translates
into higher and faster revenue growth.
Engaged employees are more innovative,
motivated and place more emphasis on
meeting customer needs and expectations,
leading to increased customer spending
and ultimately increased sales and revenue
for the company.
The “what can I do better or differently”
attitude of engaged employees versus the
“it’s not in my job description” attitude of
the unengaged simply leads to better financial performance. AT
Qualified as an accountant and lawyer, Patrick
Ow has keen interest in performance measurement and the cascading of corporate scorecards
into personal scorecards. For exchange of ideas,
he can be contacted via e-mail at patrickow
@gmail.com.
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How about picking up on the five vices of
one the five temptations that weaken a
the top brass from a work of fiction? The
chief executive or other high-ranking exFive Temptations of a CEO does exactly
ecutives.
that.
He asked the CEO what was his best day
Early in the book, a CEO bumps into a
of his career? “Well, being appointed as the
stranger, probably a
CEO exactly a year
janitor, in a train on
“Of course you can be proud of ago, of course”, rea jour ney back
plied the CEO.
milestones.
But
not
as
proud
as
home one day.
What has the
“My father alstranger
got to say
they are of actually doing
ways said that runto this? “Of course
something with their status. In you can be proud
ning a company
was running a comof milestones. But
fact, great CEOs should be
pany, regardless of
not as proud as
the type of busithey are of actually
almost overwhelmed by the
ness,” says the
doing something
need
to
achieve
something.
stranger. “My fawith their status. In
ther also said that it
fact, great CEOs
That is what drives them.
wasn’t complicated
should be almost
Achievement. Not ego.”
— running a comover whelmed by
pany, I mean. He
the need to achieve
used to say that ‘people make it complisomething. That is what drives them.
cated because they’re afraid to look at the
Achievement. Not ego.”
simple issues.”
To paraphrase the first temptation: A
Did you just say: “Really?” Well, that’s
CEO who puts his status and security
what the CEO in this story blurted out. But
above that of the company.
the stranger makes his case. And in the
There are four more temptations that can
process, he shares with the CEO one by
sink a CEO. Check it out. AT

who want to lead with heart and with comIn the wake of the continuing corporate
passion for those they serve.
scandals, some argue that corporations
Authentic Leadership attempts to answer
need new leaders, not just new laws.
vital questions such as: What should I do
Authentic Leadership attempts a crack at
when my personal values conflict with comthat. The author, a former CEO of a major
pany business valUS corporation, tries
“… authentic leaders of
ues? How do I make
to demonstrate that
authentic leaders of
mission-driven companies will trade-offs between
the needs of cusmission-driven comcreate far greater shareholder tomers, employees
panies will create far
and
company’s
greater shareholder
value than financially orientated shareholders? Do I
value than finanreally want to decially orientated
companies.”
vote my talents to
companies.
business?
The author recounts many of the toughAlong the way, the author also outlines
est challenges encountered, from ethical
the seven pitfalls to sustainable growth,
dilemmas and battles with the FDA to his
including lack of a clear mission and unown development as a leader.
derestimating your core business.
He shows how to develop the five essenIt’s no breezy read, but the book contains
tial dimensions of authentic leaders — pursome insights that may help leaders and
pose, values, heart, relationships, and selfcorporations in today’s 24/7 world of busidiscipline. In a way, the author believes that
ness. AT
his work will offer inspiring lessons to all
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FACTORING TAX INTO

Centralised Shared Services
by Tan Hooi Beng
It is common for members of a group of companies to receive services, particularly those of
administrative and routine in nature, from the parent company. These services normally
relate to general office and administration, human resource (such as payroll and
recruitment), accounting, secretarial, legal support, etc. From the operational perspective,
it makes sense to centralise this kind of services with a view to achieving economies of scale,
sharing of expertise and also eliminating redundancy. Against this backdrop, my article
seeks to discuss the tax implications of the centralised shared services.
Taxability of Management Fees

 Profit-making intention.

Under the Income Tax Act, 1967
(ITA), income accruing or derived
from Malaysia or received in Malaysia from outside Malaysia is subject
to income tax1. The ITA also provide
for various classes of income,
namely:

 Frequency of transactions.

 Gains or profits from a business.

 Organisation of a sale.
 Method of finance.
 Existence of trading interests in
similar fields.

2

 Employment income.3
 Dividends, interest or discounts.4
 Rents, royalties or premium.5
 Pension, annuity payments.6
 Gains and profits not falling under any
of the above.7
It is crucial to ascertain whether an income is a business source given that there
are several advantages to this, viz:
 Capital allowance (i.e. tax depreciation)
on qualifying plant, machinery and industrial building can only be claimed
against the business source.
 Only current year business losses can be
used to shelter non-business income (e.g.
interest, rental and dividend income).
 Only unabsorbed business losses can be
carried forward for utilisation against
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future business income.
‘Business’ is defined under the ITA to
include profession, vocation, trade, every
manufacture, adventure or concern in the
nature of trade but excludes employment8.
Since the definition provided in the ITA is
not exhaustive, judicial guidance must be
sought from various case laws. Broadly
speaking, it is submitted that the word
‘business’ has a wider context than the
word ‘trade’. Generally, trade refers to commercial undertaking with a profit-making
intention. Based on case law, the relevant
badges of trade can be summarised as follows:

Generically, business would normally represent a habitual,
organised and systematic operation
with the purpose of making profits.
Hence, for the service provider to assess its management fees as a business source, some or all of the above
elements must exist. Whilst each of the
badges of trade mentioned above has its
own significance, none of them are conclusive although persuasive. Merit of each case
1

Section 3. However, Paragraph 28 Schedule 6 of
the ITA exempts foreign source income received
by residents (save for resident companies carr ying on the business of insurance, banking, sea and
air transport) and non-residents in Malaysia from
income tax

2

Section 4(a)

3

Section 4(b)

4

Section 4(c)

5

Section 4(d)

6

Section 4(e)

7

Section 4(f) — A “sweeping” provision

8

Section 2

ACCOUNTANTS TODAY • March 2006

Factoring Tax into Centralised Shared Services

has to be duly considered. Nevertheless, it
has been long accepted that the profit-making intention is an extremely crucial factor
in arguing the existence of a business
source. Hence, where as service provider,
especially for the case of related party arrangement, wishes to contend that the management fee charged is a business source,
it should then consider the objectives of the
provision of the management services. For
example, it may wish to consider a profit
element that a service provider rendering
similar services would add to its cost to an
unrelated party. The issue would then be to
ensure that an arms’ length profit margin
which reflects the appropriate fair market
price be introduced in the charge.

Section 4(a) Income versus
Section 4(f) Income
As mentioned above, there are several
advantages of being assessed as business
income. In addition, a holding company
would avoid from being a pure investment
holding company9 (IHC) from tax viewpoint as an IHC is only allowed deduction
of up to a maximum of 25 per cent of permitted expenses only. The amount of deduction is limited to five per cent of the
IHC’s gross income comprising dividend,
interest and rental. Hence, a common approach to achieve tax efficiency is to avoid
from being a pure investment holding company by simply charging management fee.
At times, the quantum of fees charged
are nominal vis-á-vis the services provided
and in some instances, the Inland Revenue
Board (IRB) had sought to restrict the
claim for a deduction of expenses that are
in excess of the management fee charged
by an IHC. That means the IRB treats the
management fee as other income under
Section 4(f) instead of business income
under Section 4(a). This treatment could
be viewed as anti-avoidance measure
whereby otherwise the current year losses
(excess of expenses over management
fees) could be used to shelter the dividend
income and hence gives rise to a tax repayable position for the IHC. Ultimately,
the taxpayers must demonstrate that the
management fee received is indeed a business source. However, effective YA 2006,
the said simple tax planning of charging
management fee would no longer easily apMarch 2006 • ACCOUNTANTS TODAY

ply given the changes of tax law that are
explained below.

Deductibility of Management Fees
For the relevant subsidiaries to justify a
deduction for the management fees
charged, the expenses must be “incurred
wholly and exclusively in the production
of (their) gross income” and not being capital in nature (e.g. giving rise to an enduring benefit) Sections 33 and 39.
Of note, the management fees would not
be deductible to the subsidiaries if the fees
were in the nature of profit repatriation, or
payments for stewardship-type ser vices,
which benefit the shareholders.
The overall arrangement must therefore
lend justification to the fact that the management services provided by the management company are of an operational and
functional nature from the subsidiaries’
perspectives. These services are essential
for the business of each subsidiary, and are
merely centralised to exploit economies of
scale and maximise efficiency. The overall
scheme should be representative of a scenario where these are management, administrative or operational functions sub-contracted to a third party.
The basis used to compute the fee
charged should be commensurate with the
ser vices provided. Under the Transfer
Pricing Guidelines issued by the IRB, all
transactions between related parties, including fee for management ser vices
should be based on the arm’s length principle. Generally, factors such as risks and
functions need to be studied to determine
what an arms’ length charge is.

vice. In short, the provision of management
services to a company outside the group
would annul the service tax exemption on
intra-group management ser vices rendered by the same company.

Goods and Service Tax (GST)
Normally, the intra-group management
services would be regarded as taxable supply and hence be subject to GST. However,
supplies between group members that are
under group registration would be disregarded as supplies and as such, GST would
not apply. However, several conditions
must be met before group registration is
permitted. Clearly, GST issues should be
duly considered for the purposes of any
proposed management services.

Investment Holding Company (IHC)
Redefined
From YA 2006, a new anti-avoidance
measure will take effect where an IHC is
redefined as a company whose activities
consist mainly (as opposed to wholly under the old law) of the holding of investments and not less than 80 per cent of its
gross income (whether exempt or not) is
derived there from. Income from the holding of investment would be treated as passive income and other non-business gains
(e.g. management fee) are assessed under
Section 4(f). With this, it is no longer an
easy task to break the meaning of IHC as
before. The quantum of management fee
charged must be large enough to meet the
“80%/20%” test so as to remain as a normal
company and not an IHC.

Conclusion
Service Tax
Any person who provides management
service having an annual sales turnover of
RM150,000 of taxable service is required
to be licensed under the Service Tax Act
1975. Nevertheless, with ef fect from 1
January 2003, management services provided within a group of companies (e.g.
provided to subsidiaries) are not subject
to service tax. However, where a company
provides any professional or management
ser vices to another person outside the
group of companies, the same service provided to any company outside or within the
group of companies shall be a taxable ser-

It makes commercial sense for companies within a group to enter into a
centralised shared services arrangement
with a view to achieving operational efficiency. Nevertheless, in so doing, tax factors, be it direct or indirect taxes, must be
kept in view given that taxation cost is one
of the major costs of doing business. AT
9

Prior to YA 2006, Section 60F defines IHC as a company that engages wholly (100%) in the holding of
investments where its income is normally derived
from dividends, rental and interest.

Tan Hooi Beng is a Manager at Deloitte
KassimChan Tax Services Sdn Bhd, specialising
in international tax. The above views are his
own. He can be reached at hbtan@deloitte.com
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MONEY TREE

‘brand of gratification’. We’ll do so by scrutinising your present home!
You may then ask, what’s the relationship between my diary and my house?
The way you manage your scheduling
choices will affect your lifetime income.
And the way you channel your lifetime income will affect your net worth. And an
important chunk of your net worth will be
accounted for by the properties you own.
So, if you want to prosper, these are five
core aspects of time management you must
address:

WELCOME TO OUR

Clock and House
Challenge!

1 The need to destroy procrastination’s
hold on your life;
2 The need to turn vaporous dreams into
concrete goals;

by Rajen Devadason

3 The wisdom of transforming yourself
into a ‘smart workaholic’;

The way we manage our time during our prime working years
will have a direct impact on our quality of life.

T

he most famous quotation on
the tight interconnections between time and money comes
from American founding father,
Benjamin Franklin, who wrote, “Time is
Money.”
Many of you reading Accountants Today
are living proof of that. You have managed
your time well, you have prospered, and
you live in a manner that reflects those wise
choices, which knowingly or not have in-

cluded your adherence to two core principles of life planning success:
1 Great personal time management leads
to a great life; and
2 Delayed gratification is better than immediate gratification.
I’m going to give you five pointers on
time management that should help you
make more money, based on Franklin’s observation. I’ll then invest time and space
to help you pinpoint
your prefer red

…

OING
G
,
TIME’S G O I N G

TIME’
S
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GO

ING
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TICK-TOCK! Dreamtime Slips Away
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4 The wisdom of merging aspects 1, 2
and 3 into a personal reengineering
programme that allows you to use your
goals to focus your schedule, and thus
save you time; and
5 The effectiveness of fabricating time
buffers around all your major goals by
disregarding or delegating everything
else of lower value.
If you will work diligently on those five
areas, you’ll find your ability to generate
more money and to retain a higher proportion of it will get better. I’d like to spend
more time on them, but because of space
constraints I’ve put down more complete
instructions for you in a free 5-day eCourse
entitled, How to Manage Your Time and
Regain Your Life. You’ll find details here:
www.freecoolar ticles.com/
TMeCourseSignUpPage.htm
Even as you work on the
broader issues of handling
your time, you’ll enjoy a larger
boost toward enjoying true financial success if you also
take a long hard look at your
current property ownership
situation. Here’s what I mean:
Most of us are so hung up on
acquiring the ‘grand big house’
as early as possible that we sacrifice future prosperity through
our pursuit of the ‘good life’ earlier than is justified.
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Welcome to our Clock and House Challenge!

Malaysia is full of professionals who suffer in quiet desperation because their unwise choices have made them seemingly
asset rich but genuinely cash poor.
They stretch their finances (often their
joint finances as husband and wife) almost
to the breaking point to be able to afford
the biggest, ‘best’ home possible.
With interest rates wafting up, many of
these individuals will see their stress levels rise in tandem with every upward notch
of their bank’s BLR.
So, in case you are now in the midst of
making a house purchase or if you are contemplating one in the near future, I urge
you to look hard at your finances and ask
yourself, “Do I want to overstretch myself
for this new home?”
My personal — conservative — belief is
that it is unwise to stretch yourself too
much to be able to buy the roof over your
own head (or for that matter, for the wheels
under your feet). Here’s some startling
advice I consistently give my elite
mentoring clients:
Over the long haul, no more than 10 per
cent of your net worth should be tied up in
your home and no more than 5 per cent in
your cars.
As you can imagine, this isn’t run-of-themill advice that’s joyously embraced by
most people.
On top of that, what’s obvious is that for
those who are relatively young — let’s say
still in their 20s and 30s — achieving such
personal net worth weightings isn’t usually
practical.
Most of us don’t want to waste money
on rent, and so are willing to stretch our
resources like roti canai dough to buy the
roof over our heads. And, frankly, that’s a
smart thing to do! So, I’m not saying anything against buying a starter home as fast
as possible so that you get your foot onto
the first rung of the property ownership
ladder.
What I am saying is that as you work toward improving your effectiveness, first,
and then on your efficiency at your job or
in your business — and I’ve just given you
five pointers how to do so — sooner or later
oodles of money will flow in! With it will
come offers from banks to lend you more
money so you can upgrade to a bigger
home.
March 2006 • ACCOUNTANTS TODAY

But — and this is the core lesson of this
article — if you proactively choose not to
over-extend your resources by trapping
yourself into a way-too-large mortgage on
your own abode, you should be able to
channel more of your cash flow into savings and investments. That will increase
your passive income flow.
In your mind’s eye, do you perceive yourself primarily as a consumer whose purpose in life is to ceaselessly shovel profits
into financial institutions or as a saver-investor whose goal is to build up multiple
streams of income for your family?
Everyone prefers to see himself in that
second category. But based on your current ACTUAL utilisation of time and cash
flow today, which category do you belong
to?
If you aren’t happy with your answer;
you’re free to change it! If you manage your
current active income wisely, and if you
simultaneously manage your time wisely,
you will prosper.
The way our market economy is structured, there can usually be no other outcome if you opt to exercise delayed gratification and if you manage your time well.
Your total income will rise on increases in
salaries and business profits and with
growing passive income.
Your ability to handle the payments on
your existing home will then increase. Your
stress levels concerning those payments
will decrease. It will then make sense to
cast your eyes about for another, larger,
piece of property. But not to live in!
Unless your family is bulging beyond
your present walls, try to turn that purchase of a larger piece of property into a
true cash flow generating investment.
Meaning, don’t move out of your present
home but aim to become a landlord yourself! It’s funny how a person’s attitude toward home rental shifts when he isn’t the
one paying money each month but is receiving it!
If you are willing to shift your thinking
in the way you look at the minutes and
hours of your life, and the manner in which
you perceive the bricks and mortar of the
important buildings in your life, you can
improve your final outcome. Remember, tomorrow always comes! You might as well
prepare for it.

Many people reading this, however, will
be far more concerned about their current
mortgages and other liabilities. Here’s a
simple four-step blueprint:
1.1 Take a hard look at your current cash
flow patterns and ask yourself if you
have money available that can be channelled away from low priority expenses
to pay down your loans.
2.2 Ask yourself which of your loans cost
the most, in terms of the annualised
percentage rate (APR) charged.
3.3 If you are laden with expensive debt,
such as credit card liabilities or … far
worse, loan shark debts (you’d be surprised, there are accountants who have
made the grave mistake of borrowing
money from these bloodsuckers on
legs), then forget everything else I’m
going to touch on below and get cranking paying off those economic leeches.
4.4 If, however, your primary debts are
property-related, begin to pay a wee bit
more each month than the standard
minimum payment. You will need to
check with your bank to make sure
there’s no penalty for doing so. In most
cases, there shouldn’t be.
If you make it to step 4, you’ll find that
every ringgit you spend paying down more
than is necessary will reduce the principal
sum left on your mortgage. This means the
interest charged by the bank in the next
cycle falls.
That results in even more of the following payment going toward reducing the
already falling principal sum owed. You’re
an accountant; you get the idea!
The issue isn’t understanding this basic
information; it is actually doing something
with the knowledge you possess.
If you will start managing your time better from now on, you will end up making
more money over your lifetime. If you then
manage that extra money well, you will
succeed in buying yourself a better time
of rest in the future.
So, are you willing to pay the price in
learning and sacrificing? AT
Rajen Devadason, a certified financial planner, is
a speaker, author and independent consultant. He
is the CEO of a corporate mentoring consultancy,
RD WealthCreation Sdn Bhd. Rajen welcomes
feed-back at rajen@RajenDevadason.com
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NOTICE TO MEMBERS

SPECIAL NOTICE
This space could be yours for RM200.00*
MIA members and the Institute’s member firms may use this
column to place general notices such as:

Explore the possibilities …

 Moving (Change of Address)  Change of Firm’s Name or
Logo  Recruitment  Seeking Strategic Alliance OR Seeking
Assistance Among Member Firms  Transfer of Technology/
Expertise/Know-How  General Announcements  Locating
MIA Member(s)/Member Firms.
To place your notice or advertisment, please contact Hani of
the Development and Promotion Department at +603-2279 9200
(ext. 324 or 146) or Fax: +603-2274 1783

* TERMS AND CONDITIONS APPLY

… to benefit from the opportunities
raymondliew@parkerrandall.com
www.parkerrandall.com
603-7665 1738
603-7665 1739

SHELF-COMPANIES
150++ new and ready-to-operate shelf-companies for sale
Completed with : All necessary stationeries
 Free delivery charges
 Reseller profit and purchase rebate for practising professionals

FORECORP VENTURE SDN. BHD. (371406-X)
A-2-2, TAMAN PANGSAPURI MALIM, JALAN MALIM, 75250 MELAKA
Tel: 06-337 5315, 06-337 5343 Fax: 06-336 7440
Interested : Please contact Ms Izan or Mr Alex Tan (CA7067) 013-703 1893
For updates on any promotional events, please e-mail your particulars to :
fv2co@yahoo.com

In demonstrating its commitment towards being a
responsible corporate
citizen, the Malaysian
Institute of Accountants
in collaboration with the
Malaysian Red Crescent
Society (MRCS) will
jointly organise the MIAMRCS Bukit Merah
Treasure Hunt 2006.
The Institute hopes to
channel the proceeds
from the event towards
raising funds for MRCS’s
various relief projects
that are ongoing across the globe.
It is also hoped that the event will foster
closer fellowship among members of the
profession. It will serve as an effective networking platform where members can get
to know each other in a more relaxed and
casual environment apart from encouraging them to take part in outdoor activities.
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A Noble Hunt

Through initiatives such as this, the Institute would also like to strengthen its relationships with charity organisations.
The two-day event is expected to be held in
August this year (dates to be confirmed). The
journey will begin at 8 am in Kuala Lumpur
and will end at Bukit Merah Laketown Resort
in Taiping for an evening of fun-filled activi-

ties. Attractive prizes await
the winners of the treasure
hunt during the dinner.
The Institute is in the
midst of identifying a reasonable fee structure and
ironing out other logistical
and administrative matters for the event and will
furnish participants with
the relevant information in
due course. The fees will
cover accommodation (2
days/1 night), door gifts,
prizes, dinner, breakfast
and entertainment. However, the Institute hopes to attract at least
100 participants for the hunt. Corporate
sponsorships and other contributions (either cash or in kind) are welcome.
Please visit the Institute’s website at
www.mia.org.my or contact the Communications Department at 03-2279 9200 for
more information. AT
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Notice to Members

Public Rulings
Please be informed that two new public
rulings (PR), i.e. PR No. 1/2006: Perquisites From Employment and PR No.
2/2006: Tax Borne by Employers as
well as the Second Addendum to PR No.
2/2004: Benefits-In-Kind were all issued on 17 January 2006 by the Inland
Revenue Board (IRB). The said public rulings can be downloaded from the IRB’s
website at www.hasil.org.my under the
heading of ‘Law & Regulations-Rulings’. AT

Filing programme
for Year 2006
Please be infor med that the filing
programme for year 2006, which was recently issued by the Inland Revenue
Board, can be viewed at the Institute’s
website at www.mia.org.my under the Technical-Areas-Taxation-Circulars link. AT

Practitioners Briefing
for Non-Audit Firm
Proprietors
A briefing for non-audit firm practitioners
will be held on 14 April 2006. The purpose
of this briefing is to inform members regarding the process involved in applying
for a tax licence following the amendment
to Section 153 of the Income Tax Act, 1967
in December 2005. Another important reason for this meeting is to explore the possibility of setting up a special interest group
comprising of young practitioners in the
non-audit firm category.
Latest statistics show that there are more
than 500 non-audit firms currently registered with the Institute. The average age
of practitioners in this category is about 33.
This briefing can also be a forum for the
Public Practice Committee (PPC) Chairman, Mr. Peter Lim to interact with the nonaudit firm practitioners as well as the
young, up-and-coming practitioners.
The details of the briefing are as follows:
Date:
Time:

Friday, 14 April 2006
5.00 pm to 5.30 pm — Registration
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5.3 pm to 7.30 pm —
Practitioners Briefing & Forum
Venue: Training Room
MIA Resource Centre
16-18 Jalan Tun Sambanthan 3
Brickfields, 50470 Kuala Lumpur
CPE Accreditation: 2 CPE hours
Non-audit practitioners who are interested in attending the above should register with Tarana or Johnny Yong at 03-2279
9200 at ext. 226 and 252 respectively. As
seats are limited, we will only take in about
40 participants. AT

MIA Toastmasters Club
— Proposed Kedah &
Perlis Chapter
The Chairman of the Kedah & Perlis
Branch, Chan Boon Jiun is keen to
organise a series of Toastmasters activities
in March and April 2006 to gauge the
branch members’ interest in toast-mastering. He wants to eventually create a dedicated club for the local members.
MIA members are encouraged to join
Chan in his endeavour to set up a Toastmasters Club in both states. He hopes that
some ‘demo’ meetings can be conducted
towards the end of March or early April
2006, so that interested members can have
a feel on how they can improve their public speaking skills.
In this regard, he would like to get to
know members who are keen to participate
in such activities to contact him at B36,
Tingkat 1, 11/1A Taman Bandar Baru,
08000 Sungai Petani, Kedah Darul Aman.
Tel: 04-442 2350, handphone: 012-4768466,
e-mail: bj_chan@streamyx.com AT

Toastmasters Club offers the best environment for members to hone their skills in
this area. The Club aspires to create a
mutually supportive environment for members to develop their skills at their very
own pace.
The Club also managed to obtain the recognition of the Membership Affairs Committee of the Institute way back in 2003. A
maximum of 10 CPE hours can be obtained
for MIA members who complete a minimum of five speech assignments in one calendar year.
The months of March and April 2006
have been designated by Toastmasters International as the Toastmasters Awareness
months. Members are encouraged to participate in the Club’s activities organised
at the MIA’s Resource Centre. The meeting details are as follows:
Date: 2 & 16 March 2006
6 & 20 April 2006
(every 1st & 3rd Thursday of the month)
Time: 7 pm
Venue: Training Room
MIA Resource Centre
16-18 Jalan Tun Sambanthan 3
Brickfields, 50470 Kuala Lumpur
(near YMCA)
Fees: RM5 for non-members of the club
Those interested to attend the March
and April sessions can book a place with
the MIA Toastmasters Secretariat. Please
call the Institute at 03 -2279 9200. AT

1967

MIA Online
It’s an information resource.

MIA Toastmasters Club
(Kuala Lumpur Chapter)
The Club in Kuala Lumpur, has managed
to remain relevant to members at large. As
accountants continue to move from back
office operations to the realms of strategic
planning and leadership, good communication skills have become imperative. The

www.mia.org.my

Accountants: Managers of Value
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Practitioners Briefing in
Johor Bahru

Opening speech by MIA
Johor Branch Chairman
— Roland Choong

Tan Min Hin, Business
Partner of AXP Solutions
Sdn. Bhd. presented an
informative talk on
“Practical IT Tools for
Audit Firms”

A total of 50 members
attended the briefing at
the MIA Johor Bahru
office

50

An inaugural briefing for practitioners was held on
12 January 2006 at the MIA’s new branch office in
Johor Bahru. A torrential rain in the late afternoon
did not stop 50 members in public practice from turning up for the event.
The new Chairman for the Johor Branch,
Roland Choong, took the opportunity to address
the practising members. In addition, he introduced the Branch Manager, Chan Hua Seng, to
the members who
were present. Choong
hoped that the new
branch of fice will
ser ve not only members in the Johor
Bahru vicinity, but also
those in the northern
part of Johor who are
traditionally more inclined to rely on the Melaka Branch for support,
due mainly to their proximity to Melaka. In this
regard, he is seriously considering the setting up
of various chapters in
Muar, Batu Pahat and
other towns towards
the nor th of Johor.
This will enable the
Johor
Secretariat
based in Johor Bahru
to suppor t these constituents. Choong was
appointed the Chairman in December
2005.
The briefing in Johor
Bahru started off with a generic presentation by
AXP Solutions Sdn. Bhd. on the subject of using
automation to compile lead schedules, value added
reports and annual reports for audit engagements.
Tan Min Hin, a Business Partner of AXP Solutions was an able facilitator, captivating the
audience with his tale of
how automation is the
key to reduce the management time spent on
preparing the various
working papers to support the audit findings. By freeing precious management time on mundane compilation work, a more
dedicated approach by paying attention to the cli-

ents other needs can be adopted. It helps management to make informed business decisions through
maintaining an efficient and accurate information
system. This, in turn, will create more value for the
clients and in the longer term will translate into better returns for clients in terms of billings. In today’s
fast-paced and competitive environment, optimising
technology is a way to turn information into actions
and results.
The subsequent segment of the briefing dealt with
practice continuation for sole practitioners. Johnny
Yong, MIA’s Practice Matters Manager, highlighted
the issues to be considered when entering into a
practice continuation arrangement. In fact, one of
the members was surprised that such an arrangement was mandatory for all sole practitioners since
1998. There were some requests for the Institute to
issue a sample agreement as an aid to members.
However, this request is against the Institute’s risk
management policy. Moreover, practice continuation
arrangements can be approached from many angles
with unlimited permutations and the ‘one size fits
all’ sample agreement is near impossible to be drawn
up. Johnny highlighted that an article in Akauntan
Nasional back in 2002 had addressed this issue in
detail. Specific examples were also available in that
said article.
Members who were present had also taken the
opportunity to clarify some of the latest practice issues, namely, the issuance of the new tax agent licence for those in practice as auditors before 1 January 2006.
The briefing ended on a high note with Choong
requesting members to work with him in conveying the right message across to the MIA Council on
issues of strategic importance. On behalf of the
Chairman of the Public Practice Committee (PPC),
Peter Lim, Johnny informed the Johor members that
the communication channel with the PPC is always
open. Members now can either write to Sam Soh,
Council Member from Johor Bahru as well as
Choong, and both gentlemen will endeavour to channel any practice issues to the PPC or other relevant
working groups at the Institute’s Headquarters in
Kuala Lumpur.
Choong also committed to organise more activities for members in Johor. And with the infrastructure already in place, (with a new branch office and
full-time Secretariat staff), such a vision will eventually become a reality.
Members who wish to contact the Branch Manager, Chan Hua Seng, can do so at 07-227 0369. AT
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Public Practice Programme
The inaugural Public Practice Programme (PPP)
was held on 16 and 17 January 2006 at the Grand
Plaza Park Royal Hotel, Kuala Lumpur. The PPP had
attracted more than 110 participants, including a
small number from Penang and Johor Bahru.
The programme follows the Institute’s announcement to its members that, with effect from 1 January
2006, those attending the audit licence interview would
have to submit a certificate of attendance of the PPP
or its earlier variant, i.e. the “Commencement of Public Practice” programme along with the application.
Further, it is also MIA’s intention to make it mandatory for members intending to apply for a practising certificate to attend the PPP. In fact, the Council
had approved this proposal, which will be implemented from 1 July 2006 onwards.
The PPP will assist members going into public
practice to be well-prepared to face challenges in
commerce and industry. Budding entrepreneurs
were informed of the areas of practice or services
that a non-audit firm can provide to further create
value. Ultimately, practitioners will only be paid by
their clients if they value the services provided by
practitioners. This programme has been drawn from
a similar programme offered by the Institute of Chartered Accountants in Australia (ICAA) since the
1990s.
It is the fervent hope of the Public Practice Committee (PPC) of the Institute that members planning
to move into public practice will not miss the PPP
that will be organised in their State; otherwise they
may have to attend the programme in another State
in order to be eligible to apply for a practicing certificate come July 2006.
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The PPP will also be organised in the following
locations:

Listening attentively
… members at the PPP
held in Kuala Lumpur

 22-23 February 2006 — Vistana Hotel, Penang
 14-15 March 2006 — Hyatt Regency, Johor
 3-4 April 2006 — Crowne Plaza Riverside, Kuching
 4-5 April 2006 — Shangri-La Tanjung Aru Resort,
Kota Kinabalu
 9-10 May 2006 — Hyatt Regency, Kuantan
For more information, please contact:
 JJ or Maria: 03-2279 9200 (KL)
 Min Min: 04-229 4203 (Penang)
 Shirley Lee: 088-261 291 (Kota Kinabalu)
 Aileen Wee: 082-418 427 (Kuching)
 Joseph Foo: 09-516 3788 (Kuantan)
 Chan Hua Seng: 07-2270369 (JB)
or visit the Institute’s website at www.mia.org.my

AT

“The PPP will assist
members going into
public practice to be
well-prepared to
face challenges in
commerce and
industry.”
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“During the seminar,
participants also
commented that
MIA in working with
the scheduled
bodies would ably
lead the accountancy
profession to greater
heights in ensuring
continuing professional education.”

Seated from left: Dr.
Nordin, Abdul Rahim
(MIA President), Prof.
Madya Arun (UiTM
Johor Deputy Director
(Academic Affairs), Sam
Soh (MIA Council
Member and Past MIA
Johor Branch Chairman)
and Danny Tan with
MFRS Committee members
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One-day Awareness
Seminar on Financial
Reporting Standards
The series of roadshows on Financial Reporting
Standards (FRS) jointly organised by MIA, MICPA,
ACCA, CIMA and CPA Australia was successfully
concluded recently. The Awareness Programme,
organised with the support of the Malaysian Accounting Standards Board (MASB) covered almost
21 new/revised standards, albeit in a summarised
manner.
Although the initial response to the programme
was less than encouraging due to many similar
trainings being conducted around the same time,
participation picked up and in the end the response
was overwhelming. In the Klang Valley alone, we

garnered 700 participants over a two-day period. The
general feedback was positive given the limited time
for presentation of the FRS.
During the seminar, participants also commented
that MIA in working with the scheduled bodies
would ably lead the accountancy profession to
greater heights in ensuring continuing professional
education.
The Institute would like to thank all the speakers
involved, namely, Dr. Nordin Mohd Zain, Danny Tan
(Council Member of CIMA), Tony Seah (past Council Member of MIA), Yeoh Suan Choo and Siew Kar
Wai. The Institute also appreciates the support extended by organisations such as Deloitte
KassimChan, PricewaterhouseCoopers, KPMG
Penang and also, Stephen Oong from Ernst & Young,
who allowed the usage of slides from his firm for the
workshops in some of the locations. AT

MFRS Workshop: UiTM Johor
initiatives towards developing
industry linkages

sights on the requirements of the new accounting
standards that will be effective for use beginning 1
January 2006. Specifically, this workshop helped the
participants to better understand the following key
issues:

The Faculty of Accountancy, Universiti Teknologi
MARA Johor in consultation with the Malaysian Institute of Accountants, Johor Branch conducted the
Malaysian Financial Reporting Standards Workshop, which was held at Mutiara Hotel, Johor Bahru

FRS 2

Share-Based payments;

FRS 3

Business Combinations;

FRS 5

Non-Current Assets Held for Sale &
Discontinued Operations;

FRS 132

Financial Instruments: Disclosures and
Presentation;

FRS 138

Intangible Assets; and

FRS 139

Financial Instruments: Recognition and
Measurement.

from 10 to 11 December 2005.
The workshop was officiated by Prof. Madya Arun
Mohamed, UiTM Johor Deputy Director (Academic
Affairs), who represented UiTM Johor Director,
Prof. Madya Dr. Mohamed Hashim Mohd Kamil.
The programme was also attended by Sam Soh
Siong Hoon, an MIA Council Member. The main objective of this workshop was to give technical in-

This knowledge-sharing workshop attracted 115
participants, ranging from MIA members, practitioners, academicians and students from the Southern
Region (Negeri Sembilan, Melaka and Johor). The
facilitators for the two-day workshop were Danny
Tan Boon Wooi, Partner of DTF Consulting and Dr.
Nordin Mohd. Zain, Executive Director of MASB.
The workshop was closed by the MIA President,
Abdul Rahim Abd Hamid who commended the faculty for the initiative in organising the pertinent
workshop, while developing industry linkages with
professional entities and organisations such as
MIA.
Looking ahead, the Organising Committee intends to make this an annual event. The Chairperson, Norhayati Alias, said, “We wish to make this
workshop as a fixed event in our own calendar and
hopefully, this workshop will lead to a better understanding and exposure to the Malaysian accounting standards.” AT
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BETTER LIFE

Your Success Instinct
by Genevieve Wordsworth
Do you know about the ‘success instinct’? A squirrel does not have to be
taught how to gather nuts. Nor does it need to learn that it should store
them for the winter. A squirrel born in the spring has never even experienced a winter. Yet in the fall of the year you can observe a squirrel
busily storing nuts for the lean winter months. Birds do not take nestbuilding lessons. They have no ability to read maps, yet they can return
to exact locations year after year. These instincts assist the animal to
successfully cope with its environment. This is the ‘success instinct’.

H

uman beings have this success instinct as well. Whilst
the
animal’s
goals are pre-set,
yours are completely up to your
creative imagination. An
animal’s success is limited to its
built-in goal-images that we call
instincts but in your case your
success is unlimited!
Anatomically speaking, your
physical brain and nervous system make up a servo-mechanism that you use, and which operates very much like an electronic computer, and a mechanical goal-seeking device. Your
brain and nervous system constitute a goal-striving mechanism, which operates automatically to achieve a certain goal,
very much as a self-aiming torpedo or missile seeks out its target and steers its way to it. Your
built-in servo-mechanism functions both as a ‘guidance system’ to automatically steer you
in the right direction to achieve
certain goals, or make correct
responses to the environment.
It also acts as an ‘electronic
brain’ which can function automatically to solve problems,
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give you needed answers, and provide new
ideas or ‘inspirations’.

There are two general types
of these mechanisms
One functions when the target, goal or
answer is known and your objective is to
reach or accomplish it.
And the other function is when the target, goal or answer is not known and the
objective is to discover or locate it.
Your brain and your nervous system operate in both ways. When you know your
target, you also know when you are on
course, and when you are off track. You accomplish your goals by going forward, making errors, and continually correcting them
and moving forward once again. Your builtin goal-striving mechanism works for you.
Once the pattern is established, it will
work for you automatically. The key, however, is in knowing that this mechanism is
always working for you. Oh, you don’t think
so? Well, let me assure you it
is.
You know the Children’s
story of the Little Engine That
Could, don’t you? You’ll remember it’s affirmation, “I think I
can, I think I can.” It had a servomechanism rooted in positive affirmation. It focused on
the goal and engaged fully in accomplishing it without doubt or
question.
It could have chosen to say
to itself, “I don’t think I can, I
don’t think I can.” and it would
have come to a complete stop.
In both cases, the mechanism
was trained and it performed.
If you are not reaching your
goals, look carefully at the training you are giving your servomechanism! Challenge your
‘servo-system’, run mini-tests in
problem-solving at the work
place. Jot down all the solution
options you come up with. List
down the all the advantages and
disadvantages you have on each
of the options. These frequent
‘brain teasers’ help you to keep
it in MIND! AT
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Are you Retired?
by Shiv Prasad
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I work an average of 12 hours a day
and it occurred to me the other day
that I am retired. Sounds paradoxical, however, it’s true. My definition
of retirement is the time in a person’s
life when he or she has the opportunity
to do exactly what he or she
wants to do all day. So,
I’m retired. Are you?

ACCOUNTANTS TODAY • March 2006

Are you Retired?

T

here is another aspect I truly
like about my definition: it
changes my attitude towards
my work. Knowing that I am
consciously CHOOSING to do what I do
makes all the difference.
Of course, each one of us at some level is
choosing what we are doing every moment.
It’s the ‘conscious’ part we may be missing.
It’s possible that we spend time complaining bitterly about our lives without ever actually admitting that we’ve created our
perception of it and our reaction to it.
True, difficulties arise and with it, stress.
What we do then is also a choice. There is
just no escaping that ‘choice’ thing even
though we have hundreds of well-rehearsed reasons and excuses to justify and
maintain our discomfort.
Yesterday, I was mentoring a young
woman of 34 who recently had her first
child. She had returned to work after only
nine weeks with her baby. Her husband
works out of town all week and they live
on the outskirts of a major city to make
life more affordable. As we chatted, her
tears flowed. Why?
Because she is running as fast as she
can, multi-tasking all the way, justifying
every decision on behalf of finances. She
is exhausted, physically, mentally, emotionally and spiritually. And, for five and half
days a week, she is alone.
She is definitely not retired by my definition. We spent our session reviewing her
choices. One of the greatest travesties of
our current culture is that we are constantly being bombarded with advertising
and information to suggest we ‘should’ be
able to do it all without pain, stress or loss
IF we really had it all together. Unfortunately that often translates to ‘if we cannot
manage ever y aspect of our lives every
minute of our lives without distress, we’re
simply not good enough’. Have you ever
felt that? The world works hard to keep us
believing it’s true, but it’s not!
We have to take back our lives. Review
our position. Reflect on our choices. Reconsider our values. Re-define success. Reconstruct our plan. Re-design our use of
time. As you read this, are you noticing that
you are feeling something like disappointment, a sinking feeling, or a desire to cry?
This will tell you right away that you
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STEPS FOR TAKING BACK YOUR LIFE

If I based my life choiced squarely on
my answers above, how would I spend
my time, my energy and my money?

Take a weekend just for yourself. Wear
only comfortable clothes. Turn off the
computer, the phone, and the cell phone.
Have a brand new journal and pen ready.
This is your time. Spend the first 12 hours
sleeping because most folks are chronically over-tired, yet another symptom of
our ‘be-everything, do-everything, have-everything myth’. When you wake up, relax
in the knowledge that this time is just for
you. Nowhere to go, no one to please, nothing that has to be done. When is the last
time you could say that? Notice that, too.

One good way of developing this answer is to create an ideal week for yourself. As you do that, beware of the
‘should’ gremlins looking over your
shoulder. It is your week in your life. Your
responsibility is to have it reflect what
you say you value. Notice what fits and
what does not fit. You may have to
prioritise. Stick with the project until you
have a week that is so appealing you can
hardly wait to begin.
OK, let’s stop for a reality check. Have
you designed a week’s vacation or a week

need to step back and do the following …

“One of the greatest travesties of our current culture is that we
are constantly being bombarded with advertising and information
to suggest we ‘should’ be able to do it all without pain, stress or
loss IF we really had it all together. Unfortunately that often translates to ‘if we cannot manage every aspect of our lives every
minute of our lives without distress, we’re simply not good
enough’. Have you ever felt that? The world works hard to keep us
believing it’s true, but it’s not!”
Eat good food that nourishes your body,
eyes and soul. Eat leisurely and just eat.
Don’t think about anything except enjoying the food, your surroundings and the
leisure. Then, relax. Sleep if you need to.
When your body and mind have rested,
take whatever time you need to fully consider these three questions and write your
answers in your new journal:

What is most important,
most valuable and
most significant to me in life?
These may be character traits, relationships, habits, aspirations, events and possessions. There are no right answers, only
YOUR answers. Do not evaluate your list
on the basis of what others may think. Start
with a clean page. The first change in your
thinking will be to find only the things that
honestly reflect what YOU value. No
‘shoulds, ought-tos, or musts’. Not what
anyone has told you is right. Just what is
important to you?

that truly reflects what you want your life
to be all about? Your optimal design will
be for a week that you could repeat forever,
one that you would feel very good about in
every way.

What are the first five things you can
do to begin matching your current
life with your ideal life?
Take this in small steps. In fact, take it
in what I call TTDC’s, Teeny, Tiny, Doable
Chunks. Choose five small things you can
accomplish or change this week.
Whether you are changing your physical surroundings, your relationship, your
attitude or your behaviour, start small. Celebrate often. Progress is cumulative. Just
keep going forward.
Remember to regularly review your
progress, re-commit to your values, and
choose the next five things to do. Once this
becomes a habit, you’re on your way to
your ideal life. You are on your way to being ‘retired’! AT
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The Six Deadliest Sins

strain. Make it easy for your audience to
take in your message.

Lack of preparation

of Presentations
by Vithyaa Ramiah
Whether you are giving a presentation at a meeting or conducting a
workshop, there are six deadly sins you must avoid to be successful.

The fastest way to commit ‘professional
suicide’ is to speak to a group of people
when you are unprepared. Speaking takes
lots of practice; experienced presenters
practise the most. Practise your opening and
closing. Practise using your visual aids, and
integrate them smoothly with your words.
Practise moving and gesturing, practise
varying your voice to add life to your message — you’ll get better, more confident,
and more successful with practice.

Lack of enthusiasm
If you can’t be enthusiastic about your
subject, why should your audience be? Use
your voice, stance and gestures to show
excitement about your topic
Executive audiences are dif ferent!
They’ve heard so many presentations
(most of them boring and poorly done) that
they are probably the most jaded audience
you can face. Here are some tips on how
to speak to senior people.

Slow start
Some speakers don’t seem to start at all.
They ramble into the presentation and
fizzle out of it. You need to open every presentation in a way that breaks the
audience’s preoccupation and causes them
to be present mentally as well as physically.
You want to close a presentation with a
summary or a call to action.

Ending late
Few people mind if you finish a few minutes early! Prepare your presentation as if
you have 10 per cent less time than you
actually do. Set intermediate times in your
presentation to keep on track all the way
through. If you start to run long, cut out
material that is not absolutely “need to
know.” Don’t wait until the end to cut.

Asking “Are There Any Questions?”
Few speakers use question and answer
sessions effectively. We often open the floor
for questions by asking for them in a way
that causes people to think, “No, I don’t have
any questions.” Or we don’t allow enough
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time for questions, so if any are asked,
people will be ‘punished’ by staying longer.
When asking for questions, use openers
like:
“Now let’s have your questions.”
“Now it’s time to ask those questions you have.”
“What questions do you have?”

Unreadable visuals
We’ve all heard a speaker say “I know
you can’t read this but …” Speakers who
do this show lack of respect for their audience. How you communicate your message
is just as important as what your message
is. Take the time to develop simple visuals, either props of some sort or visuals produced on a computer.
Make visuals visual: colour, graphic images, pictures, and charts communicate better than words or numbers alone. Use graphics to put a picture in your audience’s mind
that supports any words you use on a visual.
Test your visuals in advance of your presentation, preferably in the room where
you will speak. Be sure your visuals can
be read from the back of the room without

 Do your homework.
 Look at all the possibilities; plan for the
unexpected.
 Meet with audience members individually in advance.
 Relate your topic to business needs that
concern them. Speak to their bottom line.
 Focus on results: cost savings, efficiencies,
profit possibilities, impact on customers.
 Understand and use their language.
 Make your points crisply — follow a bullet type outline.
 Use graphs, charts and visuals to make
data quickly understood.
 If trying to persuade, state what peers
(managers, organisations) are doing.
 Show them how they can look good.
 Use neutral language to be sure no one
looks bad.
 Be structured and methodical.
 Dress up to their level.
 Share information, don’t lecture them.
 Keep on time and on the topic.

AT
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C O L U M N S news from professional bodies

ACCA ▼

ACCA new qualification
places emphasis on
professionalism and ethics
Professionalism, ethics and workplace competencies are at the heart of the new international accountancy qualification, launched recently by ACCA (the
Association of Chartered Certified Accountants).
Called the ACCA qualification, it will be first examined in December 2007, and builds on the success of ACCA’s Professional Scheme, which has become the world’s fastest-growing global accounting
qualification. For the first time, ACCA will be adopting a unique three-pronged focus on ethics through:
 a dedicated and holistic postgraduate-level examination.
 tailored practical experience requirements.
 a unique online module which will present students with challenging real-life ethical dilemmas.
Clare Minchington, Managing Director of Education, Training and Development at ACCA said: “The
ACCA qualification will provide the knowledge,
skills and professional values for finance professionals working in both the public and private sectors.
It contains an exciting mix of mandatory and optional performance objectives, concentrating on professional values, ethics and governance — essential skills needed for the finance profession as it
moves towards strengthened codes of conduct,

regulation and legislation.”
She added: “After the accounting scandals of recent years, it’s vital for the accountants and financial
professionals of tomorrow to be equipped to operate
in an industry subject to such close scrutiny. Our new
qualification prepares the way for the professional
accountant and I’m especially delighted with the
online ethics module because it’s the first of its kind.”
Another significant change is the way in which
trainees gain the practical experience required for
qualification. In consultation with employers and
members worldwide, a new competence framework
has been devised. Additionally, trainees will be required to participate in annual reporting of work
experience records, rather than on completion of
their practical experience requirement.
Summing up the launch of the ACCA qualification, Clare Minchington said: “Our stakeholders
helped us to design this new qualification. As an
organisation that advocates transparency, it was only
right that we conducted a detailed and comprehensive review to ensure that the opinions of all our key
stakeholders — including employers, regulators, tuition providers, students and members — were
taken into consideration when developing the new
ACCA qualification. We have received over 25,000
responses during an extensive two-year consultation. That volume of feedback is staggering and most
importantly we’ve listened and acted upon the responses we received.”
Details of the new qualification can be found on
ACCA’s website: www.accaglobal.com/horizon. AT

“After the accounting
scandals of recent
years, it’s vital for the
accountants and
financial professionals of tomorrow to be
equipped to operate
in an industry
subject to such close
scrutiny. Our new
qualification prepares the way for the
professional accountant and I’m especially delighted with
the online ethics
module because it’s
the first of its kind.”
Clare Minchington,
Managing Director of
Education, Training and
Development, ACCA

Members Engagement
Luncheon 2006
On 9 February 2006, ACCA organised the ACCA
Members Engagement Luncheon. This event
kicked off ACCA’s member engagement activities
for the year 2006.
During his Welcome Remarks, Datuk Nasir Mohd
Nasir Ahmad, Member of ACCA Malaysia Advisory
Committee congratulated ACCA members on their
active participation and support for events organised
in 2005. Datuk Mohd Nasir also took the opportunity to introduce ACCA’s newly appointed Regional
Director for Asia Pacific Region, Tan Jee Say to
members.
Iain McCusker, ACCA’s Managing Director —
Strategy & Development gave some global updates
and upcoming initiatives by ACCA. The luncheon
was attended by nearly 50 senior members. AT
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The ACCA members Engagement Luncheon 2006 was attended by Senior ACCA
members
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news from professional bodies

Chartered Institute of Management Accountants ▼

New IFAC appointments
underscore CIMA’s
international role

Charles Tilley, Chief
Executive of CIMA

CIMA recently underscored its role
at the heart of the international accountancy profession by adding two
new appointments to its already active involvement on the Board of the
International Federation of Accountants (IFAC).
Council
Member,
Alfred
Ramosedi and Lalith Fonseka,
CIMA’s President-elect in Sri
Lanka, have joined the Professional
Accountants in Business (PAIB)
and Developing Nations Task Force
respectively. They join CIMA President, Ian Christison as IFAC Council Member, CIMA Council Member, Bill Connell chairing the PAIB
committee and CIMA Chief Executive, Charles Tilley (pic) fulfilling the role of techni-

Special Conference Rates
for MIA members

“During the
conference,
international and
local speakers will
share their
experience and
knowledge on ways
to excel beyond
competition.”
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CIMA Malaysia Division will be holding its conference, themed Beyond Competition, from 9-10 May
2006 at Nikko Hotel, Kuala Lumpur. Members of
MIA are eligible for special conference rates, similar to that for CIMA members.
During the conference, international and local
speakers will share their experience and knowledge
on ways to excel beyond competition. Traditionally,
companies have relied on techniques and approaches such as total quality management, cost
efficiency, Just-In-Time and marketing strategies of
differentiation and focus for better performance.
However, excelling beyond competition requires
continuous forward thinking, daring to be different
and having a passion to succeed.
Join us for a conference that will explore new
ideas, enhance your pioneering spirit and sharpen
your leadership acumen.

cal adviser to the UK IFAC Board. Robert Jelly,
CIMA’s Director of Education joins the prestigious
line-up, as UK Technical advisor to Mark Spofforth
on the new International Accounting Education Standards Board.
Commenting on CIMA’s key appointments within
IFAC, Ian Christison, President of CIMA said: “IFAC
is the worldwide organisation for the accountancy
profession and CIMA’s representation at these IFAC
meetings will enable us to provide our members with
an appropriate voice on issues relevant to us all at
an international level.” AT

“IFAC is the worldwide organisation for the
accountancy profession and CIMA’s
representation at these IFAC meetings will
enable us to provide our members with an
appropriate voice on issues relevant to us all
at an international level.”
Ian Christison, President, CIMA

 Multicultural Business Negotiations, Dato’ Peter Velappan, General Secretary, Asian Football
Confederation.
 IT — Transcending Barriers in Global Businesses, Sun Whye Mun, Director, South East
Asia, Microsoft Dynamics, Singapore.
 Global Financial Reporting Standards – A Malaysian Perspective, Dato’ Johan Raslan, Chairman, Financial Reporting Foundation.
 The Success Stor y of JobStreet, Mark Chang,
Chief Executive Officer, JobStreet.com.
 Management Accountants Taking the Leading Role in Inter national Business, Ian
Christison, President, CIMA.
 CIMA: Talent Anchor Par Excellence, Dr.
Ritchie Bent, Head of Group Human Resources,
Jardine Matheson, Hong Kong.

Key issues

 China Forex Reser ves: Thinking Out of the
Box, Joseph Tan, Economist, Global Research,
Standard Chartered Bank, Singapore.

 Leadership in Crisis, Imran Khan (former
cricket star), Chairman, Pakistan Tehreek-e-Insaf.

 Enterprise Governance — the CIMA Strategic Scorecard

 Trade Groupings and Economic Trends in
Asia, Datuk S. Supperamanian, former Ambassador/Permanent Representative of Malaysia to WTO.

To register, please email cmac@cimaglobal.com, call
03-7803 8153/5171 or log on to www.cimaglobal.com/
malaysia. AT
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news from professional bodies

CIMA recognises its
CIMA Training Partners
At an Employers Luncheon Talk held on 15 December 2005, six companies received their CIMA Training Certificates, in recognition of their accreditation
as CIMA Training partners. They were IBM Malaysia Sdn Bhd, Johor Corporation, Khazanah Nasional
Berhad, Lion Group, PHN Industry Sdn Bhd and
TMR Urusharta (M) Sdn Bhd. Michael Eow, Deputy
President of CIMA Malaysia Division, presented the
certificates.
CIMA Training is a no-charge, ready-made package for companies, which ensures the training of
Chartered Management Accountants is delivered everywhere to the same consistent high standard.
Worldwide, CIMA works in partnership with thousands of leading organisations, supporting them and
their CIMA students in their studies and professional
development through their participation in the CIMA
Training programme. For more information on CIMA
Training, please visit www.cimaglobal.com. AT

Institute of Chartered Accountants in England and Wales ▼

ICAEW appoints new
Vice-President
David Furst, Chairman of Horwath Clark Whitehill
LLP and a member of the Board of Horwath International, has been elected as the next Vice-President of the Institute of Chartered Accountants in
England & Wales (ICAEW). He will take office on
7 June 2006.
Following the announcement, David Furst said:
“I believe it’s important that the Institute’s work reflects the careers and aspirations of all our members, whether they be in practice, in business or in
public service. We need to be able to engage with
members at all stages of their professional lives and
I hope my own experiences will help us to do this
more effectively. The starting point for our engagement is the qualifications we offer. In particular, I
am keen to encourage more employers, especially
those in industry and commerce, to create training
opportunities for students.
“It is a great honour to be elected as the Institute’s
new Vice-President. I am very much looking forward to working with my elected colleagues, council members and staf f to fur ther enhance the
Institute’s reputation as a truly global organisation
that represents and develops the profession around
the world.”
Ian Morris, President of the ICAEW, said: “The
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(From left) Norhuda Mohd Jalil, Executive, Finance Department of Johor Corporation,
Mohd Izani Ghani, Vice-President of Finance of Khazanah Nasional Bhd and Liow
Swee Kan, Chief Accountant of the Lion Group, receiving the CIMA Training certificate
from Michael Eow, Deputy President of CIMA Malaysia Division

Institute continues to face many challenges and pressures as we make progress in the delivery of our
strategic objectives. I’m delighted that David is to
be part of the team that takes this work forward over
the next three years, building on the success we
have already achieved.”
David trained with a small City firm and qualified
as a member of the Institute in 1973. He joined a
predecessor firm to Horwath Clark Whitehill in 1982
and became a partner in 1984. He was Chief Executive of Horwath Clark Whitehill for six years until
2004 and prior to that, a Finance
Partner.
David’s background is in tax and
his sector specialism is professional firms. As head of Horwath
Clark Whitehill’s Professional Practices Group, David advises on business, management and strategic issues. Clients include a number of
accounting firms, following their
conversion to LLP status. David
was co-opted into the Institute’s
Council in 2002 as a ‘senior partner in a Group A firm’ and is currently Vice-Chairman of the Practice Focus Group.
Outside the office, David plays
bridge, likes cars and he watches
more spor t than he plays these
days. AT

David Furst
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