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The Future of Audit

&

A report from Grant Thornton and ACCA
The future of audit was discussed at a
series of roundtables in China, the EU,
Singapore, South Africa, the UAE, the UK
and Ukraine: locations chosen to cover
a range of business environments with
differing characteristics.
The roundtables were jointly hosted by
Grant Thornton and ACCA. From strong
audit traditions to the digital age, the
results of those discussions, some of
which might be surprising, are detailed in
this report.
To get a copy of the report, please visit

www.grantthornton.com.my.

For enquiries about the report or Grant Thornton Audit, please contact
Ms Sharon Sung at 603 - 2692 4022 or sharon.sung@my.gt.com.
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Contact us
A key element in the world of publishing
is what readers have to say. We
want to hear from you on just about
anything that appears in each issue of
Accountants Today. Why not drop us a line
now? e-mail: communications@mia.org.my

Want to advertise?
Please contact Nadira or
Thane at 03-2279 9200 ext
354 / 306.

Accountants Today • Editor’s note

Protect the
Public Interest
This is a bittersweet moment for me as I pen
my final editor’s note, prior to retiring as the
CEO of MIA in June 2016.

sector decision-making, which in turn supports the public
interest. But accounting transformation itself is not the endgame. Accounting reforms are just half the story. This is not
about how the Malaysian public sector can do its accounts
better, but how it uses accounting to manage scarce resources
and deliver quality services which contribute to social wellbeooking back over a career spanning nearly 30 years
ing and economic progress.
at MIA, it’s been a wild ride. I’ve had the privilege
Elsewhere, we bring you exclusive highlights from the
of having a ringside seat to the profession’s many
recent International Auditing and Assurance Standards Board
developments and changes. Moreover, I’ve been
(IAASB) roundtable in Kuala Lumpur,
privileged to have had the opporwhich was the only one held in the Asiatunity to be directly involved in the latest
Pacific region. Focusing on professional
reforms such as the CSAP (Committee to
scepticism, quality control and group
Strengthen the Accountancy Profession)
Truly, the
audits, the roundtable delivered this
recommendations. I’ve gone on record in
relentless pace
key message: international standards on
this issue to say that I’ve never had a dull
of developments
auditing (ISAs) are not broken, but they
day in MIA because the changes are so
within the
can be enhanced in order to improve
prolific and rapid.
profession
audit quality, strengthen financial stabilTruly, the relentless pace of developity, and protect the public interest. This
are precisely
ments within the profession are precisely
is the primary message that keeps recurwhat make it so fascinating and full of
what make it so
ring throughout all the stories in this
countless opportunities and challenges.
fascinating and
issue and which resonates through all the
Disruptions are aplenty, ranging from regfull of countless
chaotic developments which are altering
ulatory to technological to obsolescence
opportunities and
the landscape of the profession: accounto demographics to geopolitical crises,
challenges.
tants are first and foremost responsible to
and these have reshaped accountancy
the public they serve.
roles and business models. No longer are
Whereas I’m a lawyer by training and
accountants limited to being just numbernot an accountant, I have great admiration for the profession’s
crunchers in cubicle farms, but you can make an impact in difembedded code of ethics and overarching commitment to
ferent areas – governance, small business, corporate finance
financial accountability and transparency which cuts across
functions, public sector finance, sustainability, education,
sectors and roles. While every profession has its black sheep,
regulation, etc. Such is the versatility offered by a professional
I have been honoured to work with decent and honest people
accounting qualification in the new millennium.
who are pillars of society and generous in contributing their
The broad swath of topics covered in this issue attests to
time and effort for the greater good. Although I am saddened
this versatility and documents the diverse sectors in which
to leave the MIA family and my second home, I have every
accountants are in hot demand. However, I’d like to remind
confidence that MIA is in the best of hands. I encourage all
accountants that no matter where you go and what you do,
MIA members to demonstrate the highest standards of ethiyour fundamental obligation is to uphold the public interest.
cal behaviour and to protect the public interest to the best of
For example, this issue’s cover story focuses on the
your abilities. n
Malaysian government’s ongoing journey to enhance public
sector finance. Given our unique position as the national professional accountancy organisation (PAO), MIA is committed
to supporting the government as it implements accrual-based
accounting systems in order to enhance the quality of public

L

Happy Reading!
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Empowering
Public Finance
President says | Dato’ Mohammad Faiz Azmi
the public sector in Malaysia.
MIA further demonstrated its
commitment to enabling public sector financial reforms when it established its dedicated Public Sector
Accounting Committee (PSAC)
chaired by the Accountant General
in
March
2013
and
subsequently
set up a public sector
Research from the likes of the World Bank has shown that
accounting sub-unit under its Professional Standards and
public sector financial reforms – which include the migration
Practices Division to address technical issues. We continue
from cash-based accounting systems to more accurate and
to be actively involved in advising the public sector on the
comprehensive accrual-based accounting - are essential to
application and implementation of accrual-based accounting
developing a robust public sector and good governance. As key
standards.
players in nation-building, MIA and the profession are commitPlus, to ameliorate the knowledge gap and talent shortted to championing the transformation of Malaysian public
age in public finance, MIA is spearheading
financial management through advocapacity-building initiatives to develop highcacy, education, resource-sharing and
As accountants, our calibre professional accountants in the pubcapacity-building. As accountants, our
technical skills
lic sector. A key initiative is the March 2015
technical skills mean we are best-placed
mean we are bestMoU between CIPFA and the Malaysian
to support the government’s ongoing
Institute of Certified Public Accountants
shift from cash-based to accrual-based
placed to support
(MICPA) which is a route to full CIPFA
accounting systems. These systems will
the government’s
membership for qualified MIA members.
generate high quality financial informaongoing shift
But genuine financial transformation
tion and reporting, which in turn will
from cash-based
hinges on more than technical excellence
enlighten government decision-making
to accrual-based
and available talent. Meaningful culture
and optimise the allocation of scarce
accounting
systems. change and tone from the top will determine
resources for the greater good.
success. Civil servants at all levels of the hierarchy, backed by
While MIA has always collaborated with the public sector,
their leaders, must buy into the rationale for financial reform.
we became an especially vocal advocate of public financial
Accrual-based accounting is not about how the public sector
management reforms in 2011, supporting the government in
can do accounts better, but how it can deliver excellent serthe Strategic Reform Initiative (SRI) Lab on accrual accountvices which contribute to social and economic progress.
ing and in 2012, serving on the Government Accounting
Recognising this, the Accountant General’s Department
Standards Advisory Committee (GASAC). MIA also lobbied
intends to develop public sector accountants as business
for the nomination and appointment of the former Accountant
partners, risk managers, and custodians of governance, not
General, Datuk Wan Selamah Wan Sulaiman as a member of
just record keepers, in synergy with their evolving roles postthe International Public Sector Accounting Standards Board
adoption of accrual accounting. MIA will play a key role going
(IPSASB) for a three-year term starting from 1 January 2013.
forward by engaging various stakeholders to advocate for the
Datuk Wan Selamah was instrumental in spearheading accrumultifaceted roles of accountants in public financial manageal-based accounting in Malaysia, and her appointment grants
ment as leaders and business partners.
Malaysia an influential voice in standard-setting and impleWe hope that all accountants will engage with the public
mentation at the global level. This is critical as the Malaysian
sector and lend them a hand as it seeks to evolve and deliver
Public Sector Accounting Standards (MPSASs) are based on
the best quality of services in the interest of all stakeholders. n
IPSASs, and future IPSASs would definitely have an impact on

Central to becoming a highly-developed nation is the
emergence of a mature and empowered government which
behaves with integrity, transparency and accountability to
all its stakeholders, particularly the public.
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Economic and political outlook in and around the world

Global Tax Trends
n According to the EY Outlook for global tax policy in
2016 report, despite the announcement of final BEPS (base
erosion profit shifting) regulations in October 2015, many
countries appear to be waiting for early adopters to set the
pace before introducing national tax rules.

The report showed that the majority
of countries have yet to begin
implementation of most of the 15
BEPS recommendations.
Globally, corporate income tax rates
will continue to fall as jurisdictions
desire to possess a competitive,
‘low-rate, broad-base’ business
environment. The report showed
that more jurisdictions are forecast
to lower the burden in 2016 (34%,
compared to 16% in 2015), while
45% project no change at all. In

addition, seven (which include
Malaysia and Vietnam) of the 38
jurisdictions surveyed globally have
either announced or are forecast to
announce falling corporate income
tax rates in 2016.
Transfer pricing reform – a key
component of the OECD’s October
2015 recommendations – will also
be prominent in 2016, with 18 of
38 jurisdictions surveyed (47%)
indicating changes in this area
that will result in an increased tax

Mid-Tiers Banking on Non-Audit Services
n According to MGI
Worldwide, a Top 20
international accounting
network, mid-tier UK
accountancy firms’ income
from non-audit work rose to
55% in 2015 from 50% in 2014,
and 48% in 2013, reported the
Accountancy Age. Firms are
diversifying away from audit
work which is perceived as
“having lower profit margins,
slower growth rates and higher

8
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burden. Changes in tax enforcement approaches,
meanwhile, are forecast to increase the overall tax
burden in 14 of the 38 countries (37%) in the year
ahead.

legal risks than areas such as
management consultancy or tax
advisory,” wrote Richard Crump in
the Accountancy Age.
Medium-sized accountancy
networks are generating sizeable
non-audit income from areas like
consultancy, insolvency and tax
advice, and an increasing number
of medium-sized accountancy
firms are starting to earn
significant revenues from newer
and unorthodox service lines e.g.
cybersecurity, data analytics and
regulatory advice.

The Korea Times reported
in June that CEOs of
accounting firms may be
held accountable for poor
auditing under a revised
bill which the Financial
Services Commission
(FSC) proposes to submit
to the National Assembly.
According to the FSC, the
revised bill will enable
the top regulator to
suspend accounting firms’
CEOs from operation if

the CEOs are negligent
in controlling their
companies’ auditing
quality. Should the
bill pass the National
Assembly, CEOs of
accounting firms that
repeatedly commit
erroneous accounting
either on purpose or by
mistake will be stripped
of their certification or
suspended from working.

Global Internet inclusion
could bring 7% of the world’s population
– 500 million people - above absolute
poverty levels, and add US$6.7 trillion
to global economic output. From Connecting
the World - a new study by Strategy & for Facebook, which
encompassed 120 countries over a 10-year period.

+ The World Bank

revised its 2016 global
growth forecast to

KPMG Quits
FIFA Audits
KPMG has resigned as
auditor of the international
football governing body FIFA
after more than a decade.
FIFA will appoint a new audit
firm initially as a temporary
arrangement before a formal
appointment is made at the
next Congress in May 2017,
in accordance with the FIFA
Statutes.
Supported by the new FIFA

2.4%

Council, FIFA President Gianni Infantino
has initiated a comprehensive financial
audit of FIFA’s finance function including
its processes and procedures, in light of
the serious allegations involving financial
transactions outlined by the Swiss and US
authorities.

FROM

numbers

+Korea Pushes for
Audit Accountability

to
note

2.9%

projected in January, due to
sluggish growth in advanced
economies, stubbornly low
commodity prices, weak
global trade, and diminishing
capital flows - from the latest
update of the World Bank’s
Global Economic Prospects
report.

PwC Oz Discards Dress Code
PwC Australia has “ditched its professional
style dress code for Australian staff in a bid
to unlock passion and creativity”, reported
Economia. Previously, the “modern
professional” dress code required suits
for men and tailored dresses for women
but staff members can now exercise
their own professional judgement about
workplace-appropriate clothing.
may / june 2016 | accountants today
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Stewardship

n by Zahrul Zakaria

REFORMING
PUBLIC
SECTOR
FINANCE
The ongoing shift from
cash-based to accrualbased accounting in the
Malaysian public sector
is predicted to greatly
improve public financial
management, which in
turn would be a catalyst
for greater economic
and social progress
and enhanced public
accountability. But it
won’t be a cakewalk – a
conducive culture and
robust tone from the
top must be embedded to
achieve effective public
service delivery.

10
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REFORMING PUBLIC SECTOR FINANCE

governments must report their
fiscal position accurately as a
basis for sustainable decisionmaking, and this can best be done
through adopting accrual-based
accounting.
Dr. Ian Ball, Chairman of the international Chartered
Institute of Public Finance and Accountancy (CIPFA)

High quality public financial management
is no longer nice-to-have, but a must-have in
an era where governments are pressured to
provide optimal outcomes on tight budgets
and resources.
In turn, superior public financial
management is underpinned by the
availability of high-quality financial
information which enables decisionmaking, and enhances transparency, good
governance and greater accountability
towards the public interest. Hence, when
properly planned and executed and backed
by robust data, competent public financial
management can achieve efficient economic
and social development.
But where do we start in improving
public financial management? According to
Dr. Ian Ball, Chairman of the international

Chartered Institute of Public Finance and
Accountancy (CIPFA), governments must
report their fiscal position accurately as a
basis for sustainable decision-making, and
this can best be done through adopting
accrual-based accounting.
Many more governments are
subscribing to the benefits of accrual
accounting; CIPFA reports a 142% increase
in the number of nations applying accrualbased accounting, based on an April 2013
PwC study. “The rationale for improved
public financial management would include
improvements and advancements in the
quality, quantity and the timeliness of the
services being delivered, coupled with
better availability and reductions in cost,”
said Dr. Ball in his keynote remarks at the
recent Public Sector Financial Management

may / june 2016 | accountants today
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Conference 2016 organised by MIA.
With
better
government
performance improved social and
economic outcomes should be
expected. However, Ball cautioned
that: “These outcomes can only be
derived when proper governance is
firmly established to address ills such
as corruption and by the government’s
earnestness in upholding the rule of
law. The experience of countries that
have adopted PFM reforms prove that
economic freedom and the ease of

Public Finance Reforms

Where does Malaysia
stand today?
Although public financial management
reforms in Malaysia started in the mid1980s, Prof. Dr. Ruhaya Atan of the Faculty
of Accounting, Universiti Teknologi MARA
remarked that the journey towards public
sector reform began in earnest in 2010, when
Malaysia outlined its plans to become a fully
developed nation with a high-income economy
by 2020 through the Economic Transformation
Programme (ETP).
In July 2011, the Government introduced
six Strategic Reform Initiatives (SRIs) which
was the second critical component of the ETP.
“PFM reform represents one of the six SRIs and
is aimed at strengthening the Government’s
finances to ensure stability and sustainability of
public funds,” she said.
Through PFM reform, the Government
targeted a Federal Budget deficit of around 3%
by 2015 and near budget-neutral by 2020. This
is in line with the objectives identified by the
National Economic Action Council (NEAC) in
the New Economic Model, which are:
• To adopt accrual-based accounting for

12
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for ineffective government financial
reporting would be “a trust deficit
and people’s lower confidence in the
government of their country,” said Rob
Whiteman, Chief Executive, CIPFA.
“Other than impacting the service
delivery outcomes, living standards and
quality of life, it also affects investor
confidence, economic performance,
development and opportunity,” he said.
“Governments can derive enhanced
financial credibility and improved
decision-making by accurately focusing

doing business are achieved through
a high degree of transparency and
accountability.”
For example, the landmark financial
management reforms undertaken by
the New Zealand government, in which
Dr. Ball was actively involved as the
then-Director of Financial Management
Policy and Central Financial Controller,
carved out greater efficiencies and
placed the country in 4th position in the
global index of least corrupt countries.
On the flipside, the price to pay

Abdul Rashid Yaakub,
Federal Government’s
Director of Audit

Prof. Dr. Ruhaya Atan,
Faculty of Accounting,
Universiti Teknologi
MARA

prudent fiscal management,
Implement efficient broad-based tax for
revenue and fiscal stability,
• Strengthen expenditure control, and;
• Improve fiscal policy institutions and
processes.
Abdul Rashid Yaakub, the Federal
Government’s Director of Audit, reiterated that
Malaysia was highly committed to its public
financial management reform initiatives. To
assuage the knowledge gap, the government
relies heavily on collaborations to build
competency and capacity. For example, “the
government ensures effective implementation
through collaboration with MIA and engages
the services of consultants to facilitate the
adoption of accrual-based accounting in financial
reporting.”
While financial reporting is being done on an
accrual basis, the Government budgeting process
still adopts the modified cash basis principles.
One of the reasons is to enable government “to
take a comprehensive view in public financial
management without being disruptive.” Also,
changes to the legal framework would need to be
initiated to review and pass legislation ahead of
implementing accrual-based budgeting. Malaysia
is not in the minority as there are also many other
countries, including Singapore, which still adopt
cash basis budgeting, noted Abdul Rashid.
•

Stewardship

REFORMING PUBLIC SECTOR FINANCE

Fighting Public
Sector Fraud
Fraud and corruption are virulent threats, and the public sector is
certainly not immune to these risks. “1 trillion USD is lost through
fraud and corruption globally on an annual basis,” estimated
Gillian Fawcett, CIPFA’s Head of Governments Faculty.

“Greater risks are arising from
the pace of change and new service
delivery models that necessitate
different approaches to financial
management, performance
management, governance and
scrutiny, among others. This (different
approach) is especially needed,
considering the extensive reliance on
the Internet as a delivery platform,”
explained Fawcett.
Which areas in the public
sector supply chain are particularly
susceptible to fraud? “Procurement
fraud has increased by 17%, the
highest rise that leads among issues
that include theft, management
conflict of interest and internal
fraud,” she said citing the findings
of Transparency International’s
Corruption Perceptions Index 2015.
“The move to a more global business
model that relies on a network of
suppliers and partners is leading to a
higher risk of fraud.”
In order to combat fraud, a robust
strategy comprising a very strong
and established anti-fraud culture
through active prevention, detection
and deterrence policies, together
with thorough investigations,
meaningful sanctions and redress
needs to be implemented. Tone
at the top is especially critical to
effectively fight fraud, said Fawcett.
To provide timely guidance,

14
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Gillian Fawcett, CIPFA’s Head
of Governments Faculty

CIPFA has published the Code of
Practice on Managing the Risk of
Fraud and Corruption to support
organisations in implementing
effective governance and
operational strategies
to counter fraud and
corruption.
The code has
FIVE principles
1 Acknowledge responsibility
2 Identify risks
3 Develop a strategy
4 Provide resources
5 Take action
Using CIPFA’s previous guidance
the Red Book (Managing the Risk
of Fraud, Actions to Counter Fraud
and Corruption) as a base, the Code
is concise and clearly sets out the
importance of top-level support from
the governing body and leadership

team. The Code can be downloaded
at no cost from the CIPFA website.
“Among the conclusions
drawn and lessons learnt at CIPFA
is that strong governance and
leadership is essential for effective
service delivery,” emphasised
Fawcett. She added that it had
been proven that reforms will fail
without a robust strategy and that
tailored approaches to suit local
circumstances are vital to ensure
success.
But at the end of the day, culture
and ethics will win the day. “It all
comes down to ethics and a strong
organisation culture as areas of focus
in order to be effective,” stressed
Fawcett.

REFORMING PUBLIC SECTOR FINANCE

on the past, present and future when they
are able to compare their performance
through better financial reporting and
budgeting,” said Whiteman.

Big Bang or Slow
Change
According to Dr. Ball, public
financial management reforms can be
either a revolution or an evolution, and
the leadership of countries adopting
financial reforms must decide on the
approach best suited to their needs.
“Revolutionary reform is the approach
less commonly taken, requiring
intensive turnaround management
skills and is usually deployed in a “Big
Bang” approach, resulting in an intense
state of flux which governments can ill
afford due to the importance of stability
in the economy and administration. This
also has massive political concerns.”
Evolutionary reforms are more
common, so as not to disrupt the state
of equilibrium abruptly. This normally
involves technical and/or cultural
change, said Dr. Ball. “Technical
change requires the deployment of
specialist skills necessary for its design

This is not about how we can do accounts
better, but how to deliver good service
contributing to social and economic
progress.
and implementation for the accounting
and management aspects, along with
the interaction of both disciplines.”
On the flip side, cultural change
involves the importance of getting the
various stakeholders on the same page.
“There must be mutual understanding
of the rationale for public financial
management reform combined with
the building of a support framework
to ensure its success. You have to
understand financial reform and do it
because it is worth doing.”

Better
Performance,
Not Just Better
Accounts
Once the system is up and running,
there will be scope for even further
improvements to public financial
management. “Good public financial

From left: Dr. Ian Ball, Ting Choo Wai and Vincent Tophoff

management is a self-reinforcing
system driving economic freedom,
social progress, facilitating business and
improving fiscal space, which refers to
the government’s ability to be flexible in
its spending choices,” assured Dr. Ball.
Due to their roles in the government
finance function, accountants play
a critical role in championing reform
that goes beyond number crunching.
Mindsets must change, and skillsets
must be upgraded. “This is not about
how we can do accounts better, but how
to deliver good service contributing
to social and economic progress.
The accountancy profession has an
important role to play as governments
seek to improve their service delivery
and accountability to drive economic
development and uplift social wellbeing.
It is important that Malaysia’s
accountants do their jobs well,” urged
Dr. Ball.

Conference delegates

may / june 2016 | accountants today
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Culture Change
is Key
In adopting International Public Sector Accounting Standards
(IPSAS), change management which fully engages the public sector
staff is as critical as managing the systemic practicalities and
concerns.
“Culture eats strategy for breakfast!”
quipped Rob Whiteman during an earlier
Q&A session, alluding to the principle
that people behave according to a set of
rules in an established culture. So, change
management must ensure that a new
culture of integrity and transparency is
embedded, and that people are ready to
embrace the opportunities, benefits and
pitfalls that are par for the course when
embarking on any long-term journey.
Crucially, people must be clear on the
goals of the IPSAS process. “The current preoccupation is to generate a set of accounts
as the main objective. But that’s not the
end-game, it’s the start of the journey,”
said Ting Choo Wai, Executive Director,

16
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PricewaterhouseCoopers Malaysia. Vincent
Tophoff, Senior Technical Manager and
“Accountability Now” Leader, International
Federation of Accountants (IFAC)
concurred that “IPSAS implementation is
not the end-game. Instead, what is being
aimed for is good and efficient service
delivery which can only be achieved
through good governance.” The ultimate
goal is the creation of a culture which
prioritises excellent service delivery in the
public interest, and which in turn is fed by
quality information through accurate and
truthful reporting.
“In implementing IPSAS, the main
concern is if there is “buy-in” by the
executives,” noted Ting. Malaysia was a
remarkable exception to this rule; not only
was there no opposition to the initiative
but the management hierarchy from the
Chief Secretaries of the various
ministries downwards

had supported the move.
However, the Government’s
decision to implement accrual-based
accounting for financial reporting
while adopting modified cash-based
accounting for budgeting presents
challenges, said Ting. While accrualbased accounting reflects a more
accurate and inclusive reporting basis,
cash-based budgeting often results
in “Christmas shopping”. This is the
practice whereby ministries ensure
that the current year’s allocation is
fully spent in order to justify asking
for amounts equal or greater to the
previous year’s budget.
Tophoff singled out getting the
accountants to understand accrualbased accounting as another major
challenge in itself. As such, expecting
the government stakeholders to also
understand accrual-based accounting
would be unrealistic. To make things
simple, he recommended that: “Strategy
should include the culture factor. Share
quick and early results so that people
can experience and see the value of the
change.”
The sheer complexity of the
exercise is equally demanding. IPSAS’
implementation encompasses 25
ministries and requires the cooperation
and support of all stakeholders. Ting
recommended that capacity-building
focus on collaborations with the
private sector and other stakeholders
to leverage available resources,
as there is a limited availability of
skilled talent in PFM/accrual-based
accounting. Furthermore, all parties
should work together to manage
the challenges for a seamless
implementation process and raise their
concerns collectively to the Ministry of
Finance for consideration. n

Stewardship

n By Nazatul Izma

An MIA icon, CEO Ms. Ho Foong Moi is fondly remembered
as an excellent leader unfazed by adversity. But more
importantly, she comes across as a kind and nurturing
person who governs by her principles and acts in the
best interests of the profession and the public.

A Pillar
of the

Institute
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Such is the esteem that Ho Foong
Moi has earned during nearly three
decades at MIA, where she is always
referred to as Ms. Ho. The MIA CEO
is definitely a fixture synonymous with
the institution; incumbent MIA President
Dato’ Mohammad Faiz Azmi once referred
to her publicly as “MIA’s stalwart is Ms.
Ho.” Rozlisham Abdul Wahab, Head of
Corporate and International Affairs at MIA,
expressed it best: “Ms. Ho is synonymous
with MIA. MIA is synonymous with Ms.
Ho. Ms. Ho is the pillar of the Institute.”
On first impression, Ms. Ho comes
across as quiet and reserved. She herself
says she was “very shy and reserved
in school.” But she’s no pushover. The
demure demeanour of pearls and sensible
jackets masks a formidable character.
Among her key achievements: this
petite lady has successfully overseen the
challenging organisational restructuring
of the MIA in recent years to make it more
efficient and relevant to the changing
professional landscape. Neither is it a
mean feat to be able to balance MIA’s
dual roles as professional accountancy
organisation and regulator. It is an even
more dexterous feat to be able to manage
MIA’s diverse Council Members – many
of whom are able leaders and strongwilled personalities in their own right while juggling members, stakeholders and
public interests.
Interestingly, Ms. Ho is equally
nimble on her feet, as a gleeful Rozlisham
observed. “Ms. Ho can dance! I first saw
her dancing at the AFA Dinner last year in
Yangon, Myanmar.”

From Magistrate
to MIA
But just what is a lawyer doing heading
an accountancy organisation?
Freely admitting that she has no

head for science and numbers, Ms. Ho
took up law because she “enjoyed words
and writing. I was a better Arts student
and scored in subjects such as English
Literature and History.” She graduated
from the National University of Singapore
and after practising as a magistrate and
a lawyer for a few years, she wanted
to try something else while still making
use of her legal training. A friend of her
husband’s told her of a job opportunity at
MIA and arranged for an interview.
As they say, the rest is history.
She first joined MIA in 1987 as
Assistant Secretary, reporting to the
Executive Secretary to the Council who
was an accountant. As Assistant Secretary,
she worked in legislation, enforcement
and corporate affairs. Namely, she was
responsible for advising the council on
all matters relating to the Accountants
Act 1967 and the Accountants Rules 1972
besides taking care of the Investigation
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and Disciplinary Committees. She also
helped manage corporate secretarial
matters such as organising the Institute’s
annual general meetings. She reckons
that one of her memorable milestones
in the early days of her appointment
was to draft MIA’s first Code of Ethics,
which dovetailed with her firm belief in
upholding principles, moral values and
the public interest.
She was then made the Executive
Secretary and thereafter the Executive
Director. “By this time, I was managing
the day-to-day operations of MIA. When
I retired in 2012, the then-CEO had
left the service of the Institute and I
was asked to be the Acting CEO on
a contract basis until a new CEO was
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The biggest
challenge was
managing the
expectations of
all the various
stakeholders,
both internal and
external. Members’
interest had to
be balanced with
upholding public
interest.

recruited,” she recounted. After a year,
the Council decided to appoint her as
CEO, a position she has held for the past
three years.
While Ms. Ho makes her job look
easy, she admits that she sometimes
felt like throwing in the towel. “There
were a couple of instances during
my first ten years when I thought
of leaving the Institute because
I had great difficulties meeting the
demands and expectations of my job.
The biggest challenge was managing
the expectations of all the various
stakeholders, both internal and
external. Members’ interest had to
be balanced with upholding public
interest.”
Within this scenario, managing
the Council proved to be especially
challenging, given their diverse
backgrounds - practitioners, those
from the public sector, different
professional bodies, academics, etc.
“They all have the best intentions
but sometimes their perspectives are
influenced by their background and
interest in specific areas. That’s where
the challenge is – to find a ‘middle
ground’ that is acceptable and best for
all parties.”
Finding the middle ground is
something she excels at, affirmed
long-term associate Rozlisham. “Ms.
Ho’s down to earth nature makes
it easy for anyone to work with her.
She knows how to interact with the
stakeholders, Government agencies
and International bodies, bringing
out the best of them and getting
their commitment to work towards a
common goal.”
Having worked with her closely
for a long time, Datin SK Yap, Chief
Operating Officer at MIA particularly
values Ms. Ho’s empowering
management and leadership style.
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“Each of us must work and gain her
respect and trust in our respective role and
responsibilities. Once we gain that, Ms. Ho
will deal with us professionally. She will
give us the “freedom” to manage and lead
within our levels of authority. Her door is
always open and we can consult her as and
when we have problems or issues.”
G. Shanmugam, Head of Professional
Development, MIA, reckons that as a CEO
“Ms. Ho has all the qualities that a leader
needs. For a leader doing the right thing
when business as usual is good. But seeking
the right solution and doing the right thing
in challenging moments is when a leader’s
quality is being tested. I would say Ms. Ho
is a great leader as she can remain calm
and steady in challenging moments while
constantly seeking the right solution in the
interest of the Institute.”
He singled out her balanced emotional
and intelligence quotients, EQ and IQ, as
salient strengths. “High IQ alone is not
sufficient to be an effective leader, and
high EQ among leaders is more crucial
in ensuring organisational success. Ms.
Ho’s high EQ has enabled her to develop
and lead an effective management team
that has delivered many milestones for the
Institute and the accountancy profession.
Under her leadership, the Institute has
steadily grown with more than 32,000
accountants employed in commerce and
industry, public practice, public sector, and
academia.”
“Indeed, Ms. Ho has laid a strong
foundation in the Institute,” agreed
Rozlisham. And she was an excellent
ambassador for MIA locally and globally.
“Under her leadership, she worked
together with the Council to place MIA
on the world map when we successfully
won the bid to host the World Congress of
Accountants (WCOA) in 2010.”
She was actively involved in the CSAP
(Committee to Strengthen the Accountancy
Profession) reforms which were based on
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the World Bank ROSC Report. “I am happy
that the CSAP Implementation Committee
has obtained the approval of the Ministry of
Finance to commence its work to implement
the recommendations of the CSAP Report.
I believe that the recommendations - if
taken in the right spirit, done in the interest
of future accountants and balancing the
interests of all stakeholders - can move the
profession forward and make it stronger.
A stronger accountancy profession in
Malaysia is also very good for the country
and our economy.”

Accountancy
Ambitions – or Not
Ms. Ho has all
the qualities
that a leader
needs. For a
leader doing
the right
thing when
business as
usual is good.
But seeking
the right
solution and
doing the
right thing in
challenging
moments
is when a
leader’s
quality is
being tested.

G. Shanmugam
Head of Professional
Development, MIA

Given that her career has been so
closely intertwined with the profession,
did Ms. Ho ever consider becoming a
professional accountant?
“The thought may have crossed my
mind but only very briefly. Knowing my
shortcomings (in math), I did not pursue
a professional accountancy qualification.
But having worked in MIA for so many
years, I have come to the conclusion that
a professional accountancy qualification is
very versatile, and can take a person places
if he or she has the right soft skills and is
prepared to work very hard.”
Despite choosing not to take up a
professional qualification, Ms. Ho stressed
that she makes a point of staying abreast of
current and future developments. “My job
in MIA has always been challenging but
at the same time very interesting. I have
never had a boring year at MIA! Every
year there will be new developments and
challenges.”
“This is a very fast-paced profession,
with ever-changing laws, regulations,
accounting and auditing standards,
technological advances apart from issues
on globalisation and the talent crunch.”
“I read up as much as I can, ask
questions, get updates from my staff who
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specialise in specific areas, and attend
engagements and meetings where the
latest developments in the profession
are being discussed.”
Although it’s a lot of hard work,
she believes that “you should always
strive to do your best even when no
one is looking, for you will eventually
reap the rewards of your hard work.
The rewards I am referring to may not
always be monetary.”
Unsurprisingly then, her longtime former secretary, Noor Lela Md
Noor, now a Junior Executive at the
Corporate and International Affairs
Department, speaks highly of Ms. Ho’s
integrity. “In all my years working with
Ms. Ho especially for the MIA Council
Meetings, I’ve only seen her carrying
out her duties with integrity at all times.
And she always considers everyone’s
views before making a decision.”
She is also a stickler for the
rules, which is the hallmark of
quality regulation. “She is firm but
fair – she believes policies must be
maintained and followed. It’s easy for
us (professional managers) to operate/
manage when the set policies are

I try my best to
facilitate the
balance by being
as objective as
possible when
asked to provide
views and advice
on a particular
subject. When
faced with any
particular issue, I
always try to abide
by the principle
that whatever
action or decision
is to be taken must
be in the interest
of MIA and the
accountancy
profession

strictly to be abided. Of course, there
are exceptions, but we need to justify/
defend our reasons/proposals. There
is compliance in terms of processes,”
explained Datin SK.
“I try my best to facilitate the
balance by being as objective as
possible when asked to provide views
and advice on a particular subject.
When faced with any particular issue,
I always try to abide by the principle
that whatever action or decision is to
be taken must be in the interest of
MIA and the accountancy profession,”
explained Ms. Ho.
Given MIA’s growth, Ms. Ho’s
approach seems to be stellar and highly
rewarding. She’s pleased to be able
to contribute to a profession that is
inextricably linked with nation-building
and uplifting global economic and
social wellbeing. “I believe strongly
that the profession will move forward.
The world and Malaysia cannot do
without accountants. The CSAP
Report emphasises the importance of
the accountancy profession, and the
country needs 60,000 accountants by
2020 to help it to become a developed
nation.”

Bringing Out the
Best in People
Ms. Ho also seems to have a knack
for spotting people’s latent potential,
and for acting as an unofficial mentor
to her juniors. “She exposes people to
grow and achieve their full potential,”
noted Rasmimi Ramli, Senior Manager,
Professional Standards and Practices,
MIA.
One of those people who benefited
from her insight is Rozlisham. “Ms.
Ho convinced me to switch my career
from an internal auditor to a career
in Corporate and International Affairs.
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“The current job has opened up a
vista of new possibilities and I have
learned a lot especially from our
ASEAN neighbours. I thank her for her
confidence in me. She has never failed
to share her experiences as well as give
guidance throughout my working life
in the Institute.”
Likewise, she believed in Noor
Lela’s potential, moving her up from
the secretarial pool to the ranks of
the junior executives. Unsurprisingly,
her staff sing her praises and are
tenaciously loyal to her. “Ms. Ho was
one of the pioneers who helped build
the MIA to where it is today. The
Institute grew from the strength of
less than ten employees in 1988 to
150 employees as of today, and it is
still growing. Ms. Ho, who has been
with the Institute for 29 years, has
helped nurture the MIA to become
a respectable institution in Malaysia,”
enthused Noor Lela.
Notably,
the
MIA
staf f
unequivocally equate Ms. Ho’s
leadership with the Institute’s
progress. “During Ms. Ho’s tenure as
ED and CEO, MIA has evolved from
its activation in 1987 to where it is now.
Today, MIA has over 32,000 members,
and is recognised by the global and
regional accounting bodies such as
IFAC and AFA,” said Rasmimi.
Generously, Ms. Ho instead gives
substantial credit to the MIA team
for the Institute’s robust growth and
paradigm shifts. “We are fortunate
to have dedicated, committed and
professional staff working for the
Institute. Despite and in spite of the
uncertainties affecting the Institute
due to the CSAP Report and its
recommendations, we have done very
well the past few years. The team
should continue to focus on making
MIA a great organisation that they

The world and
Malaysia cannot
do without
accountants.
The CSAP Report
emphasises the
importance of
the accountancy
profession, and
the country needs
60,000 accountants
by 2020 to help
it to become a
developed nation.
are proud to be working in. They
must continue to be passionate about
doing the right thing for MIA and the
profession,” urged Ms. Ho.

Ensuring a Seamless
Handover
Ms. Ho can rest assured that she
is passing the baton over to an equally
competent lady. Waiting in the wings
is the incumbent MIA Deputy CEO,
the multi-faceted and talented Dr.
Nurmazilah Dato’ Mahzan who has
experience in public practice, corporate,
and academia. “We waited a long time
for someone like Dr. Nurmazilah to
take over the helm at MIA. She is
passionate about the profession and has
a high level of commitment in whatever
she does. After a year as Deputy CEO,
I believe Dr. Nurmazilah has a good
idea of what are the expectations and
demands of being the CEO of MIA,”
said Ms. Ho.
Asked what critical advice she
would share with her successor,
Ms. Ho advised Dr. Nurmazilah to

“manage the varied expectations of
the diverse stakeholders. Do bear in
mind that the interests of MIA and
the whole profession in Malaysia must
be taken care of and protected before
the interest of any specific group of
stakeholders. Strike a balance between
internal and external stakeholders and
come up with ‘win-win’ solutions.”
Modest as ever, Ms. Ho demurred
when quizzed on her legacy after nearly
thirty years at the Institute. “I’d like to
be remembered as a leader and servant
who always strove to do her best and to
act fair and objectively in the interests
of MIA and the profession in Malaysia.
I don’t believe that I can leave a legacy.
MIA and the profession have given
me opportunities that I never thought
of when I joined the Institute almost
30 years ago. The best was being able
to work with Council Members and
staff whom I respect and who have
taught me not only to be a competent
professional but to be a better human
being. I hope I have touched some lives
because I have definitely been touched
by many.”
Clearly, her absence will leave a
yawning gap. Kamariah Abd Shukor,
Senior
Executive,
Membership
Services fondly remembers Ms. Ho’s
maternal style and quiet charisma.
“The way she asks questions, gives
guidance and advice. Even though she
looks and sounds serious, I always
feel she’s like a mother teaching her
daughter.”
MIA staff will miss Ms. Ho’s steady
guiding hand at the helm. “She’s like a
captain steering the ship through the
waters. Whether the waters are calm
or turbulent I have hardly seen her lose
her cool!” exclaimed Datin SK.
Ultimately, MIA will just miss Ms.
Ho. As Rozlisham put it, “It is really sad
to see her go.” n
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n by nazatul izma

IAASB Roundtable Report

Enhancing Audit
Quality in the
Public Interest
Day 1
International standards on auditing (ISAs) are not broken,
but they can be enhanced in order to improve audit quality,
strengthen financial stability, and protect the public interest.
To make ISAs more fit-for-purpose, the International
Auditing and Assurance
Standards Board (IAASB)
joined forces with the
Malaysian Institute of Accountants
(MIA) and the Association of
Chartered Certified Accountants (ACCA)
in April 2016 to organise a 2-day event in
Malaysia with the theme of “Enhancing Audit
Quality: A Focus on Professional Scepticism,
Quality Control and Group Audits.” This was the
IAASB’s sole regional outreach programme in the AsiaPacific, and a key segment in its ongoing public interest
consultation process.

Rationale | Escalating business and financial reporting complexity and audit deficiencies identified by regulators are
driving forces behind the IAASB’s mission to improve audit quality by ensuring that both audits and auditors remain relevant
to the capital market. “The ISAs need to better address increasing complexity and new technologies in the business and audit
environment, and deliver against the public’s heightening expectations of audit quality,” commented Professor Arnold Schilder,
IAASB Chairman. Hence, auditors must position themselves as “critical challengers” who are able to “critically challenge financial
statements and the underlying assumptions in order to uphold a public interest-focussed regime” and provide “observable
value” for stakeholders globally.
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Professional
Scepticism
To challenge critically and
uphold audit quality, auditors are
required to exercise professional
scepticism, which is defined as an
attitude of mind applied in making
professional judgements.
Experience is fundamental
to professional scepticism. “It is
nothing but a smell test,” said Shariq
Barmaky, Chairman, Auditing and
Assurance Standards Committee,
Institute of Singapore Chartered
Accountants (ISCA), “something
that you develop and accumulate
over time.” But cosy relations
with clients and management are
perceived to impair auditors’ sense
of smell. “Familiarity is inversely
related to professional scepticism”
and can “block noses,” remarked
Dato’ Richard Abas, Regional
Councillor (Asia), Chartered
Accountants Australia and New
Zealand (CAANZ).
Culture is another barrier;
Asian culture’s deference to
seniority and wide power distances
make it difficult for auditors,
especially juniors down the pecking
order, to challenge management.
And across all cultures, dominant
management and an arduous client
culture tax even the toughest

Culture is another barrier; Asian culture’s deference to
seniority and wide power distances make it difficult for
auditors, especially juniors down the pecking order, to
challenge management. And across all cultures, dominant
management and an arduous client culture tax even the
toughest noses.

noses. “When auditors are confronted
by bully management, it can be
difficult to challenge management.
The auditor’s nose completely falls
apart,” said Paul Franz Winkelmann,
CEO, Financial Reporting Council
Hong Kong (FRC HK).
To develop keen noses, many
participants emphasised the need
to embed critical thinking as early
as possible into accountants’ DNA
as a prerequisite for professional
scepticism. “The subject should be
taught beforehand in schools and
universities, and firms should provide
continuous training when a candidate
joins them,” suggested Handri
Tjendra, Chairman of Indonesian
Auditing and Assurance Standards
Board, Indonesian Institute of
Certified Public Accountants (IICPA).
Joel L. Tan-Torres, Chairman,
Board of Accountancy, Professional
Regulatory Commission, Philippines
noted that the Philippines system’s
proposed educational reforms include
exposing students to analytical
thinking by embedding case analyses
in accounting and auditing subjects.
Inadequate audit fees create
another barrier. “The downward
fee pressure that we see in many
jurisdictions does not incentivise
professional scepticism,” remarked
Kenneth Yap, CEO, Accounting and
Corporate Regulator y Authority
(ACRA), Singapore.
Improved
documentation
can provide tangible evidence
of professional scepticism, said
regulators and members of TCWG
(those charged with governance).
Thong Foo Vung, Partner, KPMG
Malaysia, advised that there must
be sufficient documentation which
demonstrates how the auditors applied
professional scepticism in auditing
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areas that require management to
exercise greater judgement.

Quality Control
In response to the rising diversity
of business models and markets, the
IAASB is considering incorporating
a Quality Management Approach
(QMA) to help modernise its
standards and make them more fit
for the evolving environment in which
firms operate and perform audits.
But is QMA the answer? Kon Yin
Tong, Managing Partner, Foo Kon
Tan LLP, had reservations. “ISQC
(International Standard on Quality
Control) 1 can be improved, but to
change the approach of ISQC 1 and
ISA 220 Quality Control for an Audit
of Financial Statements to QMA is a
big step for most small practitioners.”
Already,
scalability
and
proportionality are concerns for
practitioners, especially SMPs which
face challenges with QC. ISQCs apply
to all regardless of size and niche, said
Clement Chan, Managing Director,
BDO Hong Kong. “But SMPs who are
not doing audit don’t see the benefits
of ISQC. If you don’t have a meaningful
mass of PIE (public interest entity)
clients, it is difficult to build up the risk
management infrastructure required
by ISQC.”
However, “ISQC 1 is scalable and
it can be proportionately applied,”
responded Julia Tay, Deputy CEO,
ACRA. “In Singapore, ACRA has
applied proportionality in our
expectations when we inspect different
firms of different sizes with different
complexities in client portfolios.”
Much more critical is to push for
strengthened tone at the top, which
the QMA intends. Labelling this
the most important element in QC,
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While ISQC 1 explicitly
requires firms to assess
their competence,
capabilities, and
resources needed to
undertake the audit
before accepting
the client, audit
practitioners should also
assess the competency
of the client in order
to properly allocate
appropriate time and
resources to compensate
for the preparers’
shortcomings.

tone at the top “is really about leadership
taking accountability for audit quality
and promoting a culture of quality when
running the practice,” said Tay.
“The economics of audit are also
culpable for poor audit quality. Firms
struggle to allocate resources due to
fee pressures. While ISQC 1 explicitly
requires firms to assess their competence,
capabilities, and resources needed to
undertake the audit before accepting
the client, audit practitioners should also
assess the competency of the client in
order to properly allocate appropriate
time and resources to compensate for the
preparers’ shortcomings”, she added. “It
doesn’t mean that you don’t accept the
client, but you need to adjust your audit fee
for that gap to ensure economic viability
of the engagement. If you don’t, then you
are always in a vicious cycle whereby your
resources are not compensated for by the
audit fees.”
Other key issues include the
emergence of different business models
such as branch locations, and global shared
services, which require increasing reliance
on the work of other auditors, including
network firms and alternative delivery
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models (ADMs) such as onshoring
and offshoring services. There must
be ways to assess the competence and
QC of these ADMs and network firms.
“It would be challenging to set
quality control requirements for
networks, although quality controls
at the network level might contribute
positively to quality controls at the
member firm and engagement team
level,” said Caroline Lee, Asia Pacific
Head of Quality & Risk Management
for KPMG. Tay said that based on
her regulator y experience and
ACRA’s involvement in IFIAR’s Global
Audit Quality working group, not
all firms in a network demonstrate
equivalent quality. Chan of BDO HK
concurred: “Even within a network,
the applicability of ISQC 1, the audit
standard monitoring and the standard
themselves are quite diversified
between different jurisdictions.”
In the context of a group audit
where component audits are carried
out by other firms, the use of
transparency reports could provide
the lead auditor with visibility on
the system of quality controls at
the component level, suggested
KPMG’s Lee. A transparency report
is when a firm provides information
to stakeholders about the quality of
the firm and its QC systems, thereby
facilitating the auditor selection
process.
As an important component of
an audit firm’s overall audit quality
process, the Engagement Quality
Control Review (EQCR) also came
under scrutiny. Generally, while
participants felt that the current
standard could be enhanced and a
framework drawn up to provide
guidance, a new standard on EQCR
might shift the QC focus to EQCR and
the role of the EQCR partners such
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Prof. Arnold Schilder, Chairman of IAASB

There’s a very
important balance
to be struck between
the role of the
engagement partner
and the EQCR
partner. Sometimes,
that line could be
blurred. I think we
need to be careful
in terms of not
driving behaviour
whereby there is a
lot of reliance by the
engagement team
on EQCR, in a way
‘subcontracting’
their work to
EQCR.

that it detracts from the audit engagement
leaders and their primary responsibility for
audit deficiencies.
In response, Barmaky said, “There’s a
very important balance to be struck between
the role of the engagement partner and the
EQCR partner. Sometimes, that line could be
blurred. I think we need to be careful in terms
of not driving behaviour whereby there is a lot
of reliance by the engagement team on EQCR,
in a way ‘subcontracting’ their work to EQCR.”

Group Audits
How should group audit standards (ISA
600 Special Considerations - Audits of Group
Financial Statements (Including the Work of
Component Auditors) evolve to help group
audit and component audit teams deal with the
complexities arising in practice?
Starting the ball rolling, Hans Koopmans,
Partner, PwC Singapore, shared a real-life
example of practical challenges faced in crossborder audits. Koopmans is the component
auditor in Singapore for the group audit of a
global group with operations in a number of
countries supported by five global finance
shared service centres. “I’m responsible for the
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Therein lies numerous challenges in terms of how you
execute a good, sensible group audit where you as the
engagement partner are taking responsibility for the entire
audit. The responsibility seems quite onerous, so client
acceptance becomes very important.
Shariq Barmaky
Chairman, Auditing and Assurance Standards Committee,
Institute of Singapore Chartered Accountants (ISCA)

Singapore sign-off on the component’s
local statutory accounts, but I have
no accounting records in Singapore.
The Singapore business in itself is a
significant business, but there is no
finance function locally,” he explained.
Koopmans approached the Singaporebased sales executives to get data on
the Singapore operations’ revenues,
but was met with “blank stares”
because the group is not managed by
market but by product line. ”If I wanted
to find out more about the Singapore
revenues of a particular product line I
had to speak to a person who was based
somewhere else. I then had to repeat
this eight times, with eight different
people in different locations for each
of the product lines”. In summary: all
audit evidence was located at the
shared service centres.
Hence, Koopmans urged that
the standard be revised to include
guidance on shared services centres
(SSCs) and how auditors can share
the work done across those SSCs to
mitigate the challenges of group audits
and satisfy regulatory requirements.

“How can we demonstrate that we can
rely on the quality processes and the
controls over work done in network
firms and what do we need to have in
our file, again whether at the group
level or the component level, to be able
to justify that reliance?”
Similarly, Eric Tong, Chairman,
Audit and Assurance Standards
Committee, Hong Kong Institute
of Certified Public Accountants
(HKICPA) recommended providing
more guidance in this complex
area so that auditors can structure
their audits to accurately reflect the
nature, economics and structures
of global business today. Auditors
usually structure group audits with
group auditors doing the overall audit
and components supporting them.
However, this might not converge with
how clients structure their business
lines and legal entities in order to
capture economies of scale and cost
savings.
Client acceptance was another
major challenge for group audits with
associates and non-control issues.
“Therein lies numerous challenges in
terms of how you execute a good,
sensible group audit where you as
the engagement partner are taking

responsibility for the entire audit,” said
Barmaky. “The responsibility seems
quite onerous, so client acceptance
becomes very important. Should you
really be taking on an engagement
where 40% – 50% of the earnings are
coming from associates where you may
not be able review the working papers,
get access to management, or have
to audit entities in a poorly-regulated
regime?”
In response, Lee Tuck Heng,
Chairman, Auditing and Assurance
Standards Board, MIA, cautioned against
overly prescriptive client viability and
acceptance criteria creating a situation
where auditors might decline a group
audit where associates predominate.
“We must avoid such situations because
clearly we are not going to act in the
public interest if we create self-imposed
rules like this.”
Dato’ Lock Peng Kuan, Vice-Chair,
ACCA Global Forum for Audit and
Assurance, suggested that greater
transparency in the use of other
auditors’ work may be helpful to address
the conundrum flagged up. “I am not
supporting full disclosure of all the
things that has been done by component
auditors… (but) having some disclosure
about the work of the other components
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in certain jurisdictions may help the
understanding of how the whole group’s
audit is being conducted.”
There is currently nothing in the
standard about the responsibilities or
the work effort of the component auditor
in a group audit. Hence, the IAASB was
requested to provide more guidance
and requirements on component
auditors’ roles, responsibilities and
obligations. Component auditors should
also be required to be responsive in
terms of communications, requests
for information, and in providing the
documents required, which are usually
frustrating issues for group auditors.
“There is a significant disparity
between how the group and component
auditor relationship works and the
documentation that flows, whether in a
network or non-network situation,” said
Brendan Murtagh, IAASB Member and
Past President of ACCA. He agreed that
the IAASB has to look at “improving
the consistency and completeness of
the information flows in a bidirectional
basis” and to “empower the component
auditor more in this dynamic” to
meet group auditor expectations for
information.
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There is a significant
disparity between how
the group and component
auditor relationship works
and the documentation that
flows, whether in a network
or non-network situation.
Brendan Murtagh
IAASB Member and Past President
of ACCA

However, there is no need for a
separate standard governing component
auditors, opined the participants.
It is sufficient to incorporate new
requirements in ISA 600 to give a fuller
picture of the roles of the component
and group auditors.
It was also noted that certain
regulators in individual jurisdictions
had compiled their own practice guides
on group audits and component audits.
However, this broaches the question

whether such national practices would
comply with ISAs.

Conclusion
While the respondents reiterated
that auditing standards are not broken,
there was a clarion call for more
examples and guidance to provide
clarity on application. Nonetheless,
IAASB needs to strike a delicate
balance between prescription and
principles. Participants feared that
overly prescriptive guidance will shift
the focus to compliance and checking
boxes, which goes against the grain
of the ISA’s principles-based approach.
It is equally critical to recognise
that audit value is an issue which
cascades beyond the profession
to encompass the entire financial
reporting ecosystem. “It’s not only the
role of the auditors or audit issues
solely, but we should actually capture
the regulators, directors, the finance
function, external audit, internal audit
and the whole governance structure.
Each plays important roles,” concluded
Dr. Nurmazilah Dato’ Mahzan, Deputy
CEO, MIA.
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Day 2

IAASB
Outreach

Are auditors delivering
the goods?

In the eyes of the public and stakeholders,
the answer would be, “not really.”
Reflecting on the feedback collected
from some members of the audience on
the second day of the IAASB outreach
programme in Kuala Lumpur, Chiew Chun
Wee, Head of Policy for Asia Pacific, ACCA,
remarked, “Generally, stakeholders do not
seem to have a very positive experience
with auditors. Perhaps auditors need to do
much better in demonstrating the value
they bring.”
This negative perception must be put
to rest if the profession ever wants the
public to understand and accept that audit
is valuable. What are some of the grouses
against auditors?
One is their perceived preoccupation
with adherence to standards rather
than problem-solving. “Sometimes,
Audit Committees and Boards get
the impression that auditors are more
concerned with meeting the financial
reporting standards rather than resolving
issues,” commented Dato’ Danapalan T.V.
Vinggrasalam, Senior Independent NonExecutive Director of Telekom Malaysia
Berhad.
He added that the public perception
of the profession at the moment is not
very favourable. “We see reports in papers
where a big firm pulls out of an audit, and
then another firm comes in but pulls out
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Left to right: Lee Kha Loon, Prof. Mak Yuen Teen, Chiew Chun Wee,
Dato’ Danapalan T.V. Vinggrasalam and Dr. Ng Boon Beng

Generally,
stakeholders do
not seem to have
a very positive
experience with
auditors. Perhaps
auditors need to
do much better in
demonstrating the
value they bring.

too, and another firm then comes in to do the audit.
The perception is that as long as you pay the right
amount, you can get the work done. Also, if a firm pulls
out from an audit midway, and they don’t explain why
they are pulling out, the public is left to speculate.” As a
Non-Executive Director, he also would like to see how
contentious issues were discussed and resolved with
management as part of the audit, in order to “assess the
professional scepticism that was applied” in arriving at
the final position.
Meanwhile, Professor Mak Yuen Teen, Associate
Professor of Accounting, National University
of Singapore expressed concern that auditor
independence might be compromised because nonaudit services at many firms, especially the larger
ones, are increasing much faster in comparison with
audit services. While auditors provide assurance to
shareholders, the non-audit services are targeted at
management. “Therein lies the problem, that after a
while you lose sight of your duty to the members of the
company and investors who are the key stakeholders.”
Lee Kha Loon, Board Member of CFA Institute,
proposed that auditors first assess the risks of the
companies in taking an audit approach at companies.
Taking an investors’ lens can help flag problem areas
and conduct more efficient and effective audits.
For example, analyse trends of key items in balance
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sheet, P&L and the free cash flow from
operations to get an idea as to the
financial health of the company. Look
for any significant changes which are
red flags, for example, a sudden big
change in sales, debtors or cash, and look
out for legal suits, and the accounting
treatment for goodwill and intangibles.
By analysing their trends over two to five
years, you will better focus your audit
and some assurance in terms of your risk
analysis and risk-based auditing.”
Dato’ Mohammad Faiz Azmi, MIA
President, advised that auditors should
collaborate further with regulators and
TCWG in order to convey the value of
audit to the public. “Unlike many other
professions, we can’t trumpet how many
errors we find in a client’s books to justify
our contributions.” He advocated that
regulators such as the national audit
oversight boards emulate Singaporean
regulators approach in helping to
articulate audit effectiveness and value.
Singaporean regulators did a
survey of auditors to establish, for listed
companies, the number of material
audit adjustments in recent audits in

Singapore. The results were surprising
as there were quite a number of audit
adjustments discovered by auditors,
meaning that the published accounts
would have been materially wrong if
the auditor hadn’t picked up on the
errors. Dato’ Faiz commented “Let’s
run the same exercise in Malaysia
because only then can we objectively
show the value of audit and that, had
it not been for our intervention, the
financial statements would have been
materially wrong.”
He also suggested that auditors
might be over relying too much on
the influence and authority vested
in the Audit Committee. “Most
Audit Committees are chaired by
independents, not executive directors.
Although we rely on the Audit
Committee to communicate our
concerns, they may not necessarily
have the authority to take some issues
forward.” For example, he explained
that as an auditor for Islamic banks,
he sometimes insists on meeting the
Shariah (Islamic law) scholars directly
because the Audit Committee may

not have authority over Shariah issues
affecting the financial statements.
To circumvent some of these
constraints, Dato’ Faiz said that, “More
and more, auditors are actually asking
to see the main board rather than
the Audit Committee on certain key
issues.”
“Finally, auditors must explain what
they do in laymen’s terms if people
are to understand the value of audit,”
concluded Lee Tuck Heng, Chairman,
Auditing and Assurance Standards
Board, MIA, responding to a panellist’s
earlier comment that ‘Board members
and Audit Committee members don’t
see these standards and don’t engage
the auditors on these issues.’“This
clearly indicates that there needs to be
better communication in terms of ISAs
and what auditors do.”
Going back to basics, Lee noted that
it was “pointless” to discuss enhancing
quality without mentioning ethics,
which serve as a moral compass in
auditing. “As accounting and auditing
standards become more complex,
there’s more training on technical skill
sets but insufficient teaching on ethics.
We need to bake ethics into the whole
education system from our schools to
universities to professional training.”
Dr. Ng Boon Beng, Finance Director,
Oracle ASEAN Deal Management,
articulated the qualities desired of
auditors. “People who are fearless, have
technical expertise, the skills to be able
to critique and challenge without fear
of being fired from the job or losing
the audit assignment. In the end, there
is only one key quality, which is the
desire to uphold moral standards and
moral values.” n
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Guidance
for MPERS
MIA launcheD its book on “ILLUSTRATIVE
MALAYSIAN PRIVATE ENTITIES REPORTING
STANDARD (MPERS) FINANCIAL STATEMENTS,
WITH COMMENTARIES” to assist SMEs and SMPs
adopt and comply with this new framework.

Left to right:
Sudirman Masduki,
Mohamad Azmi Ali,
Datuk Dr. Hafsah
Hashim, Datuk Zaiton
Mohd Hassan and
Ho Foong Moi
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The Malaysian Private Entities Reporting
Standard has been adopted in Malaysia with effect
from 1 January 2016, marking a tremendous step
forward for the quality of financial reporting.
MPERS is an adaptation of the International
Financial Reporting Standards (IFRS) for
Small and Medium-sized entities issued by
the International Accounting Standards Board
(IASB) in 2009. MPERS seeks to bring the
financial reporting of private entities in line with
current global financial reporting standards. Its
goal is to bring about comprehensive and credible
disclosures and to help achieve comparability
among businesses in order to facilitate investor
and business decision-making.
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While larger organisations have access
to the necessary resources and expertise
to comply with MPERS, smaller entities
could face some challenges. Recognising
this, MIA has published its “ILLUSTRATIVE
MPERS FINANCIAL STATEMENTS, WITH
COMMENTARIES”, a comprehensive guide
to assist its members in their transition to
the new standard.
The book was written and reviewed by
leading technical experts and MIA members:
distinguished authority on accounting and
author Professor Tan Liong Tong authored
the book whereas Ng Kean Kok, a member
of the Financial Reporting Standards
Implementation Committee (FRSIC) of
MIA, and a member of ACCA Malaysia’s
Technical Committee and ACCA Global
Forum - Corporate Reporting, provided its
critical review.
MIA President Dato’ Mohammad Faiz
Azmi said, “These entities have to now make
a choice of either migrating to the full-blown
Malaysian Financial Reporting Standards
(MFRS) or the MPERS framework, which

Guidance for MPERS

is tailor-made for them.” His speech was
read by MIA Deputy President Datuk
Zaiton Mohd Hassan at the recent launch
of the book.
He stressed that the MPERS
accounting requirements and treatments
were substantially different from those
in the previous PERS framework used
by private entities in some areas. “As the
requirements for first-time adoption of
MPERS are retrospective, it is important
for private entities to prepare in advance
if they choose to migrate to the MPERS
framework.”
MPERS compliance offers great
potential benefits to SMEs and SMPs.
As the MPERS framework requires
comprehensive disclosures, the adoption
of this standard would enhance private
entities’ transparency as well as increase
investors’ and bankers’ confidence. This
will enable them to compete in regional
and global markets and attract foreign
investors, as they are able to make
informed decisions based on financial
reports aligned to global standards, said
Dato’ Faiz.
Meanwhile, Datuk Zaiton noted
that SMEs usually focus on issues
such as cash flow and operations
instead of financial reporting, which
puts them at a disadvantage when it
comes to gaining access to finance and

Datuk Zaiton Mohd Hassan,
MIA Deputy President

Datuk Dr. Hafsah Hashim,
CEO, SME Corp Malaysia

markets. Adopting MPERS will enable
them to place importance on financial
reporting and disclosure as a means to
differentiate themselves in regional and
global markets. She stressed MIA will
continue to be innovative in its regulatory
and developmental roles to assist the
core SME and SMP sectors in achieving
sustainable growth.
YB Dato’ Sri Mustapa Mohamed,
Minister of International Trade and
Industry in his officiating address read by
Datuk Dr. Hafsah Hashim, CEO, SME Corp
Malaysia, commended MIA for supporting
Malaysian businesses through this
initiative. “Given today’s complex business
environment and the constant need for
businesses to increase productivity, the
timing is apt for an endeavour such as this
as it provides a platform for SMEs and
SMPs to acquire vital tools to help them
better manage their companies in line with
global best practices.”
“The majority of SMEs and SMPs,
about 90.5%, are micro enterprises.
They are limited in their resources and
would need help,” concurred Datuk Dr.
Hafsah. Commending on the book’s
reader-friendly illustrative approach, she
added that the book enables readers to
better understand MPERS and it will
serve as a useful toolkit for these micro
enterprises. n
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n By the MIA Small and Medium Practices (SMP) Department

SALIHIN

How to SCORE in
the ENTERPRISE
50 Awards

Starting in May 2016, Accountants
Today kicks off a series of interviews
showcasing some remarkable SMPs and
their resilience and boldness in realising
their goals. Size is no barrier to success.
Through these success stories, we hope
other practitioners will be inspired
to dream and grow big. This issue:
SALIHIN.

SALIHIN is a homegrown professional services brand that is making
waves in Malaysia as an innovative and award-winning SMP, one which
has differentiated itself by tapping into government initiatives and
actively setting out to win national business awards.
First established in February 2002 with one partner and one staff
in Kuala Lumpur, SALIHIN today boasts four branches nationwide
and a staff strength of over 120. It offers an integrated and yet wide
spectrum of professional services in the areas of auditing and assurance,
taxation (direct and indirect), business advisory and corporate finance.
To augment its resources, it depends on strong networks: SALIHIN is a
member of i2an, a global network of accountants based in Paris.
Key to its success is that SALIHIN is helmed by a gung-ho and awardwinning entrepreneur with a defined vision of what he wants to achieve.
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Salihin Abang, the Founder and Managing
Partner of SALIHIN, won the Enterprise 50
(E50) Award in 2010 against tough odds, and he
capped this by winning the Young Entrepreneur
Award from the Malaysian Trade & Industry
Organisation in the same year. In 2013, he won
the Sarawak Young Entrepreneur Award 2013.
Modest in stature but big on ideas and
intellect, Salihin shared his insights into
SALIHIN’s strategy and growth, and how SMPs
can use the E50 competitive awards process
and its mandatory SME Competitiveness
Rating for Enhancement (SCORE) assessment
to improve their business and
carve out their own individual
market niche in a challenging
environment. Excerpts:

What motivated you to participate in
the E50 Award?
The decision to participate in the E50 Award
was congruent with our vision to becoming
the preferred national accountancy firm of
Malaysia. Participation is one of our strategic
moves aimed at taking SALIIHIN to the next
desired level.
Through the E50, we got to know where we
stood and the areas we needed to improve to
upgrade our level. The E50 Award also offers
us the opportunity to meet the requirements
of various government grant
applications. On top of that, it
serves as a brand-building and
marketing strategy for our firm.

The main
challenge
was how to
demonstrate
that the
firm has met
the required
criteria. For
firms in the
professional
service
sector, it is
a very big
challenge.

How did you get to know
about the Enterprise 50
(E50) Award?
The E50 Award is a
prestigious awards programme
under the SME Corp that
recognises the achievements of
Malaysia’s enterprising SMEs.
Fifty winners are selected every
year based on their financial
capabilities, operations and
management skills. It aims to
identify the companies that
can be taken to the next level
competitively for efficient
utilisation of government grants.
We got to know about the award in the course of
our website research during our yearly strategic
discussion on how to realise our vision.
In order to be eligible for the E50
Award, firms must pass the assessment
under the SME Competitiveness Rating for
Enhancement (SCORE) programme. It is a
diagnostic tool employed to rate and enhance
the competitiveness of SMEs based on their
performance and capabilities. The initial target
group was companies in the manufacturing
sector. In 2007, it was extended to other sectors
including the professional services sector.

What challenges did you
face during the SCORE
assessment?
The main challenge was how
to demonstrate that the firm has
met the required criteria. For
firms in the professional service
sector, it is a very big challenge.
This is because the SCORE
programme was originally
introduced for companies in
the manufacturing sector to
measure the effectiveness of
government grants given to
those companies to improve
their business performance and

capability.
It was later extended to other sectors,
but there has been no significant change
in the assessment criteria. This means that
professional service firms are still assessed as if
they are manufacturing firms.
To overcome this challenge requires
strong communications skills and the power
of persuasion during the SCORE interview.
Professional services firms have to persuade
the assessors to understand the nature and
context of our business, and provide proper
documentation to support the evaluation
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criteria. How we communicated the
documented justifications was also
crucial in overcoming the challenge.
How has the SCORE programme
helped you and your company?
The SCORE is helpful in many
aspects.
Firstly, it revealed our competitive
strength and capabilities. It was more or
less a SWOT (strengths, weaknesses,
opportunities, threats) analysis of our
firm in terms of business performance,
financial
capability,
innovation,
management capability, professional
capability and project management. We
were able to improve where we fell
short and further took our identified
strengths to another level. This
improved our baseline performance and
competitiveness.
The second point is that SCORE has
helped us in branding, marketing and
business matching. The rating cultivates
trust in our competency to deliver
quality services. In some cases, we
secure projects based on the perceived
credibility of the SCORE programme.
In effect, it has assisted us in getting
viable clients.
How has winning the E50 Award
helped you in your business?
The main benefit is that it has
helped us in branding and marketing. It
has enhanced our image and expanded
our ability to reach many potential
clients. The use of the E50 logo on our
marketing collaterals has enhanced our
brand image, our entrepreneurial ability,
and professional competence.
As a winner, we receive priority
for exhibition spaces under the SME
Corp’s annual showcase event. This has
enabled us to reach and close business
deals with potential clients.
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A pioneer in award-winning national services firms - Salihin Abang with his E50
trophy and award certificate.

The main
benefit is that
it has helped
us in branding
and marketing.
It has enhanced
our image and
expanded our
ability to reach
many potential
clients. The
use of the E50
logo on our
marketing
collaterals has
enhanced our
brand image, our
entrepreneurial
ability, and
professional
competence.

More importantly, it helps us to
intensify our innovative efforts, reinvent
our business processes via technology
adoption, raise the bar for superior human
capital, and position ourselves to outmatch
competitors in certain key areas such as
quality service, networking, branding,
employee retention, outreach and use of
technology.
How much time and energy did
you invest in order to win the E50
award?
The journey started from the day
SALIHIN was established on 21 January
2002. From the onset, all efforts and
commitments have been directed towards
marshalling and applying entrepreneurial
acumen to establish SALIHIN as the
preferred national accountancy firm. This
unrelenting effort merited us the E50 Award
within eight years of our establishment.
Taking into consideration the efforts
required and the benefits received, would
you advise other SMPs to apply for the E50?
Certainly, I would encourage other
SMPs to apply for the E50 Award. It will
help in branding, marketing and access to

When you have to be right
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finance and markets.
One problem many SMPs face is the
lack of branding mindset in strategy setting
and implementation. However, in these
challenging times, participating in these
kinds of awards is necessary, and it must
be one of the SMP’s core strategies. These
awards will enhance the image of SMPs
and they will then be exposed to various
potential clients for both traditional and nontraditional services.
Yet another of our greatest challenges
as SMPs is the lack of access to finance
for expansion and innovation. Winning the
E50 Award will assist SMPs in applying for
various grants or funding facilities such as the
greenlane and promotional grants. However,
I must add that there is no guarantee of
government financial assistance since the
government’s main focus is on companies
with tangible innovations or products.
What advice/tips would you like
to give to those who want to
participate in the E50 Award?
While I encourage SMPs to go for it,

building an innovative and enterprising
firm does not come on a silver platter.
It requires commitment, dedication and
entrepreneurial spirit as well as a clear
long-term strategic plan.
Bear in mind that the selection
process is stringent, covering financial
capabilities, operations and management
skills. While consultancy services firms
can demonstrate how they meet the
required standard criteria, the challenge
is that these are invisible to assessors. For
instance, there is no tangible innovation in
terms of professional services, although
significant innovation efforts could be
directed towards the innovation and/or
the usage of information technology in the
service delivery process while ensuring
superior human capital.
I would suggest that MIA’s SMP
Department get involved in the evaluation
process. If the SMP Department is indeed
the promoter of SMPs’ interests, then the
SMP Department must be the partner
to SMP Corp in evaluating the SMPs, in
ensuring a level playing field.

What’s next post-E50?
It has been our long-term strategic plan to become THE PREFERRED NATIONAL
ACCOUNTANCY FIRM IN MALAYSIA and beyond. Along this line, our plan is to achieve
HIGH INCOME HIGH VALUE FIRM status by 2020.
To this end, we plan to move from offering typical accounting and auditing services
to high-value services. As part of our plan, SALIHIN is currently pursuing the Quality
Management System (ISO 9001:2015) certification as a mark of quality,
excellence and distinction just like big brand names and other leading
Malaysian brands.
Finally, we are expanding our local market reach by
establishing more branches nationwide. On the international
front, we plan to leverage on our membership with i2an,
a reputable international accounting and audit
network, to serve clients across Europe,
America and Asia. We also plan to fully
adopt technology in every aspect of our
businesses. n
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The Enterprise 50
Award for year 2016
was launched on 5 April
2016 and the deadline
for submission closed on
5 June 2016. SMPs with
annual revenues not
exceeding RM20 million
or full-time employees
not exceeding 75 workers
were encouraged to
participate. Winners will
be announced on 18
November 2016.
For more information,
kindly contact the E50
Secretariat at e50@
smecorp.gov.my or call
03-2775 6069 / 6352.
For more information on
the SCORE Programme,
please visit the SME Corp
website at www.smecorp.
gov.my/index.php/en/
programmes/2015-1221-09-32-23/score .
To share your thoughts
on this interview, please
email us at smp@mia.
org.my
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n By CIMA

Joining
the dots
Decision-making for a new era

Every day, senior business leaders
across the world make decisions that
shape the future successes - or failures of their organisations.
For today’s executives, charting
the most effective future strategy and
seizing the right opportunities for the
organisation can feel akin to deciding
where to build on shifting sands. The
conditions in which businesses are
operating are volatile and uncertain.
‘Business as usual’ no longer exists
and the rules of the game are being
transformed.
That is why the research presented
in the report Joining the dots:
Decision-making for a new era is so
important. The research investigates the
effectiveness of C-level decision-making
practices in large organisations across
the globe. It revealed that not only
do executives admit to poor decision
making, more than three quarters
(80%) say flawed information has been
used to make strategic decisions, with
42% admitting their organisation lost
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a competitive advantage
because they were slow to
make decisions.
The top causes of poor
decision-making identified
in the report are
Information overload 36% say
their organisation is not coping with
information overload, and 32% say big
data has actually made things worse,
while 37% say it has helped. For those
that can gain greater mastery of big data,
there is a significant opportunity to gain
a competitive advantage. Among high
performing organisations, 86% are already
assessing the management information
they need by focusing on the key value
drivers of the business model.
Bureaucracy nearly a third, 29%,
say the single biggest barrier to more
effective decision-making is coordination
problems caused by organisational silos
and bureaucracy.

Trust and collaboration
43% say their level of trust in fellow
executives needed improvement and
57% said more active collaboration
was required to improve decisionmaking.
Incentive structures 61%
of bosses admit their organisation’s
incentive structures aren’t
encouraging the right sort of
decisions for short, medium and
long-term value.
The report also included
in-depth interviews with C-suite
executives from companies such
as Diageo, Rothschild and EY
to uncover the most effective
decision makers, and the traits that

Joining the dots

characterised them, and propose
solutions to the decision-making
challenges facing organisations
globally.
Organisations that reported
they were well equipped to
make the decisions necessar y
to performance and bottom line
results, were found to follow
integrated thinking principles
similar to those outlined in the
Global Management Accounting
Principles. The Principles were
designed to create a principlesbased framework to help the public
and private sectors join the dots,
make better decisions and be
able to respond effectively to the
risks and opportunities they are
presented with.

The report also outlined best practices guidelines for companies
seeking to improve their decision-making. These include:
•

•

•
•

•

Build greater trust between leaders
and employees to improve sharing of
information
Balance financial and non-financial
information to capture a broader
understanding of key value drivers
Share relevant and insightful data so
leaders can extract meaning
Drive greater collaboration between
business units to ensure the right
people are involved in the business
decisions
Establish incentive structures to

•

•

•

encourage decision-making that will
create value for the short, medium and
long-term
Place greater emphasis on
engagement with external
stakeholders to ensure sustainability of
organisational strategy
Share outcomes of previous decisions
to allow adjustment of review
processes and metrics
Create greater transparency to align
employees with the organisation’s
wider strategy

A copy of the report is available at www.cgma.org/joiningthedots

engagement

n By Subashini Selvaratnam

Bowling for Synergy
Networking and good sportsmanship took precedence at
the MIA Bowling Tournament 2015, which aimed to build
camaraderie and better relationships with MIA’s stakeholders
to support the mutual overarching goal of developing the
profession.
The Malaysian Institute of Accountants
(MIA) Bowling Tournament (BT) 2015
scored a perfect ten at the Sunway
Mega Lanes, Sunway Pyramid on 14
November 2015. Overall, 30 teams

comprising four players each competed
in the tournament, bringing the total
number of participants to 120. The
tournament was open to all MIA
members as well as staff and partners

RANK

Team Name

Players

PRIZES

Champions

KPMG

• Mohd Syahnizam Abdullah • Bettina Tan Xiu Ping

Group Trophy

• Chris Loo Siew Hoong • Shahril Royza Razali

Individual Trophy
Cash RM2,000

1st RunnerUp

EY

• Elias Mohamad • Rofaiszlina Jaafar

Individual Trophy

• Nimalan R. Vikneswaran • Nurhidayah Adam

2nd
Runner-Up

Cash RM1,200

White Cardinal

• Hasliah Ibrahim • Kwa Keng Lim

Individual Trophy

(PwC)

• Ahmad Muzani Izham • Raymond Hoh See Lee

Cash RM400

Best Player
Male

White Cardinal

• Ahmad Muzani Izham

Trophy

Best Player
Female

EY
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(PwC)

Cash RM150
• Nurhidayah Adam
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Trophy
Cash RM150

of audit and non-audit firms.
Participants and supporters were
welcomed by the MIA Chief Executive
Officer, Ms. Ho Foong Moi. The KPMG
team represented by Mohd Syahnizam
Abdullah, Bettina Tan Xiu Ping, Chris
Loo Siew Hoong and Shahril Royza
Razali emerged as team champions.
Below are the full list of winners:
At the end of the tournament, a
lucky draw session was held with the
MIA Deputy Chief Executive Officer, Dr.
Nurmazilah Dato’ Mahzan presenting
the prizes.
MIA expresses its deepest gratitude
to its sponsors for supporting MIA BT
2015: Accurate Task Sdn Bhd, Atarek
Kamil, CAS Associates, CIMB, CPA
Australia, Crown Record Management,
Elid Sales & Marketing, Ergonomic
Marketing Sdn Bhd, Ernst & Young
Sport Club, INTAN Broker Sdn Bhd, K
Tron Sdn Bhd, Khairuddin Hasyudeen
& Razi, Marsh Insurance Brokers Sdn
Bhd, McMillan Woods, M-One Eminent
Sdn Bhd, Parker Randall, PCCO PLT,
PricewaterhouseCoopers, Ricoh (M)
Sdn Bhd, Saint Andrews Distillery, STG
Cleaning Services Sdn Bhd, Sunway
TES, Thumbprints Utd Sdn Bhd,
Tradespan Sdn Bhd and YYC. n
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n By Subashini Selvaratnam

Accountancy

A Top Career Choice
Attesting to its diversity and tremendous
prospects for success, accountancy continues
to be a top career choice for students from all
backgrounds. The annual Accountancy Quiz
organised by MIA with Sunway TES and ACCA aims to
promote interest in accountancy among youth, in
efforts to produce more high-calibre talent.

With talent development as a top
priority, the Malaysian Institute of
Accountants (MIA) is committed to
promoting accountancy as a career
of choice amongst students. One
of its flagship events to drum up
interest in accountancy pathways is
the yearly Accountancy Quiz (AQ),
which has been organised by MIA
since 2013 together with Sunway TES,
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supported by ACCA (the Association
of Chartered Certified Accountants)
and the Ministry of Education (MoE).

Drawn to
Accountancy
Interestingly, AQ trends show
that more and more Science stream
students are interested in subjects

relating to finance and accounting.
Looking at the results of the AQ for
the past three years, the top winners
were Science stream students, who
took accounting as an elective subject
in their secondary schools.
Sunway
College
Executive
Director Teo Ee Sing said that in
general, Science stream students
who did not intend to pursue further

Accountancy – A Top Career Choice

science-related studies would often
consider the accounting pathway.
Frequently, they developed an interest
in accounting subsequent to taking the
subject as an elective in their respective
schools. “There are also other push
factors that attract Science stream
students to take up accountancy courses
such as affordable tuition fees and shorter
study duration. Obtaining a professional
accounting qualification advances global
employability,” he added.
This does not mean that the students
from the Arts/Commerce streams are
shying away from pursuing professional
accounting programmes. The enrolment
of Arts/Commerce stream students is
still very encouraging, he noted, despite
there being a plethora of other majors
to choose from in the fields of arts,
business and social sciences.
Regardless of prior training and
streaming, students with the right attitude
and aptitude can always learn to become
high-calibre professionals in whatever
field they choose to major in. “Instead
of determining fit to pursue accountancy
courses, we prefer if efforts are focused
on enhancing the public’s knowledge on
what are the careers in accountancy and
the many prospects it can offer,” said
David Chin, head of ACCA Malaysia.
“The field of accountancy is broad and
it affords students the opportunity to
venture into any business-related role
across industries.”
He added that ACCA has welcomed
people with various backgrounds
including those from engineering, law,
marketing and many more, who have
interests to become ACCA-qualified. As
long as they show ambition for a career
in accounting and finance, ACCA is here
to guide them through the qualification
to become a chartered certified
accountant, he said. “One of ACCA’s
values is opening up opportunities to

There are also
other push factors
that attract Science
stream students to
take up accountancy
courses such as
affordable tuition
fees and shorter study
duration. Obtaining
a professional
accounting
qualification advances
global employability.
Teo Ee Sing
Sunway College
Executive Director

people who want to secure a career
in finance. ACCA offers businessrelevant, first-choice qualifications
to people of application, ability and
ambition around the world.”

Same level playing
field
Whether the students are from the
Science or Arts/Commerce streams,
all of them start at the same entry
level which eases their introduction
to the accounting pathway. ACCA
does not require students to have
any prior accounting knowledge at
the entry level. In these instances,
students will begin their learning with
the foundation in accounting named
Certified Accounting Technician
(CAT) Qualification.
According to Teo, science students
who have acquired the relevant
learning skills such as analytical
and problem-solving skills through
Science-related subjects (biology,
chemistry and physics) are usually able
to manage the programme effortlessly.

Individual winners of the MIA-Sunway TES Accounting Quiz 2015
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Accountancy – A Top Career Choice

Team Challenge Winners of the MIA-Sunway TES Accounting Quiz 2015

Arts/Commerce stream students on
the other hand have been prepared
for business/accounting concepts
through subjects like Commerce.
Sunway TES constantly tracks
and monitors the students’ progress
through learning assessment. “By
doing this, we are able to detect issues
at an early stage. We also provide
learning support and counsel students
to motivate and encourage consistent
effort from students to manage their
studies,” he said. As a result, the
overall drop out rate is low as the
programme allows flexibility on the
number of subjects in which the
students want to enrol.

Bridging the
Expectations Gap
Importantly, current thinking in
accountancy education aims to develop
critical thinking and interpersonal
skills, which MIA has identified as
key competencies lacking in today’s
graduates.
Chin said that there is no denying
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...the AQ competition
aims to inspire critical
thinking and EQ at
grassroots level by
targeting youth, on
top of motivating
and generating
interest amongst
students in the field of
accountancy.

that technical knowledge is crucial
in accounting, but this needs to
be complemented with strong
interpersonal skills and an ability to
analyse so as to be effective business
advisers. The Ministry of Education
has acknowledged this lack and
incorporated plans to improve this in
its latest educational blueprint, which
is a good start.

Likewise, the AQ competition aims
to inspire critical thinking and EQ at
grassroots level by targeting youth,
on top of motivating and generating
interest amongst students in the field
of accountancy. The AQ is open to
all Form 4 and Form 5 students, and
contestants are quizzed in several
subjects
including
accounting,
business and economics in a fun and
interactive way.
In the AQ 2015, SMK USJ 13,
Subang, Selangor emerged as the
Champion under the Team Category
while SMJK Sin Min, Sungai Petani,
Kedah was the first runner-up and
SMK ST Elizabeth, Sibu, Sarawak was
the second runner-up.
Meanwhile, Angela Yew Yee
Jin from SMK ST Elizabeth, Sibu,
Sarawak came out tops in the AQ 2015
individual category. Ong Kwan Yen
from SMJK Sin Min, Sungai Petani,
Kedah was the first runner-up and
Ivan Chew Cheng Yi from SMK USJ
13, Subang, Selangor was the second
runner-up. The AQ 2016 will be held
in August this year. n
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n By Preetha Nadarajah

Auditing
in the Big
Data Era
How can Big Data improve audit
and business performance? And
what are the challenges that hinder
the smooth implementation and
optimisation of analytics in auditing?
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Big data will come in handy in lots of areas.
Logically, big data could enhance auditing as
well, which was the consensus at the MIA
Big Data Analytics Conference 2015.
Data analytics can be integrated into
each phase of the audit: from scoping and
determination of audit strategy, execution
of the audit, right through to the conclusion
of the audit to deliver enhanced risk focus
and increased testing coverage to produce
higher quality audit evidence.
“In a traditional audit, ‘What could go
wrong?’ is a question asked during the
risk assessment stage to determine the
audit strategy of an entity to identify risk
areas. However, with data analytics-driven
audit, the typical question that is asked
during risk assessment is ‘What has gone

Auditing in the Big Data Era

Analytics Dilemmas
The dilemmas of using data analytics in audits are the
impact on the new mixed teams of people with varying
depth of knowledge on analytics and audit, i.e. people
who speak different ‘languages’, who now need to work
together seamlessly to orchestrate the end-to-end
audit process as well as the anticipated impact on audit
standards.
With the use of analytics for audit, an analytics delivery
team needs to be put in place to be supported by
analytics delivery centres. The former will need to support
and coach the audit teams with incorporating analytics
in audits, in developing an analytics plan for the audit
and in coordinating the data capture work with the client
to establish a repeatable process. The latter will need

wrong?’” said Hoh Yoon Hoong, Partner
for the Assurance & Advisory Business
Services (AABS) at Ernst & Young and
the Country Leader for Data Analytics
Implementation, Ernst & Young Malaysia.
Where traditional audit utilises
data sampling of structured data and is
done likely towards the year end, the
paradigm shift with data-driven audits is
that the analysis could be run with larger
populations of raw data throughout the
year, resulting in better insights, assuming
good quality of data. With data analytics,
service providers could provide tools
to support the audit process such that
exceptions can be identified promptly and
on a timely basis, rather than waiting
for audit to effectively identify areas of
concern.
“To better understand the business,
data analytics also supports the
merging of external data to drive the
benchmarking process. For example,
the price trend analysis of a given raw
material could be compared against
the purchaser’s cost to determine how

to perform data validation, reconciliation, and account
mapping to produce audit-ready analytics.
“The other dilemma is that the auditing profession is
governed by standards that were conceived some years
ago and that did not contemplate the ability to leverage
big data. The standards today don’t cover the use of big
data analytics to provide “substantive evidence” to uncover
variations from expected trends. Neither do the standards
indicate what type of evidence analytics provides in
defining audit evidence. The standards also do not define
the level of precision required of analytics in detecting a
material misstatement” explained Hoh.
Regardless of these challenges, it is clear that data
analytics look set to play a major role in shaping the future
of auditing. Practitioners that choose to sideline big data
will risk missing out on unfolding opportunities driven by
analytics.

To better understand
the business, data
analytics also supports
the merging of
external data to drive
the benchmarking
process. For example,
the price trend
analysis of a given
raw material could
be compared against
the purchaser’s cost
to determine how
efficiently the raw
material procurement
is done.

efficiently the raw material procurement
is done” explained Hoh.
Data analytics supports professional
scepticism as it gives opportunities for
more fraud detection techniques and
drilling down to specific transactions.
Testing of controls in place could be done
quicker with data analytics. For example,
transactions that are manually posted,
rather than system generated, can be
easily identified and flagged up if this is
done by someone who is not necessarily
authorised to perform such a transaction,
potentially highlighting breakdown of
access controls.
Data
analytics
also
support
substantive procedures that examine
the reasonableness of relationships in
financial statement items to uncover
variations from expected trends. For
instance, there should be a correlation
between cash receipts and reduced
receivables. If this is not the case, then
the analytics could trigger a check for
manual adjustments and raise a red flag
for further scrutiny. n
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Left to right: Philip Satish Rao, Tun Dato’ Seri Zaki Tun Azmi, Datuk Azlan Abdul
Karim, Dato’ Mohammad Faiz Azmi and Wee Hock Kee

SETTING
THE TONE
As key members of Those Charged With Governance (TCWG),
how can Board Audit Committees discharge their oversight
properly and set the right tone for good governance?
Drilling down, how should Board Audit Committees manage
the disclosure and resolution of Key Audit Matters (KAMs) to
comply with new regulations governing the New Auditor’s
Report?

“The Audit Committee is probably any firm’s most
critical body but it faces the most challenges,” said
MIA President Dato’ Mohammad Faiz Azmi, pulling
no punches in his welcome address at the recent
Audit Committee Conference 2016.
Since 1994, it has been mandatory for all listed
companies to have Audit Committees. Perhaps one of
the most pivotal duties of the Audit Committee is to
set the right tone from the top to foster good corporate
governance, enforce professional behaviour, shape
core values and ultimately instil market confidence,
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Conference delegates

remarked Ken Pushpanathan, Chairman,
Audit Committee, Bursa Malaysia. Apart
from possessing the prerequisite expertise
and being fully conversant with processes
and regulations, Board Audit Committees
must be confident enough to challenge
senior management’s views, and hold them
to account. “You don’t need ‘yes-men’;
you need people who will question and
challenge,” Pushpanathan quipped.

Creating the Right
Culture
Tone from the top starts with a
shared code of ethics. “You need to have
shared values like company loyalty and
professionalism,” said Datuk Azlan Abdul
Karim, CEO, Putrajaya Holdings. “Without
the right values, you can’t set the right
tone.”
Perhaps it is most important that an
appropriate culture should permeate the
organisation from the top down. “CFOs,
CEOs and others in senior management
need to have strong personal integrity in
order to drive governance,” Wee Hock Kee,
Managing Partner, CG Board Asia Pacific
commented.

SETTING THE TONE

Left to right: Abdul Rahim Abdul Hamid, Leong Wai Leng, David S. Berry,
Seah Gek Choo and Lee Tuck Heng

The Audit
Committee is
probably any
firm’s most
critical body
but it faces
the most
challenges.
Dato’ Mohammad
Faiz Azmi
MIA President

Staff are an integral part to culture,
and hence must be clear on the concept
of good governance and ethics. Dato’ Faiz
said organisations must make expectations
clear to staff when they are employed. To
develop a healthy culture, Tun Dato’ Seri
Zaki Tun Azmi, Chairman, Astro Malaysia
Holdings Bhd suggested rewarding
employees well but stressed that punitive
action for wrongdoing was important too.
Firms should also conduct regular reality
checks and chat with personnel in the
lower ranks because “management may
not admit they are having problems,”
asserted Dato’ Faiz. “Information is
inevitably filtered so you have to go down
to the ground to get a real sense of what is
happening,” he added.
Remember that toxic cultures do not
develop overnight; hence, lines of defence
must be developed in parallel, over time,
as a counter-measure. As one of the chief
defences, “the AC should be independent
and always aware of organisational
culture,” Wee advised. “Soft governance
may be more effective as this is a highly
sensitive area.”
But fitting the right director to the
right task is not easy. Directors’ training

is imperative; the more a director knows
about the firm, the more effective he/she
can be. At the same time, the longer the
tenure, the less independent the director.
Training is especially critical because
“Regulators want audit committees to
do more,” said David S. Berry, Deputy
President, Malaysia Institute of Corporate
Governance. “Bursa Malaysia is looking at
financial reporting issues, significant and
business judgement calls, and unusual
transactions and events,” in order to
alleviate concerns relating to possible
material misrepresentation and high levels
of uncertainty.

Getting Conversant
with KAMs
This is where Key Audit Matters
(KAMs) come in as a mechanism
to guide Audit Committees on how to
identify red flags and resolve these in
order to inspire better governance and
market confidence. Since 16 December
2015, it has been mandatory that KAMs
be shared in the Auditor’s Report. This
includes highlighting significant matters
and judgements, and detailing how these
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were identified, addressed and resolved.
Cautioning that KAMs should never make
a first appearance in the audit report,
Lee Tuck Heng, Chairman, Auditing &
Assurance Standards Board (AASB),
MIA said they should have already been
reported and thoroughly discussed
beforehand. “KAMs should be presented
clearly in a format similar to the annual
report,” he said. “Almost 87% of annual
reports received had statements but
only about 20% had really insightful
information.”
Commenting on how to determine
if additional disclosures on KAMs are
required, Abdul Rahim Abdul Hamid,
former MIA President and the Audit
Committee Chairman of several listed
companies said, “There is enough literature
and technical assistance available. What is
more challenging is having the ‘heart’
to deal with them. It’s about directorial
independence and whether one has an
independent enough mind.”
In tandem with the greater expectations
placed on their shoulders, Board members
seem to be demonstrating a growing
sense of responsibility. Leong Wai Leng,
GM & Head of Corporate Surveillance,
Securities Commission remarked that
Audit Committees were now taking it upon
themselves to be more forthcoming when
handling KAMs. “They’re making sure
they are protecting themselves, especially
if they do not agree with management
on particular issues,” she said. “However,
some walk away the moment things get
uncertain. A more proactive stance is
needed.”
Perhaps Boards should consider
bringing external help on Board to lighten
their loads. Seah Gek Choo, Audit Partner,
Deloitte Singapore, said, “There is nothing
to stop the Audit Committee from getting
more information or help to clarify a
situation. Some have been proactive; they
have actually referred to regulators when
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they encounter difficulties.”
While he does recommend bringing in
outside expertise, this is no substitute for
your own learning, said Rahim. “You do
need to understand in-depth the business
of the company on whose Board you
sit – only then can you make informed
decisions.” His personal practice is to
meet the head of the organisation’s Audit
Committee privately to discuss matters,
twice a year. “That way, you understand
what the real problems are,” he said.

Etiquette with
Stakeholders

Audit
committees are
the frontline
that keeps
management
proactive about
doing what
is right for
shareholders.
I encourage
everyone to take
auditors’ views
very seriously
because they’re
telling you what
your risks are.

While greater transparency is
encouraged, it’s still a personal call for
directors when it comes to meeting
with individual parties who have issues
to discuss. “Any shareholder can ask
questions at any time,” Berry said. “But
there are constraints; it should not be a
secret meeting, for instance!” Abdul Rahim
agreed, divulging that he has declined such
meetings before as they were unethical.
Regarding what should be published
in annual reports, it was generally felt that
shareholders were being overwhelmed
by the amount of information available,
and could be distracted by unhelpful
information. What should they look for? “At
least read the KAMs,” Seah advised. “They
will give an idea of the Audit Committee’s
concerns and the auditor’s views.” “Audit
Committees are the frontline that keeps
management proactive about doing what
is right for shareholders. I encourage
everyone to take auditors’ views very
seriously because they’re telling you what
your risks are,” concurred Leong.

Breaches in
Oversight
Director’s liabilities are an increasingly
important area of focus as regulators

SETTING THE TONE

tighten enforcement. As the regulating
authority, Bursa can investigate breaches
and take action, ie, suspend or de-list the
company. It has fined directors before
for breaches in reporting and inaccurate
or misleading information.
Citing Transmile, Enron and
Satyam as examples of how not to
govern a business, Dato’ Azmi Mohd
Ali, Senior Partner, Azmi & Associates
said that once a member of the Audit
Committee is found guilty of breach,
he will still be liable even if he has
retired from the position, if the offence
took place during his tenure. When the
Audit Committee is found in breach
of its duties, the company can make
the rest of the board of directors
liable as well. Remarking that many
people do not understand the financial

liabilities of directors, YM Raja Dato’
Idris Raja Kamaruddin, Chairman,
Kumpulan Perangsang Selangor said
that personal liberty was at stake. “No
directors’ fees will ever be sufficient
if you are slapped with a penalty by
Bursa,” he said. “You are governed by
its regulations while you are a Board
member – and beyond!” If there was
any doubt, he advised seeking external
advice. “Nobody can know everything,”
he said.
If terms of reference allow the use of
external experts, do take advantage of
this clause. Independent directors have
the right to say “No”, and can call for
special or status audits if required. Four
types of risk – strategic, operational,
financial and regulatory – need to be
considered by Audit Committees and

directors, clarified Datuk Mohd Anwar
Yahya, Advisor, PwC Malaysia. “Ensure
the company has a risk framework
in place, and always get a third party
to evaluate this or give a professional
opinion,” he said.
To a question on the difference
between Bursa and SC penalties, it was
explained that while Bursa tended to
impose penalties, fines or sanctions,
SC brought action against fraudulent
practices. SC penalties were heavier,
and could extend to confiscating assets.
What can be done when collective
decisions are taken which individual
directors may not agree with? The
consensus was that the best recourse
is to have your dissent documented in
the minutes to protect yourself against
possible punitive action. n

Technical

n Reporting by the MIA Professional Standards and Practices Division

resolve

The objective of the
Conceptual Framework
is to facilitate consistent
and logical formulation of
IFRSs as well as to provide
a basis for the use of
judgement in resolving
accounting
issues.

Enhancing
the Ability
to Make
Accounting
Judgements
58

accountants today | may / june 2016

How can users properly apply
the IFRS Conceptual Framework
for Financial Reporting to make
sound judgements and resolve
accounting issues?
The Malaysian Financial Reporting Standards (MFRS)
framework which is applicable for entities other
than private entities, is identical to the International
Financial Reporting Standards (IFRS) in all respects
other than the nomenclature. IFRSs are based on

Enhancing the Ability to Make Accounting Judgements

part of MIA initiatives to enhance
CFOs’ abilities to make such critical
judgements, MIA recently invited
Michael Wells, former Director of the
IFRS Education Initiative, to deliver
an evening talk titled ‘Developing
CFOs’ Abilities to Make Accounting
Judgements’ in Kuala Lumpur. To
add value, the technical staff from
the Professional Standards and
Practices Division of MIA seized this
opportunity to interview Michael
Wells on his insights as to how the
Framework-based approach could help
preparers, auditors and regulators in
applying, auditing and regulating IFRS
requirements.

•

•

•

What is the Framework-based
approach and how can it be used
in applying IFRS requirements?
The Framework-based approach
provides a cohesive understanding
of IFRS, a basis for judgement in
applying IFRSs, and a framework
for continuously updating IFRS
knowledge and IFRS competencies.
Applying the Framework-based
approach requires the following
process:

The Conceptual Framework for
Financial Reporting (Conceptual
Framework), which addresses the
concepts underlying the information
presented in general purpose financial
statements. The objective of the
Conceptual Framework is to facilitate
consistent and logical formulation of
IFRSs as well as to provide a basis
for the use of judgement in resolving
accounting issues.
Making significant judgements
and estimates in applying the MFRS
requirements can be a challenge. As

Understand the economics
of the phenomenon
Identify the relevant (i.e.
the resource allocation
decision-useful) information
Identify the relevant
accounting requirements and
make the judgements
to apply them

First, consider and understand
the economics of the
phenomenon (for example,
transaction or event).
Once the economic
phenomenon is understood,
then consider what information
about that economics primary
users (i.e., existing and
potential investors, lenders and
other creditors who cannot
demand information from
the entity) would find useful
in making decisions about
providing resources to the
entity (investing and lending
decisions).
Next, identify the relevant
accounting requirements and
focus on the judgements and
estimates necessary to apply
them.

It should be noted that not all IFRS
requirements are principle-based. IFRSs
provide both rules and principles. The
distinction can be important because
the mindset needed to apply a principle
is different from that needed to apply a
rule. A principle has a clear objective
designed to faithfully represent (in
numbers and words) information about
an economic phenomenon that has the
potential to be most useful to primary
users in making their own assessments
of the entity’s possible future cash
flows. This mindset provides the
focus for making judgements in
applying a principle in the light of
all relevant facts and circumstances.
Rule-based requirements are, for
example, exceptions to the principles
(ie rules that override a principle) and
as such cannot reflect faithfully the
underlying economics. Consequently,
applying such rules requires a detailed
knowledge of the specific rule rather
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than an appreciation of the underlying
economics. However, when applying
some
rule-based
requirements,
understanding the reason for the rule
might provide the lens through which
judgements in applying that rule should
be viewed. Accordingly, the Frameworkbased approach is best suited to
applying principle-based requirements.
As the Framework-based approach
involves understanding of the reasons
for a rule, it is also helpful in developing
a cohesive understanding of accounting
requirements.
To illustrate, the Framework-based
approach can be useful in making
accounting judgements with regards to
a number of current issues such as:

a. Depreciation of
oil palm trees
Understanding the economics: put
simply, depreciation aims to reflect
the consumption of an asset’s service
potential. When using the revaluation
model, depreciation for a period
reflects the current economic value of
the item consumed through using it
in that period. When using the cost
model, depreciation for a period is
an allocation of specified accumulated
costs representing the consumption
of the item by using it in that period.
Faithfully representing such economic
consumption as depreciation (a
principle) in accordance with IAS 16
Property, Plant and Equipment requires
a number of judgements including:
i.
identifying significant
components of an item, when
the consumption pattern of one
or more significant components
differs materially from the
consumption pattern of its
other components;
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ii.

iii.
iv.

determining the depreciation
method that most faithfully
represents the pattern in which
the item’s future economic
benefits are expected to be
consumed by the entity;
estimating the item’s useful life;
and
estimating an item’s residual
value.

If the economic value of oil palm
growing derives solely from the fruits
harvested from the palms, it follows
that the quantum of harvestable fruit
that a palm is expected to produce
is its service potential. Consequently,
the units of production method of
depreciation on the basis of the most
representative measure of the quantum
of fruit expected from a palm should
faithfully represent the consumption of
such service potential. In other words,

Understanding
the economics:
put simply,
depreciation aims
to reflect the
consumption of
an asset’s service
potential.

the quantum of fruit produced in a
period as a proportion of the expected
total fruit production from the palm
over its remaining useful life (including
the current year’s harvest), should
provide a meaningful reflection of the
proportion of the oil palm’s service
potential consumed in the current
period. Applying that proportion to
the carrying amount of the oil palm
would provide a relevant measure of
such consumption in the period that can
be faithfully represented.
At least each financial yearend management must update its
depreciation judgements. For an
oil palm grower using the units of
production method of depreciation, this
would involve primarily updating the
estimate of the quantum of harvestable
fruit expected from the palm in the
future. Any change therein, if not the
correction of a material prior period
error, is a change in an accounting
estimate accounted for prospectively
(another principle) in accordance with
IAS 8 Accounting Policies, Changes in
Accounting Estimates and Errors.
Because depreciation is designed to
reflect economic consumption, oil palm
growers are well placed to make the
necessary judgements to depreciate
their plantations. They typically forecast
and periodically update their forecasts
of the expected yield from their palms.
Moreover, because it is fundamental to
the economics of their business, they
understand well the plantation specific
environmental and other factors that
result in yields varying significantly
between plantations.
Depreciation of an asset begins
when it is available for use (i.e. when it is
in the location and condition necessary
for it to be capable of operating in the
manner intended by management).
When using the units of production
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Can you explain the role of
consistency in principle-based
standards?

method of depreciation, oil palm growers
should experience little difficulty in
determining when depreciation should
start because they forecast the expected
quantum of all future harvests including
the initial smaller harvests.
Those growers that choose to
use the revaluation model for their
plantations will provide users with
relevant information about the
economic value of their plantations
consumed through use in the period
(depreciation) separately from the
economic effects of price changes in
the period (revaluation increases and
decreases).

b. Fair value measurement
of agricultural produce
growing on the tree
Fair value has a clear measurement
objective: the price a market participant
would pay for an asset in an orderly
transaction under current market
conditions at the measurement date (a
principle).
IAS 41 specifies fair value less costs
to sell measurement for agricultural
produce attached to a bearer plant (for

example fruit attached to an oil palm)
because it reflects the economics that
after further growth and ripening the
fruit is expected to directly increase
the expected cash inflow from its sale.
Fair value measurement reflects market
expectations of the growing fruit in its
current location and condition. That
measurement could be visualised as the
market price increment for an oil palm
plantation because of the existence of
fruits growing on its trees. However,
because observable market prices for
harvested fruit are usually available,
they provide an observable input that
is a useful starting point from which to
measure the fair value of fruit attached
to a tree. By measuring hanging fruits
at fair value less costs to sell, entities
provide decision-useful information
that reflects a market measure of the
future cash flows expected from the
fruits. Oil palm growers are well placed
to make the judgements necessary
to adjust from the market price of
fruits at their principle market to the
fruits hanging on their trees. Those
adjustments (biological transformation,
environmental risks, harvesting costs,
transport costs, etc.) are fundamental
to their business.

Although
some
rule-based
requirements can be easier to apply,
the information provided may not
be decision-useful and reflective of
the economics of the phenomenon.
For example, if standards were to
specify that all depreciable assets be
depreciated on the straight-line method
over five years to a nil residual value,
no judgement would be needed to
calculate depreciation. However, such
depreciation would not provide decisionuseful information because it is unlikely
to reflect the consumption of the service
potential of most depreciable assets. In
other words, the rule would not reflect
the economics. Such rules would result
in uniformity rather than comparability,
as (in economics) the consumption
patterns for even otherwise identical
assets can vary significantly. Moreover,
taking into consideration the different
legal systems around the world, rulebased requirements would likely
enable the structuring of contracts to
achieve accounting that is different
from its economics. The power of a
principle-based standard is that it fosters
accounting that is consistent with the
economics of the transaction or event.
As set out above, the depreciation
principle in IAS 16 aims to reflect the
consumption of an asset’s service
potential. Consequently, that principle
should result in comparable information
that is relevant to investors in making
their decisions about whether to buy,
hold or sell shares.
For another illustration, consider the
control principle that, consistently with
the definition of an asset (a concept),
is applied in identifying subsidiaries so
that consolidated financial statements
can faithfully represent the assets and
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liabilities of a group and consequently
its financial performance too.
If, instead of the control principle,
a rule were to specify that a reporting
investor must consolidate an investee
when it holds more than 50% of its
voting rights:
•
Consolidating an investee that
the investor does not control
would not faithfully represent
the financial position of the
group because the assets
(and the liabilities) of the
investee would be included
in the consolidated financial
statements even though the
group does not control those
resources.
•
Similarly, a faithful
representation would not
be achieved if a rule were to
exclude from consolidation an
investee under the control of
the investor in which it holds
less than 50% of the voting
rights; resources of the group
would be excluded from assets
in its consolidated financial
statements.

Consequently, the control principle
specified in IFRS 10 as the basis of
consolidation consistently enables
management to prepare consolidated
financial statements that faithfully
represent the economics of the group
as a single economic entity. However,
applying the control principle requires
judgement in taking into account all
relevant facts and circumstances.

Do you think that the current
disclosures are sufficient in
relation to the judgEments and
estimates made by management?
Paragraph 122 of IAS 1 Presentation
of Financial Statements requires
disclosure of the judgements, apart
from those involving estimations, made
in the process of applying the entity’s
accounting policies. Furthermore,
paragraph 125 requires an entity to
disclose assumptions and estimations
made in the financial statements.
Despite the obvious importance of these
disclosures some regulators lament the
insufficiency of the disclosures many
companies are making with regards to
these judgements and estimates in their

financial statements. This information is
fundamental to the decision-usefulness
of financial statements and hence,
sufficient disclosures are critical. The
Conceptual Framework is clear that a
faithful representation involves both
numbers and words. Moreover, for
some items, a complete depiction
entails explanations of significant facts
about the quality and nature of the
items, factors and circumstances that
might affect their quality and nature,
and the process used to determine the
numerical depiction.
Preparers often use a ‘checklist
approach’ when they deal with
disclosures. They should assess the
materiality of information and identify
the significant judgements they made
that warrant disclosures.

How would the Frameworkbased approach be embedded in
the teaching of IFRS?
The Framework-based approach
can be used to develop capacity to make
judgements. Understanding the ‘why’
enables students to develop a cohesive
understanding of IFRS and to develop
the mindset needed to apply it. As an
educator, you have to first make sure
the students understand the economics
of a transaction or event before teaching
them how to account for them. Then case
studies, with facts and circumstances
that are unfamiliar to students, should
be used to foster development of their
ability to make accounting judgements.
There is little to be gained by students
memorising requirements when the job
market seeks accountants with the skills
to make the judgements necessary to
apply those requirements. n
Disclaimer: The views expressed in
this article are those of the authors and
not necessarily shared by MIA
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