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Book Review

Enterprise Compliance 
Risk Management: 
An Essential Toolkit 
for Banks & Financial 
Services
by Saloni P. Ramakrishna
ISBN: 978-1-118-55028-1
 US$95.00

Enterprise Compliance Risk Management: An Essential Toolkit 
for Banks & Financial Services is a comprehensive narrative 
on managing compliance and compliance risk that enables 
value creation for financial services firms. Compliance risk 
management, a young, evolving yet intricate discipline, is 
occupying centre stage owing to the interplay between 
the ever increasing complexity of financial services and the 
environmental effort to rein it in. The book examines the 
various facets of this layered and nuanced subject.

Liquidity Management: A 
Funding Risk Handbook
by Aldo Soprano 
ISBN: 978-1-118-41399-9
 US$60.00

Liquidity Management explains the role of regulators and the 
impact of capital restraint on the international market. It offers 
risk management professionals, regulators, and consultants a 
comprehensive resource that includes an understanding of the most 
current theories on the topic, an examination of the techniques and 
processes for applying liquidity risk control, and a review of the tools 
needed for measuring results. The text is well grounded in extensive 
research, applies lessons learned from the economic crisis, and 
conforms to the recent regulatory framework. 

Filled with illustrative charts and graphs, the book covers a wide 
range of practical challenges and critical issues that influence liquidity 
risk control. It includes an insightful overview of the refinancing risks 
that banks often encounter and offers an examination of banking 
organisational requirements and internal controls processes.

FEATURED BOOK

Corporate Value Creation: An Operations Framework for Nonfinancial 
Managers
by Lawrence C. Karlson 
ISBN: 978-1-118-99752-9
 US$39.95

Corporate Value Creation provides an operations framework that management can use to optimise 
the impact decisions have on creating value by growing revenue and profitability. Designed to 
assist professionals without a strong business or financial education, this book provides a thorough 
understanding of the qualitative and quantitative aspects of managing a business for the purpose of 
value creation. 

This book can also be used as a handbook for managers who are looking for information on specific 
topics that range from developing financial statements to manufacturing management, internet 
marketing, and much more. In most cases, individual topics can be reviewed without reading the 
entire book. Finally, for the manager who wants to quickly understand what is involved in running 
a successful business, each chapter begins with the key concepts and nuggets of wisdom from that 
chapter in a section called ”Takeaways.” 

when you purchase these titles on the publisher’s 
website at www.wiley.com. Use promotional code 
VBM38 during checkout to receive the discount. 
Promotion is valid till 31 January 2016. For any 
enquiry, write to Wiley’s Customer Service at: 
csd_ord@wiley.com.

ENjOy

20%
OFF
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Vision and Mission
MIA’S VISION
n To be a globally recognised and 

renowned Institute of Accountants 
committed to nation building.

MIA’S MISSION
n To develop, support and monitor quality 

and expertise consistent with global best 
practice in the accountancy profession for 
the interest of stakeholders.

Section 6 of the Accountants Act 1967 (the 
Act) states that the functions of the Institute 
shall be:
•  To determine the qualifications of persons 

for admission as members;
•  To provide for the training and education; 

by the Institute or any other body, of 
persons practising or intending to practice 
the profession of accountancy;

•  To approve the MIA Qualifying Examination 
(QE) and to regulate and supervise the 
conduct of that Examination;

•  To regulate the practice of the profession of 
accountancy in Malaysia;

•  To promote, in any manner it thinks fit, the 
interest of the profession of accountancy in 
Malaysia;

•  To render pecuniary or other assistance to 
members or their dependents as it thinks fit 
with a view to protecting or promoting the 
welfare of members; and

•  Generally to do such acts as it thinks fit 
for the purpose of achieving any of the 
aforesaid objectives.

Accountants Today is the official publication of the Malaysian 
Institute of Accountants (MIA) and is distributed to all 
members of the Institute. The views expressed in this 
magazine are not necessarily those of the MIA or its Council. 
Contributions including letters to the Editor and comments on 
articles appearing in the magazine are welcomed and should 
be sent to the Editor as addressed below. All material without 
prejudice appearing in Accountants Today are copyright and 
cannot be reproduced in whole or in part without written 
permission from the Editor.

Editor, Accountants Today, Dewan Akauntan,
2 Jalan Tun Sambanthan 3, Brickfields,
50470 Kuala Lumpur, Malaysia



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. 
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AccounTAnTs TodAy  •  EDiTOR’S NOTE

DEALiNG WiTH DiSRUpTiON, 
EMBRACiNG CHANGE

W here the accountancy profession is concerned, 
2016 and the future beyond will usher in sig-
nificant disruptions in terms of standards, 
regulations and innovation. Indeed, the cover 
of ACCOUNTANTS TODAY for this issue - 

featuring a large button labelled “CHANGE” – goes straight to the 
heart of the matter: that accountants must prepare for change that 
will affect their profession and organisations indelibly. 

This issue focuses on the impact aris-
ing from the upcoming implementation of 
two highly complex financial reporting stan-
dards, MFRS 15 Revenue from Contracts 
with Customers and MFRS 9 Financial 
Instruments. Although the effective date 
of these two standards is 1 January 2018, 
preparers and stakeholders are cautioned 
not to take these standards lightly. These are 
not just accounting changes, but will substan-
tively disrupt risk management and revenue 
recognition practices, and radically transform 
business models. While the two-year window 
might seem like sufficient time to prepare, 
Eddy James, Technical Manager, ICAEW, 
warned that these standards are “very complicated” and present 
“formidable logistical challenges”, so do start early.  

Another major change that will impact business radically are 
changes to auditor reporting, also covered exhaustively in this 
issue. Earlier this year, the MIA had adopted the new and revised 
auditor reporting standards as Malaysian approved standards. 
The changes to auditor reporting will be effective for audits of 
financial statements for periods ending on or after 15 December 
2016. Key Audit Matters (KAM) – matters which were of most 
significance in the audit of the current financial statements in 
the auditor’s professional judgement, are anticipated to be an 
especially challenging area. KAM will require preparers, Boards 
and auditors to exercise significant professional judgement and 
improve communications skills, which won’t be easy.

The year-end is also an opportune window for us to rethink 
and reconsider conventional wisdom that might actually be 

wrong. For example, most of us take the banking system 
and loan issuances for granted, and regard credit as a con-
venience and tool for economic expansion. However, com-
mercial banks’ credit creation could actually have been a 
factor behind the Global Financial Crisis of 2007/08. Arfah 
Salleh and William G.Borges of the Putra Business School 

argue that “accountants must know that there is an absence of 
substance inherent in these “debt” transactions (debit loan, credit 
deposit) and should seek to discontinue giving ontological real-
ity to these transactions.” In other words, accountants may be 
helping bankers to create loans and deposits out of literal thin 
air. Hence, accountants are urged to learn more about the theory 
behind their practices in order to help restore substance and hon-
esty to the banking sector, and perhaps preempt future banking 

and financial crises.
Linked to this point of accountants being 

saviours of modern finance and banking, is 
that all these changes are part of a holistic 
strategy towards restoring the perception 
and esteem in which accountants were once 
held. Post the audit and financial scandals of 
yesteryear e.g. Enron et al, the profession 
has been working to redeem itself by mak-
ing fundamental changes to its standards 
and practices. The upshot is that accounting 
and auditing must become useful tools for 
business management and assurance once 
again, instead of mere providers of legitimacy 
and compliance. Only then can accountants 

regain our reputation as trusted business advisors and trusted 
professionals of honesty and integrity.

Of course, the process won’t be easy. When it comes to imple-
menting new learning and breaking bad habits, we all need to 
put in intensive practice and accept mistakes before we can move 
from a state of conscious non-mastery of new skills to uncon-
scious mastery. It’s like learning to ride a bicycle – we had to fall 
off many times before being able to balance well. Let’s make an 
effort to put in place what we learn and manage changes in order 
to elevate ourselves to a better, higher level, even as we compete 
in a borderless VUCA (volatile, uncertain, complex and ambigu-
ous) world. n

It’s that time of the year again when we look back and 
reflect on what we have achieved and what we have not 
and resolve to make changes for the better in the New 
Year to come.

Happy Reading!

ACCOUNTANTS ARE 
URGED TO LEARN 
MORE ABOUT THE 
THEORy BEHiND 

THEiR pRACTiCES 
iN ORDER TO HELp 

RESTORE SUBSTANCE 
AND HONESTy TO THE 
BANKiNG SECTOR, AND 

pERHApS pREEMpT 
FUTURE BANKiNG AND 

FiNANCiAL CRiSES.
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SyNERGiSiNG 
FOR SUCCESS

 But what precisely does this mean for the profession? 
Essentially, it means we have to work better together to 
face today’s challenges and capitalise on the opportunities 
presented by disruption. 

Right now, the profession faces three key challenges, 
along with the concomitant opportunities.  The first is the 
imminent implementation of the Asean 
Economic Community (AEC) which aims 
to transform ASEAN into a single market 
and production base. 

In particular, AEC’s emphasis on 
talent mobility, enabling accountants in 
Malaysia and ASEAN to work in other 
countries in the region, is highly relevant 
to the profession. As such, the state of 
readiness of the accounting industry is 
critical as we comply with the roadmap 
to AEC. We must be aware of the AEC’s 
impact and be well-prepared for impend-
ing integration. 

While regionalisation would open 
doors and significantly increase oppor-
tunities for accountants, it also means that AEC-based 
accountants must scale up, embrace different markets and 
cultures, and build familiarity with new tools and systems to 
manage operations from multiple locations. Those accoun-
tants who can operate effectively in a more diverse, multi-
market, multilingual and multicultural work environment 
will be the most successful. 

To facilitate the talent mobility of accountants, we have 
been working to develop and execute Mutual Recognition 
Agreements with our counterparts. Our concern is also to 
ensure that our existing regulatory and education setup 
is sufficiently robust to enable Malaysian accountants to 

operate and be recognised region-
ally, and MIA will be working to 
strengthen these together with the 
relevant stakeholders. 

Other major challenges include 
the transformation of the accoun-
tancy landscape here at home as 
well as the trust deficit. For the 

last three years, our profession has been reviewed by 
international parties such as the World Bank and locally by 
the Committee to Strengthen the Accountancy Profession 
(CSAP). CSAP has already submitted their report to Dato’ 
Seri Ahmad Husni Hanadzlah, the Second Minister of 
Finance, and we are now awaiting approval to implement 

their recommendations. 
CSAP’s recommendations will trigger 

the first major change of the Accountants 
Act since 2001 and the impact will encom-
pass everything from regulatory issues 
and governance through to competency 
building and the development of future 
accountants. As the stakeholders who 
will be most affected by CSAP, we must 
be open to change and be constructive 
on how to implement CSAP in order to 
prosper the profession. 

Last but not least, we must address the 
trust deficit. Since the nineties, accoun-
tants have been implicated in corporate 
fraud, failures and even crime, which is 

truly saddening. We sometimes forget that the profession 
was built on the foundations of trust and we stand to lose 
our moral standing and respect of the community if we con-
tinue to permit such behaviour among our own. 

Hence, I would like to remind members that you are all 
signatories to our Code of Ethics and that you should do no 
wrong. You hold positions of great trust; we expect you to 
do the right thing in every aspect of your professional life. 

In conclusion, if we can advance by taking these chal-
lenges in stride and improving ourselves, I have every 
confidence that the profession can blossom once again and 
regain its glory. n

iN pARTiCULAR, 
AEC’S EMpHASiS ON 
TALENT MOBiLiTy, 

ENABLiNG 
ACCOUNTANTS iN 

MALAySiA AND 
ASEAN TO WORK iN 
OTHER COUNTRiES 
iN THE REGiON, iS 
HiGHLy RELEVANT 

TO THE pROFESSiON.

pRESiDENT SAyS   |  dATo’ MohAMMAd FAiz AzMi

our recent MIA annual conference turned out to be a record-
breaking platform which drew some 2,800 delegates, 
beating last year’s attendance of 2,628. The catchy tagline 
of this year’s conference was ”Today’s Synergy, Tomorrow’s 
Reality”.
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trends to note
Economic and political outlook in and around the world

ACCoUntAnCy BooStS 
GDP,  WEllBEinG 
n FOR thE FiRSt timE, IFAC has definitively linked a strong accountancy 
profession to national economic growth and improved living standards 
for citizens. Nexus 2: The Accountancy Profession - A Global Value Add 
found that:

• Global regions with a higher 
share of accountants in total 
employment have a higher per 
capita GDP.

• The correlation between the 
share of accountants in total 
employment and the uN 
Human Development Index 
(HDI) - which measures a 
number of indicators including 
life expectancy, years of 
schooling, and income – is even 
stronger.

• The global accountancy ecology 
- which includes members of 
IFAC professional accountancy 
organisations (PAos) as well as 
people who identify their roles 
as accountancy or accountancy 
support - contributes an 
estimated uSD575 billion gross 
value added (GVA) annually to 
the global economy and, of this 
amount, IFAC PAo members 
contribute 43%.

• Highly developed countries 
in North America and Europe 
dominate the GVA of the global 
accountancy ecology; Asia’s 
contribution is third highest.

 With 640,000 members of IFAC 
PAos in Asia, and an estimated 
2.6 million accountants 
employed in Asia in 2013, a 
significant opportunity exists to 
strengthen the profession and 
hence GDP and wellbeing.

n UnEthiCAl pRACtiCES are still 
rife in the accountancy profession, 
according to new research reported in 
ICAEW’s Economia.
In a survey of almost 1,700 accountants 
worldwide, CareersinAudit.com found 
that 48% had witnessed or experienced 
pressure from senior figures to ignore 
adjustments that should have been 
made to a set of accounts. Similarly, 
40% said they were aware of senior 
staff members in their organisation that 
deliberately chose a commercial result, 
for the company or client, even where 
it was unethical. In total, 53% believe 
that senior staff members do not act 
independently of the commercial 
pressures faced by the business.
Economia reported that Simon Wright, 
operations director of CareersinAudit.

com, said: despite a raft of regulatory 
measures introduced to curb poor 
ethical standards, it was obvious that 
many were practicing “tokenism” ethics, 
or simply identifying and articulating 
principles instead of practising them. 

AccountAnts 
unethicAl?
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CFos DiSAPPoint thEir CEos 

“Pick any major corruption scandal in recent 

history – PETROBRAS, FIFA, UKRAINE’S 
VIKTOR YANUKOVYCH – and you will find 

a secret company was used to pay a bribe, 

shift and hide stolen money, or buy luxury real 

estate in places like London and New York. It 

makes no sense that this gaping loophole for 

the corrupt remains open. What is stopping 

G20 countries from actively shutting down 

this vital avenue to corruption, 

despite promises to do so?” Transparency 
International Managing Director Cobus 

de Swardt commenting on beneficial 
ownership and how it 

enables corruption.

n KpmG’S thE ViEw FROm thE tOp 
report which surveyed more than 
500 executives from six continents, 
found that globally, CEos want to see 
CFos share in their priorities, derive 
competitive advantage from the 
constantly evolving regulatory 
environment, and find a balance 
between automation, shared 
services and outsourcing. 
However, nearly one-third 
(30 per cent) of these global 
CEos say their CFos are falling 
short.
Almost half (48 per cent) of 
CEos surveyed believe that global 
experience is the most important 
attribute a CFo can possess, compared 
to other more traditional attributes 
such as industry experience (32 per 
cent) and regulatory experience (19 
per cent). 

USD 
575 Billion

ACCoUntAntS AnnUAl 
ContriBUtion to thE 

GloBAl EConoMy
Source: IFAC report entitled 

Nexus 2:  The Accountancy 
Profession -  A Global 

Value Add.

Many CEos also think their CFos 
have their sights set on moving to 
the top of the C-suite, said KPMG. 
Nearly half (47 per cent) of those 
surveyed believe their CFo would 

like to become CEo, but at 
a different company. However, if 
they want to become a CEo they 
have to strengthen their leadership 
skills (41 per cent), broaden their 
focus (38 per cent) and - most 

importantly - overcome their lack of 
experience outside of finance (45 per 
cent).
Meanwhile, the fifth instalment of the 
Partnering for Performance Series, 
an EY global survey of 652 CFos 

and a series of in-depth interviews 
with CFos and CEos, found 
that few CFos are placing a 
high priority on digital. This is 
alarming because the digital 
transformation is arguably one 
of the biggest challenges and 
opportunities facing firms today, 

with the power to transform 
organisations from market leaders to 
irrelevance in a frighteningly short 
timeframe. CFos have an important 
role to play in digital, including 
leveraging digital to cut costs, and 
managing the legal, tax and regulatory 
risks that digital creates. 

USD2 
trillion

Dirty MonEy 
lAUnDErED throUGh 

thE GloBAl FinAnCiAl 
SyStEM EVEry yEAr. 

Source: Transparency 
International

Cobus de 
Swardt
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MFRS 15 and 9
TRANSFORMiNG 

BUSiNESS

Revenue
the existing standard 

uses the concept of risk 
and rewards, whereas 

the new revenue 
standard uses 
the concept of 

control.
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MFRS 15 ANd 9 – TRANSFoRMiNg BuSiNeSS

BusIness practices are poised to 
change drastically with the upcoming 
implementation of two highly complex 
financial reporting standards, MFRS 15 
Revenue from Contracts with Customers 
and MFRS 9 Financial Instruments. 

The effective date of MFRS 15 has 
been deferred to 1 January 2018 and 
MFRS 9 will take effect beginning 1 
January 2018. Although the deadlines 
might seem distant, preparers and 
stakeholders are cautioned not to take 
these standards lightly.

“Don’t delay. Do prepare early 
because these two standards may have 
wide-ranging implications to preparers 
and can be challenging,” advised 

Stephen Oong Kee Leong, Member 
of the Financial Reporting Standards 
Implementation Committee (FRSIC), 
MIA, at the recent panel session on 
changes in MFRSs held at the MIA 
International Accountants Conference 
2015. “All profit making entities generate 
revenue, and most entities will have 
financial instruments. MFRS 15 and 
MFRS 9 would therefore be applicable 
to almost all entities,” stressed Oong.

MFRS 15

One of the  key differences 
between the existing and new revenue 
standards is the timing of recognition 

Members of the Panel (L-R): Rasmimi Ramli, Eddy James, Stephen Oong Kee Leong, Shafiq Abdul Jabbar

Get ready to chanGe how you do business. The implemenTaTion of mfRS 15 
revenue from contracts with customers and mfRS 9 financial instruments, 
Two highly complex new STandaRdS, will SubSTanTively TRanSfoRm noT only 
diScloSuRe, buT diSRupT RiSk managemenT and Revenue RecogniTion pRacTiceS.

DON’T DELAy. DO 
pREpARE EARLy 
BECAUSE THESE 

TWO STANDARDS 
MAy HAVE 

WiDE-RANGiNG 
iMpLiCATiONS 
TO pREpARERS 

AND CAN BE 
CHALLENGiNG.

Stephen Oong Kee Leong
Member of the Financial 

Reporting Standards 
Implementation Committee 

(FRSIC), MIA
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MFRS 15 ANd 9 – TRANSFoRMiNg BuSiNeSS
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of revenue. The existing standard 
uses the concept of risk and rewards, 
whereas the new revenue standard 
uses the concept of control. “Under 
the existing standard, recognition of 
revenue occurs at the point in time 
that the risk and rewards of the goods 
or services you are selling pass over 
to the buyer. Whereas under the new 
revenue standard, we look at which 
point in time control of the goods or 
services pass from the seller to the 
buyer, and that is the point in time 
that the seller recognises revenue,” 
said Oong. 

Eddy James, Technical Manager, 
ICAEW, advised preparers to think 
about all the different revenue streams 
across their business. Things to do 
include: identifying contracts with 
customers; identifying if there are 
separate performance obligations within 
those contracts; working out transaction 
prices; allocating transaction prices to 
the different performance obligations 
based on their standalone selling prices; 
and determining whether the revenue 
should be recognised at one point in 
time or over a period of time. 

Importantly, understand the 

ONE OF THE  KEy DiFFERENCES BETWEEN THE 
ExiSTiNG AND NEW REVENUE STANDARDS iS 
THE TiMiNG OF RECOGNiTiON OF REVENUE. THE 
ExiSTiNG STANDARD USES THE CONCEpT OF RiSK 
AND REWARDS, WHEREAS THE NEW REVENUE 
STANDARD USES THE CONCEpT OF CONTROL.

(MFRS 18), housing developers can 
only recognise revenue and profit 
upon completion of construction of the 
houses. “There is a huge difference 
in the timing and recognition of 
revenue and profit if you are a housing 
developer,” Oong remarked.

The unbundling concept under 
the new revenue standard will also 
affect many industries. For example, 
telcos selling bundled “free” phone and 
network access packages must from 
2018 recognise the revenue from the 
sale of the  handphone immediately 
and recognise revenue from network 
access as and when customers utilise 
the network. “Under the new revenue 
standard, the telcos are actually selling 
two things – the handphone and 

blanket impact of the revenue standard; 
changes in revenue recognition will 
impact bottomlines, which in turn 
will affect financial ratios, banking 
and lending arrangements, employee 
bonuses and shareholder relations, 
among others, he said.

Oong cautioned users not to “go 
away with the preconceived ideas that 
the standards will not make much 
difference to you.” Likewise, James 
warned that IFRS 15 or MFRS 15 will 
affect all sectors. 

For example, housing developers 
applying MFRS are required to 
recognise revenue and profits using 
the percentage of completion method 
under the new MFRS 15. However, 
under the existing revenue standard 
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increasingly important and scarce 
and liquidity is increasingly a topical 
point.”

Key factors to consider will be 
the overwhelming amounts of 
data (which must be checked by 
auditors and regulators) required 
to calculate expected lifetime losses 
on instruments such as 30-40 year 
mortgage loans, and the subjective 
judgement entailed in determining 
what entails a significant credit 
deterioration. “What is considered a 
significant credit deterioration? Is it 
a rating deterioration – a one notch 
downgrade or a two notch downgrade? 
We have to assess all of this internally 
and there will be a lot of debate and 
robust discussion because it’s going to 
get very subjective.”

Shafiq noted that differing forecasts 
could also result in diminished 
comparability between companies 
and institutions, and perhaps massive 
disclosure might be required to try 
and reconcile these institutions’ 
performance to achieve some measure 
of consistency. “It will be challenging 
because you could line up ten different 
financial institutions and all ten will 
have different forecasts, different 
models and different outcomes.”  

On the bright side, MFRS 
9 might make companies more 
willing to apply hedge accounting 
and accordingly better reflects 
in the financial statements the risk 
management activities undertaken 
by the entities, said Oong. Under 
IAS 39, not many people understood 
the mechanics of hedge accounting 
which were simply too complicated, 
contains complex rules which either 
made it impossible for entities to 
apply hedge accounting, and in some 
situations simply put off preparers 
from applying hedge accounting. 

the network access. There are two 
obligations the telcos have to perform,” 
stressed Oong.  Oong also gave several 
other examples where unbundling of 
the performance obligations need to 
be done under MFRS 15 e.g.  sales of 
cars with five years free maintenance 
services, sales of goods with extended 
warranties, sale of a cup of coffee with 
one stamp given to the purchaser where 
10 stamps collected will entitle the 
customer to a free cup of coffee,  etc.  
Other matters to take into consideration 
in the application of MFRS 15 include  
time value of money related to deferred 
and advance payments, allocation of 
considerations received from customers 
between the various performance 
obligations, determination of variable 
considerations etc.  

“The biggest lesson from people 
I’ve talked to who are in the process 
of implementation is that it is a 
major project and it’s going to take 
a lot of time. This standard is very 
complicated and presents a formidable 
logistical challenge when it comes to 
implementing it. So start work as soon 
as possible,” said James. 

MFRS 9

MFRS 9 meanwhile will compel 
businesses to shift their perspectives on 
risk relating to financial instruments, 
and transform their practices on 
financial risk management.

In his overview of MFRS 9, Shafiq 
Abdul Jabbar, CIMB Bank Berhad, 
said that classification will not be the 
main impact of this standard which 
banks globally are grappling with. 
“The business model test will guide 
companies on classification and to 
decide on whether they want to collect 
contractual cash flows from financial 
instruments.” 

Instead, impairment which 
has shifted from incurred losses 
to expected losses will be the most 
significant change. Under the expected 
loss model, businesses must watch out 
for significant credit deterioration and 
calculate lifetime expected losses on 
financial instruments. “There could be 
huge catch-up provisions,” said Shafiq. 
“Banks that have applied it have seen 
provisions increase significantly 
at a time when capital is becoming 
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Key tAKeAwAys
Just like he did for 
MFRS 15, James 
warned that MFRS 
9 would be highly 
complex and 
logistically challenging 
and urged preparers 
to get an early start. 
“2018 might seem like 
a long time away but 
it is never too soon 
to start this process. 
Compliance will take a 
long time and you will 
see many big changes. 
Don’t leave it to the 
last minute, otherwise 
pitfalls will lie ahead.” 

And don’t be afraid 
to outsource the 
process. If the job gets 
too onerous, Shafiq 
recommended calling 
in consultants to help 
with deciphering and 
implementing the 
standards and related 
processes. n

For instance, now  IFRS 9 or MFRS 9 
removes the complicated requirements 
for measuring hedge effectiveness 
prospectively and retrospectively, and also 
removes the quantitative ‘bright-line” of 80 
– 125% effectiveness. IFRS 9 aligns hedge 
accounting more closely with the entities’ 
risk  management intention and activities. 
The standard also permits the application 
of hedge accounting on a “group of hedged 
items and net positions” basis, and expands 
the items eligible for hedge accounting. 
“Now hedge accounting will be much 
simpler and I think less people will be put off 
with hedge accounting,” concluded Oong.

GLOBAL CONVERGENCE 
ON RiSK

Welcoming MFRS 9’s forward-looking 
direction, Shafiq remarked on the trend 
towards convergence on risk management 
practices between banking regulators 
and accounting standard-setters in terms 
of formulating regulations and standards. 
While banking risk models differ somewhat 
from accounting’s lifetime expected loss 

models, both are moving in the same 
direction. “Before there was always a 
divergence. Now, both sets of regulators 
are looking at forward-looking models 
where we have to work out risks through 
the economic life cycle and work out the 
loss rate which is a feature in BASEL risk 
models.”

Interestingly, BASEL has issued 
a consultative paper on IFRS 9, which is 
a first. “This shows more alignment and 
convergence between financial risk 
management and accounting. The new 
standard will definitely affect how we run 
our business. It shouldn’t be seen purely as a 
reporting standard,” said Shafiq. Noting that 
business is not just finance-driven but also 
risk-driven, there should be a joint steering 
committee driving both risk and finance. 
In addition, this new standard will produce 
tremendous amounts of data that need to 
be managed but should ideally be deployed 
from both a risk and finance perspective to 
guide the organisation’s business. Hence, 
the risk team should be more involved in 
finance and vice-versa in order to help guide 
business strategy and execution.
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She mighT be ReTiRed, buT tAn sri rAfidAh Aziz conTinueS To keep 
a keen fingeR on The pulSe of aSean and malaySian inTeRnaTional 

TRade. apTly, She RunS RingS aRound eveRybody elSe in The 
pRoceSS, aS majella gomeS can aTTeST.

iRON 
LADy

if there is anyone who 
is qualified to speak 

about ASEAn and the 
AEC, it certainly is 

Malaysia’s iron 
lady.
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The KLCC Convention Centre 
plenary hall was packed to the 
rafters during the last session of 
the MIA International Accountants 
Conference 2015. Everyone was in the 
house to hear Tan Sri Rafidah Aziz, 
Malaysia’s longest-serving Minister of 
International Trade and Industry, hold 
court on current affairs. And they 
weren’t disappointed. The session, 
moderated by MIA President Dato’ 
Mohammad Faiz Azmi, was delivered 
in inimitable Rapid-Fire Rafidah style. 

Unsurprisingly, ASEAN integration 
is close to her heart. She’s disappointed 
with the delays plaguing the ASEAN 
Economic Community, or as its 
forerunner was known, the ASEAN 
Free Trade Area. “This year is special 
for ASEAN – not because it’s Malaysia’s 
turn to be the Chair but because when 
we were discussing the matters related 
to the region, this was the year when 
the ASEAN vision was supposed to be 
achieved.”

there at the inception of the ASEAN 
free trade bloc and played a pivotal 
role in many of the discussions 
which were central to the region’s 
development. Straight off the bat, she 
pointed out that AEC was only one 
of the components of a much larger 
vision but the focus of the region has 
been on trade more than anything 
else because, “Goods are tangible, and 
any change made to the way they are 
handled can be easily seen.” 

Rafidah has always been pragmatic. 
As much as she supports AEC and was 
integral to its establishment, she was 
quick to caution the audience about 
its many shortcomings. Regarded by 
admirers and detractors alike as an 
authority on international trade and 
industry, her expertise spans not just 
the region but a host of other countries 
and blocs as well. 

“ASEAN can be seen as an 
investment area,” she said. “There are 
many services provided here which 

ASEAN can be seen as an 
investment area. There 
are many services provided 
here which are on par with 
the rest of the world but 
there needs to be a common 
supply base and set of 
standards which can serve 
the larger region and the 
global market.

ASSESSiNG THE AEC

If there is anyone who is qualified 
to speak about ASEAN and the AEC, 
it certainly is Malaysia’s Iron Lady. 
Having helmed Malaysia’s Ministry 
of International Trade and Industry 
for 21 years from 1987-2008, she was 
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However, education, licensing, and 
suitably skilled/experienced talent 
remain as major issues in ASEAN. 

Since even the best-laid plans 
can go awry, some of the original 
objectives of the AEC/AFTA 
groundwork laid before have had to 
be revised. Development in ASEAN 
has generally been patchy, although 
in 2014, cumulative ASEAN trade 
comprised 26.8% of global trade. In 
contrast, China contributed 14.3% and 
Japan, 9.1%. A little over a quarter – 
27.9% – of ASEAN global trade was 
done within the region itself; the 
rest took place outside ASEAN. She 
noted that although there had been 
extensive capacity building in the 
region, the right elements have to be 
in place to attract investment and to 
keep momentum going. 

pRiVATE SECTOR 
MOMENTUM

One of these elements is full 
participation by all stakeholders, 
especially the private sector. Malaysia 

are on par with the rest of the world 
but there needs to be a common supply 
base and set of standards which can 
serve the larger region and the global 
market.” Stressing that there also 
needs to be constant analysis of the 
constraints which are hindering the 
free flow of services and investment, 
she said that there were innumerable 
issues underpinning the obstacles 
to development in ASEAN that have 
to be addressed before the region 
could mature and move forward more 
concertedly.

DiSpARiTiES 
HiNDERiNG 
DEVELOpMENT

Currently, countries in ASEAN 
are experiencing differing levels of 
development. This has led to disparity 
in capacity, and a lack of uniformity 
that has sometimes seen the different 
countries working at cross-purposes. 
“Even if you can agree (with your 
foreign ASEAN counterpart) at the 
table, the respective governments 

may prove to be a hindrance to your 
planning, instead of being a help,” she 
said. “Bureaucratic constraints affect 
the ability to be effective.” Among 
the issues discussed when she was 
the Minister of International Trade 
and Industry were the prioritisation 
of certain areas, key services and 
timelines for implementations. 
Timelines for the building up of 
domestic capacity for certain countries 
were also on the agenda.

Despite the collective efforts of 
many countries to set frameworks in 
place several decades ago, progress 
has been slow and fragmented. Rafidah 
remarked that ASEAN markets still 
lagged behind others, and have missed 
many of their targets. One of the 
main thrusts of regional integration 
was to standardise services such as 
nursing and accounting; this would 
enable cross-border movement of 
skilled personnel, as part of the macro 
environment of supplying more trained 
human resources and eliminating 
restrictions while expanding the depth 
and scope of services in the region. 
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is a market and private sector-driven 
economy and is expected to grow, but 
it needs everyone’s full attention.

“If you focus on small issues 
and neglect the businesses and 
opportunities around you, the 
economy will falter because any 
economy is essentially private sector-
driven,” she warned. “You need to 
help yourselves to exploit the potential 
of the ASEAN market. More than 
that, galvanise your position. Don’t sell 
just to ASEAN; go further. Look for 
joint-venture opportunities and seek 
collaboration for synergy. There is 
much to be gained in having footprints 
outside ASEAN; we have already 
signed FTAs with China, India, Japan, 
Australia and Korea.” 

She had stern words for Malaysian 
businesses in particular. “Don’t expect 
the government to do everything for 
you. Do your homework and identify 
potential markets!” she admonished. 
Urging companies to venture 
abroad, she told them to dispense 
with crutches. “Don’t use the same 

using the existing talent in your own 
organisations, or in a particular area. 
For instance, Malaysia has skilled 
accountants and engineers, and a 
strong financial services sector.”

STORM iN THE TppA-
CUp

Commenting on the current 
debate on the pros and cons of the 
proposed Trans Pacific Partnership 
Agreement (TPPA), she stated that 
it would benefit the countries which 
signed on, as it was a market-driven 
agreement. “If it’s properly negotiated, 
you will get what you want,” she 
said. “It’s about giving some of our 
industrial sectors market access in the 
US. Don’t politicise the issue. Besides, 
the TPPA won’t happen tomorrow; it 
will take effect only in 2018.”

Noting that Malaysia had been 
allowed many exemptions and a great 
deal of flexibility, she added that a 
longer transition period had also been 
negotiated. “Companies should be 
ready by 2018, but if there are areas 
we are not comfortable with, there will 
still be the opportunity to review three 
years after implementation, in 2021,” 
she said. “There will be no changes 
to Bumiputera privileges or land 
protection, and under TPPA rules, we 
can export more Malaysian cars to 
the US without duty. This will benefit 
manufacturers of components. Also, 
72.9% of Malaysian textile lines will 
be exempted from tax when entering 
the US. There will also be benefits 
for the government procurement 
sector, services and the construction 
industry. As a developing nation, we 
really shouldn’t be quarrelling about 
most of these matters; instead, we 
should be facilitating trade, growing 
up and moving on!” n

If you focus on small issues 
and neglect the businesses 
and opportunities around 
you, the economy will 
falter because any economy 
is essentially private sector-
driven.

old excuses for not doing what is 
necessary to forge ahead.”

Professionals are catalysts 
for development as well. Rafidah 
suggested that it was time service 
organisations started explaining 
to their members what would be 
required in any move to go cross-
border. Commenting on the diversity 
of economies, cultures and corporate 
norms in the various countries, she 
said, “There are complementarities, 
and great potential in diversity. 
Identify where you can integrate 

Tan Sri Rafidah Aziz and MIA President, Dato’ Mohammad Faiz Azmi
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WHAT SHOULD BE THE POLICY 
STANCE IN THESE TIMES OF 
HEIGHTENED RISK AND VOLATILITY 
AS MALAYSIA SEEKS TO BALANCE 
THE TRIAD OF EXCHANGE 
RATE STABILITY, FREE CAPITAL 
MOVEMENT, AND INDEPENDENT 
MONETARY POLICY?

BALANCiNG THE 
iMBALANCE
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BAlANciNg The iMBAlANce

Currency pegs are usually 
associated with the Central Bank 
buying its own currency to shore up its 
value. The opposite may also happen 
whereby the Central Bank sells its 
own currency to ensure that it does 
not strengthen against the pegged 
currency.   

A good example of the latter is 
Hong Kong, where it was reported that 
the Hong Kong Monetary Authority 
(HKMA) very recently intervened to 
keep the HK dollar 
from strengthening 
against the US dollar, 
to which it is pegged.  
The Hong Kong 
dollar had gained 
against the US dollar, 
purportedly driven by 
the conversion of off-
shore Chinese yuan 
deposits.  Supposedly 
facing an excessive 
influx of foreign 
funds, HKMA soaked 
up USD2 billion 
by selling HK$15.5 
billion to weaken the 
local currency. 

Malaysia, on the other hand, is 
facing the opposite situation with the 
weakening of the ringgit. While the 
ringgit is not pegged to the US dollar, 
Bank Negara Malaysia’s (BNM’s) 
exchange rate policy has been guided 
by a managed float regime with 
intervention using foreign currency 

reserves if and when necessary to 
reduce excess volatility and to ward 
off speculative activities.  

While this approach has been 
successful in the past, economists 
and policymakers argue that BNM is 
currently in a situation where it can 
no longer continue to use the foreign 
currency reserves to defend the 
ringgit. Intervention would deplete 
the reserves, which can lead to further 
loss of confidence in the ringgit. 

Already, foreign 
investors have pulled 
out a total of RM11.7 
billion in funds in the 
year to date, compared 
with RM6.9 billion for 
the whole of 2014.

According to BNM 
data, international 
reserves fell to 
USD116.0 billion as 
at 31 Dec 2014 from 
USD134.9 billion 
as at end-2013.  As 
at 28 August 2015, 
foreign currency 
reserves stood at 
USD94.7billion (see 

graph 1). The reserves position is 
sufficient to finance 7.4 months of 
retained imports and is 1.0 time the 
short-term external debt. According 
to Hong Leong Investment Bank 
Research economist Sia Ket Ee, the 
psychological level of reserves is 
USD92 billion and any amount below 

ALREADy, 
FOREiGN 

iNVESTORS 
HAVE pULLED 

OUT A TOTAL OF 
RM11.7 BiLLiON 

iN FUNDS iN THE 
yEAR TO DATE, 

COMpARED WiTH 
RM6.9 BiLLiON 

FOR THE WHOLE 
OF 2014.

With the ringgit’s plunge to an all-time low since the 
Asian financial crisis, should Malaysia be revisiting 
a currency peg? What options are open to the Central 
Bank to ensure currency and economic stability?

Nov / dec 2015 |  accountants today      21     



BAlANciNg The iMBAlANce

S
T

E
W

A
R

D
S

H
ip

this denotes a reserves to short-term 
external debt ratio of below 1.0.

Given the critical need to balance 
the value of the ringgit against the 
outflow of funds while sustaining 
overall growth prospects, what will 
be BNM’s policy direction in these 
trying times?   How might BNM 
balance the “triad of incompatibility 
– stable exchange rate, free capital 
movement without capital controls, 
(and) independent monetary policy 
with interest/price stability”  in these 
volatile times?

THE TRiAD OF 
iNCOMpATiBiLiTy

While the possible introduction of a 
ringgit peg and capital controls has been 
bandied about as the ringgit plunged to 
its lowest levels in 17 years against the 
US dollar (see graph 3), BNM has 
categorically emphasised that it does 
not expect to peg the currency. 

While currency pegging has been 
dismissed and intervention using 
foreign currency exchange reserves 
has its own limitations, will BNM use 
interest rates to manage the ringgit? 

The trouble with using interest 
rates as the controlling tool is that it is 
difficult to predict when the impact on 
the economy will be felt and the final 
outcomes.  In general, there are time 
lags before changes in interest rates 
affect spending and saving decisions, 
and longer still before they affect 
consumer prices.  It is also hard to 
gauge how much tightening has to be 
implemented before the objective of 
price stability is achieved. 

In theory, where a general price 
increase is led largely by higher costs 
of production and adjustments in prices 
of certain administered items, rather 
than a spike in aggregate demand, 

Graph 2: Weekly Net Flow of Foreign Funds into Malaysian Equity (RM’m) since Jan 
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Graph 3: Malaysian Ringgit (MYR) to 1 US Dollar (USD)
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Graph 4: Malaysia Inflation Rate

Source: Bank Negara Malaysia
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using interest rates as a tool to bring 
down prices is not likely to produce the 
desired result.  

In Malaysia, much of the increase in 
consumer prices is caused by Goods and 
Services Tax (GST) and compounded 
by reductions in fuel subsidies.  As such, 
there is far less pressure from demand-
driven factors and hiking interest rates 
may not result in the desired outcome.  

Inflation expectations (a yardstick 
used to measure general price levels) 
are seen as gaining momentum, rising 
almost across-the-board in recent 
months (see graph 4).  According to 
BNM, headline inflation averaged at 
2.9% in June and July, reflecting higher 
domestic fuel prices and GST, but it 
is below its historical average.  BNM 
further projected for headline inflation 
to trend higher in early 2016 and to 
moderate for the rest of the year.  While 
the monthly headline inflation would be 
subjected to the volatility in global oil 
prices, underlying inflation is expected 
to remain contained amid the stable 
domestic demand condition.

According to BNM, while recent 
global and domestic developments 
have affected the ringgit exchange 
rate and domestic financial markets, 

there remains ample liquidity in the 
domestic financial system.  BNM’s 
stance on monetary policy is likely to 
remain accommodative and supportive 
of economic activity.  This is more 
so when prospects for the Malaysian 
economy to remain on a steady growth 
path very much depend on domestic 
demand being the key driver of growth.

As such, it is not surprising to note 
that BNM through its Monetary Policy 
Committee (MPC) again maintained the 
OPR at 3.25% in its latest MPC statement 
on 11 July 2015, the seventh since BNM 
raised the OPR on 10 July 2014.  This 
decision certainly provides financial 
comfort and continued easy monetary 
conditions for local economic agents, 
who are presently being burdened 
with rising costs of living and declining 
disposable income.

Also, given Malaysia’s high 
household debt to gross domestic 
product (GDP) which stood at 87.9% in 
2014 (or RM940.1 billion), an increase 
in interest rates could strain the debt 
repayment capability. 

BNM’s move is in line with the 
European Central Bank (ECB) and 
the Bank of Japan which are currently 
implementing US Fed-inspired 

According to BNM, 
while recent global and 
domestic developments 
have affected the 
ringgit exchange rate 
and domestic financial 
markets, there remains 
ample liquidity in the 
domestic financial system.  
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quantitative easing and continuing 
with their accommodative monetary 
policies. Likewise, advanced countries 
in the Asian region, such as Australia, 
New Zealand and Korea have also 
joined the bandwagon. 

WHAT LiES AHEAD FOR 
MALAySiA?

In the Malaysian context, not 
only are foreign exchange reserves 
under severe strain, but the balance of 
payments surplus continues to narrow 
due to falling commodity export (crude 
oil, palm oil and rubber) prices and 
rising import prices.  While we have 
successfully diversified our economy 
away from commodity-based exports, 
our nominal effective exchange rate 
(NEER) tracks crude oil prices closely, 
as oil-related revenue has accounted for 
up to 30% of the Federal government’s 
revenue in recent years. Based on a 
recent report by MATRADE, the share 
of oil-related exports (including liquefied 
natural gas (LNG)) remained significant 
at 17% for the period from January till 
July 2015 (see graph 5).  Hence, the 
deteriorating commodity terms of trade 
(CTOT) are one of the reasons for the 
ringgit to undershoot.

The warning comes a week after 
rival Moody’s Investors Service said 
clouds were gathering over its positive 
outlook on Malaysia’s A3 rating because 
of political risks, weak commodity 
prices and the threat posed by China’s 
economic slowdown.

Balancing the triad is already a major 
challenge where it is nigh impossible 
to have all three (i.e. exchange rate 
stability, free capital movement, 
independent monetary policy with 
interest/price stability) at the same 
time.  Adding a fourth dimension in 
the form of political uncertainty into the 

Source: Department of Statistics,
Malaysia (compiled by MATRADE)

Graph 5: Top 11 Major Export 
Products (Jan - Jul 2015)
Total Export RM431.57billion

5.7%  |  RM24.43bil
Palm Oil

4.6%  |  RM20.00bil
Machinery, Appliances & Parts

3.3%  |  RM14.23bil
Optical & Scientific Equipment

2.6%  |  RM11.17bil
Rubber Products

20.2%  |  RM87.26bil
Other Products

35.4%  |  RM152.58bil
Electrical & Electronic Products

7.2%  |  RM31.17bil
Chemicals & Chemical Products

7.0%  |  RM30.28bil
Petroleum Products

6.6%  |  RM28.29bil
LNG 4.0%  |  RM17.21bil

Manufactures of Metal

3.5%  |  RM14.94bil
Crude Petroleum

equation is definitely not something that 
Malaysia can afford.  There’s no doubt 
that Malaysia needs to fasten its seatbelt 
for a bumpy ride ahead.

It must be noted that the current 
Malaysian economic conditions 
are somewhat different from initial 
conditions of the Asian financial crisis 
in 1997/98. While external factors have 
sent shock waves running through the 
Malaysian economy, domestic events 
have also caused turmoil. 

On the domestic front, we urgently 
need to avoid deadweight losses 
associated with weak institutions, poor 
governance, rent-seeking behaviour, 
pervasive corruption and lack of 
openness and transparency. Indeed, 
Fitch Ratings said recent political 
uncertainty could be one important 
factor that could force the agency to 
restore the negative outlook attached to 
Malaysia’s credit rating. n

The opinions expressed here are those 
of the author and do not necessarily 
reflect the position of the Malaysian 
Institute of Accountants.

Adding a fourth 
dimension in the form 
of political uncertainty 
into the equation is 
definitely not something 
that Malaysia can 
afford.  There’s no 
doubt that Malaysia 
needs to fasten its 
seatbelt for a bumpy 
ride ahead.
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Combating 
Profiteering
THE PRICE CONTROL AND ANTI-PROFITEERING 
REGULATIONS (PCAPR) 2014, INTRODUCED IN 
JANUARY 2015, AIMS TO CURB PROFITEERING 
IN THE WAKE OF GST IMPLEMENTATION.

work out what was “unreasonably high.” 
When determining this, said Hamilton, 
the factors taken into consideration 
were the suppliers’ costs, supply and 
demand conditions, geographical and 
product markets, existing taxes on 
goods and any other relevant matters 
relating to the prices charged for goods 
and services.

Surprisingly, other seemingly 
unrelated factors can also affect the 
difficulty of complying with PCAPR. 
These range from brand recognition 
and structural issues, to the impact 
of other legislation, the cost and 
complexity of compliance, and risk 
management. In the matter of brand 

replace existing legislation and address 
concerns that businesses would use 
pricing confusion to dupe consumers. 
The subsequent Price Control and 
Anti-Profiteering Regulations (PCAPR) 
2014, introduced in January 2015, is the 
revamped PCAPA.

WHAT’S REASONABLE?

One key aspect of price control 
legislation is the mechanism used to 

“Some people will definitely try to 
take advantage,” stated Bruce Hamilton, 
Tax Director, Deloitte Malaysia, at the 
recent GST Conference 2015. The 
main concern will be the possibility 
of profiteering – the making of 
unreasonably high profits in the wake of 
the replacement of the Sales & Service 
Tax (SST) with GST.

To counter this, the government had 
earlier introduced The Price Control and 
Anti-Profiteering Act 2011 (PCAPA) to 

The iMPleMeNTaTioN of GST iN MalaySia MeaNT ThaT SoMe leGaCy TaxeS 
would be RePlaCed, aNd The eNSuiNG MaRkeT CoNfuSioN PReSeNTed 
GoldeN oPPoRTuNiTieS foR PRofiTeeRS aNd fRaudSTeRS. 
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issues, for instance, brand owners 
bear all brand risks, although they 
have relatively little control over the 
retailers who sell their products. 
“Negative publicity of branded goods 
affects sales,” Hamilton remarked. “If 
it was caused by the distributor or 
retailer, the brand owner may have to 
deal with its negative impact, although 
the brand owner actually had very 
little direct control over the sale. The 
PCAPR does not deal satisfactorily 
with this.”

Structural issues are another 
cause for concern. Businesses are 
usually monitored for profitability on 
a Stock Keeping Unit (SKU) basis but 
accounting systems can seldom be 
configured to allow specific costs to 
be allocated at SKU level. “SKU levels 
also differ between branches because 
of rental and other costs,” he explained 
further. “All this has to be taken 
into account when setting margins. 
Compounding these difficulties is the 
enforcement of PCAPR which may 
differ between enforcement units 
because different enforcers have 
a different understanding of the 
legislation, and tend to act as they 
see fit.”

prices to reduce the possibility of being 
in breach of the PCAPR.

In further discussions chaired by 
Oliver Christopher Gomez, Editor, 
Malaysia SME, he added that staff 
should be trained to be proactive 
particularly when receiving complaints 
or dealing with audits. “Some notices, 
like ‘Notice 21’ must be responded to 
within three days of receipt,” he said. 
“It is an offence if you do not respond 
within the stipulated period.” But 
authorities were generally very helpful, 
and are prepared to listen. “They will 
allow you a little more time to respond 
if they find you are trying to cooperate 
with them,” he added. “The important 
thing is to respond immediately.”

To a query on ways of managing 
possible fallout from the negative 
effects of complaints caused by 
negligent retailers, Hamilton said that 
brand owners could require retailers or 
franchisees to agree to an undertaking 
that spells out the liabilities of respective 
parties, in the event of any brand-related 
incidents. 

To another query about more 
regulations or amendments to existing 
laws in the near future, however, he 
said, “There’s no indication of that.” n

NEGATiVE pUBLiCiTy OF 
BRANDED GOODS AFFECTS 
SALES. iF iT WAS CAUSED 
By THE DiSTRiBUTOR OR 
RETAiLER, THE BRAND 
OWNER MAy HAVE TO DEAL 
WiTH iTS NEGATiVE iMpACT, 
ALTHOUGH THE BRAND 
OWNER ACTUALLy HAD VERy 
LiTTLE DiRECT CONTROL 
OVER THE SALE. 

Members of the Panel (L-R): Koh Soo How, Tan Sim Kiat, Dr. Veerinderjeet Singh, Suhaimi Illias, Bruce Hamilton

SHOULD yOU REViSE 
yOUR pRiCES?

Many businesses are struggling 
although they have not increased their 
prices, he noted, advising businesses to 
understand the intention of the PCAPR 
2014 before they decide whether or not 
to make pricing adjustments. “You need 
a reasonable explanation for raising 
your prices,” he cautioned. “Don’t let 
your customers go away unhappy. They 
will complain to the authorities, and you 
may find yourself being investigated.” 
Instead, he advised businesses to 
consider how best to configure their 
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GST 
iNTO THE 
FUTURE

WHAT CAN MALAYSIANS EXPECT 
AS WE LEARN TO LIVE WITH GST?

With the implementation of GST, risk management 
strategy will be critical, said Dr. Veerinderjeet Singh, 
Council Member / Chair, Tax Committee, MIA. This 
is inevitable because “we are looking at broad fiscal 
reform – in fact, the actual reform of the entire tax 
system.”

Risk management strategy was imperative at 
this point, he added because of the developing risks 
involving tax. “There are basically six types of risk – 
transactional, procedural and compliance, operational, 
financial, market and reputation and personal risk,” he 
said. “In Malaysia, some companies have already been 
fined for GST violations and have suffered reputational 
risk from adverse publicity. About RM31 billion is 

expected to be collected from 
GST, as compared to just 
RM15 billion under the Sales 
& Service Tax – but many of 
us are actually encouraging 
non-compliance in our daily 
lives without realising it. This 
is common especially in the 
case of small suppliers or 
contractors who don’t issue 
tax invoices because we 
usually pay in cash. This helps 
them avoid paying tax.”

The implementation 
of GST is generally viewed 
as being able to spur 
better documentation, 
and ultimately, facilitate 
compliance and an increase 

in the collection of tax revenues. “There is also the 
issue of accountability. People will want to know how 
the additional tax collected will be spent. For a start, 
with additional funds, there will be a better balance of 
payments.” 

However, there were still issues to be resolved. 
One of these is the fact that there are many entities 
which have not yet registered. Both education and 
clarity are needed relating to guidelines and specific 
GST-related matters. “Only continuous efforts that 
address all these issues will be able to reform the tax 
system,” he stated.

AlThough crystal ball gazing might not be 100% accurate, 
it can provide some leads to what Malaysians can expect, and 
importantly, how we can prepare for the future impacts of GST. 
The GST Conference 2015 brought together industry veterans 
and GST specialists on one platform to debate business prospects 
and possible changes to GST regulations as the tax regime and 
economy matures. 

6
types 
of risk
transactional, 
procedural & 
compliance, 
operational, 
financial, 
market & 
reputation
and personal 
risk.
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GST iNFLATiON AND 
ECONOMiC iMpACT

What has happened since the 
introduction of GST, and what has 
its impact been so far? The good 
news is despite the naysayers, the 
economy didn’t crash. “Second 
quarter GDP numbers show that the 
economy slowed from 5.6% to 4.9%,” 
said Suhaimi Illias, Chief Economist, 
Maybank. “But this could be due to 
factors other than GST. The impact 
has been felt by SMEs, but not so 
much by big companies. Refunds are 
taking time, but Malaysia’s experience 
is no different from that of other 
countries which instituted GST. 
Inflation has breached 3% but it’s not 
all GST-related.” 

Koh Soo How, Tax Partner and 
Accredited GST Tax Advisor, PwC 
Singapore remarked that when 
Singapore implemented GST in 1994, 
there was a spike in the first quarter 
after its introduction, but this levelled 
off. “The same thing happened in the 
UK in the early 1970s,” he said. “Other 
factors affected consumer spending.”

Bruce Hamilton, Tax Director, 
Deloitte Malaysia concurred, adding 
that the same thing happened in 
Australia but the situation went back 
to normal very quickly. “It was not an 
issue six months later,” he confirmed. 

Tan Sim Kiat, Deputy Director of 
Customs, noted that at a rate of 6%, 
GST had increased GDP by 0.3% so far. 
“Imports and exports have increased,” 
he said. “The only sectors which have 
seen a decrease in growth have been 
agriculture and forestry. Everything 
else has shown positive growth.” 

Hamilton remarked that it was 
difficult to advise businesses at this 
point because imbalances in situations 
like these have a tendency to correct 

themselves. “Other countries experienced 
similar situations,” he said. “Systems need to 
be ‘tweaked’ but things will eventually go back 
to normal.”

GUiDELiNES AND 
CHANGiNG REGULATiONS

To a query from Dr. Veerinderjeet about how 
Customs has been handling issues, Tan said that 
before implementation many guides had been 
issued to show clients how to be GST-compliant. 
He mentioned the Director-General’s Decisions, 
and said that this may be translated into law later, 
or be interpreted as certain facets of the law. “A 
lot of procedures are being made to facilitate 
business, such as can be found in Section 17(b) 
of the GST Act,” he said. “Facilities are being 
provided to address complaints. Singapore did 
something similar, changing regulations to 
accommodate market and business needs. But 
the GST Act will prevail over all; in terms 
of customer response, no charter has been 
developed yet.”

Lauding the fact that some businesses are 
experiencing relief at having put through their 
first and second submissions successfully, 
Hamilton pointed out that this was an indication 

Second quarter 
GDP numbers 
show that the 
economy slowed 
from 5.6% to 
4.9%. But this 
could be due 
to factors other 
than GST. The 
impact has been 
felt by SMEs, but 
not so much by 
big companies.

Suhaimi Illias, 
Chief Economist, 
Maybank.

gST iNTo The FuTuRe
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that the situation was improving. “But 
it’s not over yet,” he cautioned. “A lot of 
businesses will find themselves having 
to deal with risk management issues 
later.” 

Koh called for more clarity from 
Customs on many issues. “Customs 
has done a good job, dealing with more 
than 300,000 companies; in comparison, 
Singapore only had about 90,000 to 
deal with,” he said. “But in 20 years, 
I’ve never seen a GST return that has 
been without a mistake! Perhaps those 
who comply conscientiously should be 
given some sort of incentive – perhaps 
have audits waived for five years, or 
something similar.”

DiGiTAL iSSUES

Dr. Veerinderjeet remarked that the 
digital economy also posed a challenge, 
felt particularly by big businesses. 
Agreeing with him, Koh noted that 
one big issue was the download of 
software from offshore sources that 
bypassed GST, and felt that this was 
one revenue gap that needed to be 
plugged. “The government needs to 
look at this,” he urged. “Japan and 
Korea are already formulating new 
legislation to address this, as well as 
Base Erosion Profit Shifting (BEPS). 
Australia and New Zealand are moving 
in a similar direction and Malaysia will 
have to consider it soon, if it wants to 
be seen as a good corporate citizen.” 
Tan confirmed that there were some 
provisions currently in place for this.

AMENDMENTS AND 
iNTERNATiONAL 
HARMONiSATiON

There was consensus that Malaysia 
will see amendments to the GST Act, as 
has happened in all countries. “In New 

Zealand for instance, there were 21 
amendments made in the first five years 
of GST implementation,” said Hamilton. 
But Dr. Veerinderjeet advised caution, 
saying that in introducing laws, it must 
be recognised that every country is 
different, and that laws should not be 
introduced on the grounds that “other 
countries are doing it.”

Koh remarked that the main 
challenge of harmonisation was finding 
the lowest common denominator but 
this was complicated because different 
countries and markets had different 
maturity levels. “Political leadership is 
needed in this,” he said. “It’s missing 
at the moment. VAT or GST has to be 
on the political agenda when leaders 
meet. Until that happens, there won’t 
be convergence or harmonisation.”

Suhaimi agreed, adding, “The 

process of harmonisation can be quite 
disharmonious! Maybe those who are 
prepared can move ahead, and those 
who are not ready can be helped by 
those who have already gone through 
the experience. So far, this sort of 
action has been viewed as government 
initiatives but it is time that businesses 
in the region made more concerted 
efforts in the matter.” 

GST RATE iNCREASES?

Although GST has barely settled 
in, there was speculation over when 
the current rate would be increased. 
However, Hamilton was of the opinion 
that this would not happen anytime 
soon. “Australia introduced GST in 
2000 because of political issues but has 
not increased it since then,” he said. 
“But I will not be surprised if the rate 
goes up to 8% in two years, and reaches 
10% by 2020.”

Suhaimi, on the other hand, felt 
that an increase would only happen 
in the second half of 2020, and “not 
before the next election. It can increase 
but this has to be accompanied by a 
decrease in corporate and individual 
tax rates,” he said. 

Despite ongoing debate, it is unlikely 
that there will be more exemptions, as 
this will impact adversely on revenue. 
Koh urged businesses to raise issues. 
“You’ll be helping to frame or tweak 
legislation when you do this,” he 
said. “And if you don’t raise anything, 
Customs won’t know there are issues!” 

Concluding that GST will not be 
reduced or abolished, Dr. Veerinderjeet 
declared, “It’s here to stay.” He 
advised businesses to focus on their 
responsibilities under GST law and to 
manage risks and strategise effectively. 
“Be always alert and aware of current 
issues, and what is happening.” n

The process of 
harmonisation can be 
quite disharmonious! 
Maybe those who are 
prepared can move 
ahead, and those who 
are not ready can be 
helped by those who have 
already gone through the 
experience. So far, this 
sort of action has been 
viewed as government 
initiatives but it is 
time that businesses in 
the region made more 
concerted efforts in the 
matter.
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HOW CAN business use 
Big Data to cushion the 
impact of even bigger risks?

BiG RiSKS 
REqUiRE 
BiG DATA 
THiNKiNG
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Big RiSkS RequiRe Big dATA ThiNkiNg

sInCe the implosion of the global 
financial crisis in 2008, it seems 
as though a different sort of 
risk is lying in wait around 
every corner. Certainly, risk is 
high on the agenda of many 
businesses and conferences, 
and it was no different at the 
recent MIA Big Data Analytics 
Conference 2015.

According to the World 
Economic Forum’s Global Risks 
Landscape 2015, which maps global 
risks across the different categories – 
economic, environmental, geopolitical, 
societal and technological, the big risks 
that are more likely and have higher 
impact are water crises from droughts 
and flooding, interstate conflict, climate change, 
underemployment or unemployment in terms of 
social unrest and wellbeing. 

Despite our sensitisation to risks, is the world 
today really a more risky place? Rick Payne, Finance 
Direction Programme Lead, ICAEW postulates based 
on various data points – including US share volatilities 
since 1930s and global deaths in conflicts – that there 
is no real trend that indicates that the world is a more 
risky place apart from the peaks and troughs. In 
contrast, factors such as improvements in the Human 
Development Index, increases in life expectancy 
resulting in population growth and the decline in 
global poverty levels despite growing inequality even 
suggests that we are managing risks well. 

HOW CAN BiG DATA 
ANALyTiCS SUppORT RiSK 
MANAGEMENT? 

“It is not about the data, it’s about the analysis 
facilitated by the cloud computing power that 
allows us to work with this data without huge 
capital investments,” explained Payne. For example, 
analytics can be deployed to help insurers measure 
and quantify flood risks more accurately, improving 
flood protection coverage and insurance premium 
pricing decisions. These analytics include data 
from sensors, satellite imagery, historical climate 

data as well as climate change forecasts and 
historical claims verification information. 

But there are possible downsides to 
big data analytics – that of robots stealing 
routine-based jobs thereby increasing 
unemployment risk or terrorists using 
social media to carefully select instigators 
thereby increasing geopolitical risks, said 
Payne. There will inevitably also need to 

be a trade-off between how much data is 
gathered to generate insight versus increasing 

privacy and security concerns.

UpSKiLL iN STATiSTiCS

Big data thinking is about getting better data 
or evidence and improving analytical techniques 
coupled with processing power. In order to take the 

emotions or subconscious bias out of big data thinking, Payne 
advised finance professionals to be more rigorous with statistics. 

AUDIT & TAX 
PRACTICE WANTED

Classified

Exit in the professional industry is NOT about selling 
the goods BUT something about handing over your 
responsibility and client relationship to the RIGHT 
successor.
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your succession plan in 2-3 years time.
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Rick Payne
Finance Direction 
Programme Lead, 
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“Finance professionals have to 
up their statistical game from 
Statistics 101 of understanding 
cor relations, standard 
deviations, variance analysis to 
Statistics 102 of understanding 
multivariable regression analysis, 
hypothesis testing and maybe 
Bayesian statistics.” Payne also 
recommended that accountants 
dabble with the free, statistical 
programming language called R 
which has the ability to manipulate 
big data sets, to gain confidence in 
basic statistics. 

Visualisation is also a necessity 

to quickly make sense of huge data 
sets. However, “If we get carried away 
with the infographics, it is very easy to 
fall into the trap of showing something 
pretty, as opposed to aiding the 
understanding of the issue at hand,” 
said Payne. 

Get familiar with the world of data 
science. “For example we interact 
with data scientists via meetings and 
data dives which are events that bring 
the data science community together. 
ICAEW also has round tables and events 
to engage with these technologists and 
links with top universities with big data 
centres,” said Payne.

At the end of the day, the power 
of analytics lies with the wielder. 
Conscience and a moral compass 
will be fundamental to deploying big 
data for the greater good. “Big Data 
Analytics is like any tool, it can be used 
for good or evil. We need more than big 
data thinking, to really take advantage 
of big data analytics. We need integrity 
and the use of ethical thinking to 
ensure that we use big data analytics to 
manage risks and to manage for social 
good,” concluded Payne. n

The Global Risks landscape 2015 – world economic forum.

BiG DATA 
ANALyTiCS iS 

LiKE ANy TOOL, iT 
CAN BE USED FOR 

GOOD OR EViL. WE 
NEED MORE THAN 

BiG DATA THiNKiNG, 
TO REALLy TAKE 

ADVANTAGE OF BiG 
DATA ANALyTiCS.
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EVERYONE, FROM AUDITORS TO PREPARERS TO THOSE 
CHARGED WITH GOVERNANCE (TCWG) MUST PREPARE 
FOR THE MAJOR CHANGES IN AUDITOR REPORTING.

In April and July 2015, the MIA had 
adopted the new and revised auditor 
reporting standards as Malaysian 
approved standards. The changes to 
auditor reporting will be effective for 
audits of financial statements for periods 
ending on or after 15 December 2016.  

The MIA and MICPA have formed 
a joint working group to support the 
implementation of enhancements to 
auditor reporting in Malaysia. The 
Securities Commission had also set up 
a task force to identify implementation 
risks and issues and accordingly, 
develop strategies and provide 
guidance to address such issues as 
they arise. Further, Bursa Malaysia had 
recently issued for exposure proposed 
amendments to the Main Market and 
ACE Market Listing Requirements to 
complement the new auditor reporting 
requirements. 

WHAT’S DiFFERENT?

What’s different between the old and 
new auditor reports? First and foremost, 
the overarching principle is that the audit 
report cannot be the source of original 

Reporting 
in the future

The new auditor’s report is expected to 
be a game-changer, according to the CG 
Breakfast Series with Directors: Future 
of Auditor Reporting jointly organised 
by MIA, CPA Malaysia and Bursa 
Malaysia Securities Berhad, which ran 
on two separate days in September and 
November 2015.

“The new and revised Auditor 
Reporting Standards are set to 
enhance the informative value of the 
auditors’ report by providing further 
insights into the audit of the financial 
statements of an entity,” explained 
Lee Tuck Heng, Chairman of MIA’s 

Auditing and Assurance Standards 
Board (AASB). 

Furthermore, the innovations have 
far-reaching implications which require 
careful considerations and planning by 
all participants in the financial supply 
chain, including directors, financial 
statement preparers, auditors and 
regulators. “It is important to engage all 
participants in the financial supply chain, 
not just auditors, on the new auditor’s 
report,” said Thong Foo Vung, Council 
Member of MICPA and member of the 
MIA Auditing and Assurance Standards 
Board. 

Panel Speakers (L-R): Lee Tuck Heng, Lim Fen Nee, Dr. Teh Chee Ghee, Thaya Sangara Pillai
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The audit innovations also place 
significant focus on Going Concern issues, 
and proper accountability for the Going 
Concern. It is the Directors’ responsibility 
to determine that a company is able to 
continue operating on a going concern basis 
and disclose material uncertainties in the 
financial statements. “It is not the auditor’s 
responsibility to assess or determine if the 
company is a going concern,” cautioned 
Thong. “The auditor’s responsibility is to 
evaluate the appropriateness of Directors’ 
use of the going concern assumption in 
the preparation of financial statements 
and whether material uncertainties are 
appropriately disclosed in the financial 
statements.” 

Importantly, presentation and formats 
will change too. The opinion section will 
be presented first followed by a Basis of 
Opinion section. Included in the Basis 
of Opinion section will be an affirmative 
statement about auditor independence and 
other ethical responsibilities. New sections 
– Material Uncertainty Related to Going 
Concern and Key Audit Matters (KAM) – 
have been introduced, besides a new section 
to report on the auditor’s work relating to 
other information. There is an improved 
description of the auditor’s responsibilities 
and key features of an audit.

RePoRTiNg iN The FuTuRe

information about an entity (see Table 1). 
This is to preserve the separate responsibilities 
of Those Charged with Governance (TCWG) 
and management as providers of original 
information, and the auditor respectively. 
This implies that the matters disclosed would 
have been communicated to the Board and 
Management. This also suggests a deeper 
process of consultation, client engagement 
and insights into the business, which means 
that auditors need to understand their clients’ 
businesses thoroughly. Further, this preempts 
the production of boilerplate audit reports 
which offered little insight previously. The 
entire process of new auditor reporting has 
been structured for better governance and 
greater transparency.

Perhaps the biggest impact will be in the 
area of Key Audit Matters (KAM), which are 
anticipated to be especially challenging to all 
involved in the financial disclosure process. 
“Key audit matters are those matters that, 
in the auditor’s professional judgement, 
were of most significance in the audit of the 
financial statements of  the current period,” 
explained Lee. “KAM will often relate to areas 
of complexity and significant management 
judgement, e.g., impairment, going concern, 
and valuation of financial instruments.”

KAM are selected from matters 
communicated with TCWG. While KAM is 
required to be communicated in the auditors’ 
report for audits of financial statements of 
listed entities, KAM may be required by law 
or regulation, or the auditor may provide KAM 
voluntarily for other entities. 

In determining KAM, the auditor is required 
to explicitly consider:

• Areas of higher assessed risks of 
material misstatement or significant 
risks

• Areas requiring significant auditor 
judgement relating to areas of 
significant management judgement

• Effect of significant events and 
transactions on the audit.

The auditor’s 
responsibility is 
to evaluate the 
appropriateness 
of Directors’ 
use of the 
going concern 
assumption in 
the preparation 
of financial 
statements and 
whether material 
uncertainties are 
appropriately 
disclosed in 
the financial 
statements.
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Challenges of the New 
Reporting format
HOW WILL THE NEW FORMAT IMPACT THE VARIOUS 
STAKEHOLDERS? AND WHAT CHALLENGES AND 
OPPORTUNITIES CAN BE DERIVED FROM THIS PROCESS OF 
ADAPTATION?

key audit matters being reported. 
Greater transparency will please 

markets. “Investors will be happy – 
there will be more information on how 
various issues affect the company. It will 
also allow stakeholders to immediately 
identify relevant issues,” said Pillai. 

However, Teh opined that while 
learned investors and analysts may 
appreciate the new auditor’s report, 
there may still be worry about 
confidentiality, misinterpretation, and 
divulging too much to the general 
public, in particular, the competitors 
from the same industry. Competitors 
would closely follow the auditor’s report 
and the financial reports. 

Pillai mentioned that the new report 
would facilitate comparisons between 
companies in the same industry. But 
Teh cautioned that the language used in 
the reports will have to have less jargon 
and be more widely understood by a 
larger range of users, whilst Pillai said 
that auditors may have to potentially deal 
with more queries from shareholders.

“With the new report, the layman 
will have a chance to understand why 
the auditor thinks a certain issue is 
identified as KAM,” Pillai said. “Auditors 
may find themselves under more 
pressure because they will be queried 
more as a result of the more informative 
report.” 

Teh agreed, adding that more 
openness could affect certain issues 
like close calls that can get blown out 
of proportion and lead to too many 
misinterpretations and presumptions. 
“If this happens, it may be difficult 
to clarify and explain  because of the 
number of issues to be clarified and 
stand corrected, and costs could go up 
because of the time taken to provide 
such assurance,” he said. 

To mitigate possible difficulties, get 
a headstart. Lee urged companies not 

unsuRpRIsIngly, many concerns 
aired during the panel segments of the 
CG Breakfast Series with Directors: 
Future of Auditor Reporting related to 
pressures on resources and costs, as 
well as the added skillsets needed to 
enhance compliance.

Will costs go up? “The main issue 
from the Board’s side is cost versus 
benefit,” said Dr. Teh Chee Ghee, 
Independent Non-Executive Director of 
three listed companies and a Council 
Member of MICPA, who added that 
the changes implied thicker reports, 
and raised the issue of who would 
undertake the writing, documentation 
and other sundry minutia of the task. 
“Some companies might like to attract 

institutional investors but family-owned 
companies might not see the value.” 

Lim Fen Nee, Project Advisor, 
Securities Commission Malaysia and 
Head, Audit Oversight Board, said 
that based on the UK experience, 
costs did not rise very much but 
there was increased appreciation for 
the benefits of audit. However, Thaya 
Sangara Pillai, recently retired Senior 
Partner from the Assurance Practice, 
PricewaterhouseCoopers, expects costs 
to increase as Malaysian preparers 
would need to build capacity and 
competency to cope with the increased 
transparency in audit reports. This 
would necessarily involve significant 
dialogue and review with auditors on 
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to delay. “As this is new, there will 
be a learning curve. It is important 
for those charged with governance 
to understand the standards and 
have extensive discussions with the 
auditors on the implementation of 
the standards.” 

KAM is particularly challenging, 
so don’t sit on KAM until the last 
minute. “Deal with the issues on a 
quarterly basis and consider making 
quarterly disclosure to perhaps 
avoid KAM reporting later on,” 
advised Lee. Set aside adequate time, 
especially for multiple interactions 
and reviews. Speaking based on the 
UK experience, Lee said that it took 
“many drafts before everybody was 
satisfied with the KAM text. It is not 
so easy to draft KAM in a neutral 
manner. Some Boards even get 
lawyers involved.” 

However, Lim noted that 
resorting to lawyers might 
defeat the purpose of clarifying 
communications, or as Teh put it, 
“lawyers will make it too legalese”. 
Said Lim, “The language used to 
draft the report is meant to be as 
clear and concise as possible. 
Companies have to understand their 
business model because that drives 
disclosure and clarifies why KAM of 
a certain nature would be relevant 
to one company and yet not another, 
even if it was from the same industry. 
To avoid boilerplate reporting, 
companies will need to staff the right 
personnel in the financial reporting 
function, and there will need to be 
more engagement with Board Audit 
Committees.”

Much of the onus for change 
lies on the shoulders of the Board 
Audit Committee and the Board of 
Directors, who must increase their 
vigilance and enhance oversight, 

advised Lim. “Malaysian Boards 
are attuned to the compliance 
mindset and the tendency is to go 
for minimum disclosure,” said Pillai. 
With the changes, Boards will need 
to “drive reporting from the top and 
ensure buy-in. If you leave disclosure 
up to the finance function you will not 
get much change,” he added. “You 
need to build bridges between finance 
and business and help finance to 
understand the business to improve 
the quality of disclosure and to break 
the culture of minimum disclosure.”   

Understandably, Boards are 
leery of increased liability risks 
with expanded disclosure, especially 
pertaining to KAM and confidentiality 
issues. Are safe harbour provisions 
available for directors? How can 
regulators and directors engage to 
address liability issues? Lim assured 
directors that regulators are in 
dialogue with market players to take 
these issues into account. Currently, 
safe harbour provisions are available 
to auditors so long as the audit 
report is prepared in good faith. 
More dialogue is needed on whether 
similar safe harbour provisions can 
apply for directors. “It is important 
to discuss the boundaries of 
appropriate disclosure. This new 
audit report is a learning curve for 
all of us and a catalyst for further 
discussion with all in the financial 
reporting ecosystem.”

Importantly, “do a dry run in 2015,” 
advised Pillai. “Analyse the process 
and identify areas of concern. Then 
you can incorporate your findings and 
improve on the actual reporting by the 
time you are required to produce the 
statement for 2016.” n

Reporting by the Accountants Today 
Editorial Team

aT a GlaNCe
what’s different?
overarching Principle
Audit report cannot contain original 
information about the entity

Changes for listed entities:
New section on Key Audit Matters

Disclosure of other Information (oI) 
not received as at audit report date 
and of related auditor responsibilities

Disclosure of the engagement 
partner’s name

Changes for all companies:
Auditor’s opinion presented first

Affirmative statement about the 
auditor’s independence and other 
ethical responsibilities 

Separate heading “Material 
uncertainty Related to Going 
Concern” when a material uncertainty 
exists and is adequately disclosed.

New section to address oI when such 
information is presented with the 
audited financial statements.

Improved description of auditor 
responsibilities and the key features 
of an audit.

Table 1
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BIg data analytics (BDA) will be 
a key differentiator in a borderless 
and globalised world where markets 
and business seem to be becoming 
increasingly generic and homogenous 
day-by-day. Leading the BDA charge 
in Malaysia is national research and 
development agency, MIMOS, which 
has launched the Big Data Analytics 
(BDA) Digital Government Lab 
(DGL), as part of the wider Digital 
Government Open Innovation 
Network (DGOIN), an initiative to 
accelerate BDA adoption in Malaysia. 

the data in near real-time, amongst an 
array of benefits of BDA.

Of course, the sheer amount of data 
available means that the right tools 
will be indispensable to optimise and 
manage the gargantuan data pool or 
lake. “A data lake is a combination of 
structured and unstructured data that 
does not only look at a snapshot of data, 
but includes ‘long data’, i.e. data over 
time and also contains the linkages 
of data – e.g. just like a family tree,” 
explained Thillai Raj T. Ramanathan, 
Chief Technology Officer, MIMOS.

How sHould data assets be managed 
to optimise the hidden values from 
structured and unstructured data in an 
overwhelming data lake? MIMos shares 
its experience and its tools.

VALUiNG
BiG DATA
ASSETS

A data lake is a combination of structured and unstructured 
data that does not only look at a snapshot of data, but includes 
‘long data’, i.e. data over time and also contains the linkages 
of data – e.g. just like a family tree.

Thillai Raj T. Ramanathan,  Chief Technology officer, MIMoS.

At the recent MIA Big Data 
Analytics Conference 2015, MIMOS 
offered eye-opening examples of the 
power of big data analysis in crunching 
data available publicly online or 
obtained from government agencies. 
MIMOS applied BDA to analyse 
how the trends of GST sentiments 
correlated with the price of chickens 
and how routes travelled by police 
vehicles in Klang Valley correlated 
with crime rates in specific areas. 
MIMOS also showed off the ability 
to do drill downs to further analyse 
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MIMOS has built tools in order to 
obtain and manage its data lake today 
via the key processes below: 

daTa haRVeSTiNG using the Mi-Clip 
tool – the process of collecting data 
from various sources. For example, 
unstructured data can be collected 
from media and blogs and structured 
data from machines (e.g. sensors), and 
SQL databases within the enterprises. 

daTa CleaNSiNG using the 
Mi-Morphe tool – the process of 
detecting and correcting (or removing) 
corrupt or inaccurate records from a 
data set. For example, algorithms can 
be used to flag similar phrases such 
as “Selangor DE” and “Selangor” in a 
data set for validation that it refers to 
the same state. Without data cleansing, 
if garbage goes into the analytics, 
then inevitably garbage will also be 
produced as a result of the analytics. 
The GIGO (garbage in, garbage out) 
rule applies here.

daTa haRMoNiSiNG using the 
Mi-Harmony tool – this is the process 

of building relationships and meaning 
with multiple terminologies based on 
data from heterogeneous sources, 
e.g. identifying that “Nama Pesakit” 
provides the same data as “Patient 
Name” when looking at hospital 
records.
daTa aNoNyMiSaTioN using the 
Mi-Scramble tool – the process of 
data scrambling to encrypt or mask 
the personally identifiable sensitive 
information for the purpose of privacy 
protection, e.g. masking the identity of a 
patient in a hospital record, but in such 
a way that the same scrambled identifier 
can be used as a key for subsequent 
data analysis for the now-anonymous 
patient.

Value exTRaCTioN using machine 
analytics with the Mi-Intelligence tool – 
to create insights based on the collected 
data. This is the process of using semantic 
analysis or the relevance engine to filter 
only what is relevant before the artificial 
intelligence engine processes the 
remaining data to extract the required 
value. For example, with regards to 
GST sentiment analysis, this means 

translating the data source to assess 
emotions or sentiments. An engine of 
Mi-Intelligence uses machine learning 
and natural language processing 
(NLP) to process the collected data in 
Malay and English and build internal 
structures representing the meaning of 
the material read – not at the word level, 
but at the paragraph level. For machine 
learning, the machine first needs to be 
taught the baseline via examples and 
subsequently uses algorithms to look 
at patterns in the data to determine the 
required analytics. 

kNowledGe ViSualiSaTioN using 
a business intelligence (BI) tool such 
as Tableau. “The toughest part is in 
gathering the data. 80% of the effort 
is expended in steps 1-5 above. The 
easy part is putting it into a BI tool 
for visualisation,” said Thillai, based on 
MIMOS’ experience of working on big 
data for six years now. 

Further details on the tools 
mentioned above are available on 
http://www.mimos.my/tech/.
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Constraints on revenues amidst difficult global economic conditions resulted in the 
crafting of an underwhelming budget for 2016. looking ahead, tax authorities will have to 

be far more innovative in setting tax strategies in order to broaden and increase tax revenues 
– expect heftier sin taxes, exit taxes and crossborder information-sharing agreements to 

become the norm as governments seek to collect more taxes to finance their agendas.
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revenue
it will be challenging to 
meet next year’s targets. 
revenues are falling, so 
the main question will 

be how to increase 
tax revenue 
collection.

The 2016 Budget was difficult to plan, as it is clear that 
the government has to grapple with the fiscal deficit while 
contending with falling revenues. 

“It will be challenging to meet next year’s targets. 
Revenues are falling, so the main question will be 
how to increase tax revenue collection,” remarked 
Dr. Veerinderjeet Singh, Council Member/Chair, Tax 
Committee, MIA, at the recent MIA Budget 2016 series of 
nationwide seminars.  

Overall, growth is expected to be slower in 2016, with 
a knock-on effect on consumption. “If the economy slows, 
consumption will decrease. When consumption decreases, 
so will GST. We shouldn’t be asking ‘Why GST?’ anymore 
at this stage; we have to live with it. It’s here to stay,” he 
added. Understandably, the 2016 Budget shows heavy 
reliance on GST revenue. Going ahead, declining GST 
collections due to slowing consumption will in turn be 
compounded by diminishing petroleum taxes on rock-
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bottom oil prices, typically a mainstay 
of the Malaysian government revenue. 

“Harsh economic reality has 
set in,” said Mohd Afzanizam Abdul 
Rashid, Chief Economist, Bank Islam 
Malaysia Berhad. “Nobody expected 
oil prices to take such a beating. This 
has seen revenue declining. There 
is still liquidity in Malaysia, but the 
cost of capital is prohibitive and is 
getting higher. Although the economy 
grew by 4.7% in Q3 2015, consumer 
sentiment is low, and this is reflected 
in actual spending. There has been 
less private investment; the Budget 
measures show a government in fiscal 
consolidation mode.” He suggested that 
BR1M (Bantuan Rakyat 1 Malaysia) 
payments be revisited and recalibrated; 
distribution of payments needs to be 
managed more efficiently. “There are 
better ways to increase productivity,” 
Dr. Veerinderjeet said. “We should be 
wary of becoming a nation dependent 
on handouts.”

Despite the constraints, K. Sandra 
Segaran, Tax Advisor, Petronas, stressed 
that the government is expected to spend 
and maintain development expenditure. 
However, no new tax incentives were 
announced, said Dr. Veerinderjeet, since 
this is a “conservative Budget. The 
government has limited capability and 
is already putting a lot of resources into 
the economy. It cannot do much more.”

Meanwhile, Segaran remarked 
that everyone wants ‘goodies’ but all 
incentives like reinvestment allowances 
should have a lifespan. He stressed, 
“They should not go on forever.” Md 
Taufiq Md Ralip, Head of Corporate 
Direct Tax Policy Unit, Tax Division, 
Ministry of Finance, said incentives 
have to be given in a counter-cyclical 
way, i.e. there should be taxes in good 
times, and incentives granted when 
times were hard. 

GST REViSiTED

Right now, GST is probably the easiest way 
to increase government revenue because it is a 
broad-based consumption tax and does not rely 
on businesses making taxable profits. Stating 
that in her view, GST is here to stay, Lorraine 
Parkin, Senior Executive Director – GST, SJ 
Grant Thornton said the rate was low compared 
to regional standards, and she foresees a rise in 
the future.  In addition, “GST and indirect taxes, 
such as Customs Duties, are leading the way in 
tax convergence in the region,” she said. “So we 
are likely to see continuous change. One driver 
of that change is the way in which supply and 
demand is evolving.  For example, people are 
buying more on the Internet and we have the 
development of the “internet of things” as well; 
that’s one area that hasn’t had much attention 
yet from a GST perspective but there is case 
law evolving and more legislation in the pipeline 
around the world to identify and tax intangibles, 
so we can expect to see evolutionary changes to 
Malaysia.”

Another benefit of the introduction of GST and 
the GST Audit File (GAF) is better governance. 
“GST in Malaysia is forward-looking: the GAF 
and data diagnostic audits of GST will increase 
the transparency of trade because all transactions 
can be tracked,” said Parkin.

Speakers also commented on the increase 
in the number of zero-rated items announced 
in the Budget, particularly as there may be an 

BudgeTiNg FoR chAlleNgiNg TiMeS

GST and indirect 
taxes, such as 
Customs Duties, 
are leading the way 
in tax convergence 
in the region. So 
we are likely to see 
continuous change. 
One driver of that 
change is the way 
in which supply 
and demand is 
evolving. 

Lorraine Parkin
Senior Executive 
Director – GST, SJ Grant 
Thornton
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conditions for some time to come, 
meaning that higher taxes might 
become the norm if other solutions 
aren’t explored. “Nobody likes taxes 
but tax policy-makers will have to look 
at expanding the tax base while at the 
same time being mindful that major 
policy shifts may have an adverse 
effect if not thought out carefully,” said 
Ponniah.

Perhaps the solution lies in 
innovation and thinking out of the box. 
“A key question to ask is whether the 
tax system can cope with the demands 
of a growing nation. Innovation and 
creativity need to be underpinned by a 
foundation of a good education system 
that will give long-term benefits,” said 
Dr. Veerinderjeet. 

“It might be time for Malaysia to 
conduct a holistic review of its tax 
system as the current tax laws may no 
longer serve the needs of the country.  
Any review should not only look into 
how the tax system can be used to 
achieve and sustain future economic 
growth, but also consider other factors 
such as an aging population, higher 
living costs, slower economic growth 
and so forth,” agreed Ponniah. 

Evasion and avoidance will 
become more difficult as countries 
are cooperating more in order 
to address tax gaps and nullify tax 
arbitration strategies. Ponniah said the 
increase in international cooperation 
including the use of information-
sharing agreements will lead to the 
tightening of documentation and 
avoidance rules.  “We can also expect 
increased collaboration between 
the IRB and Customs in auditing 
taxpayers.  Additionally, we may see 
the introduction of new taxes such as 
exit taxes as well as increased efforts 
to ‘plug tax leaks’ in the near future,” 
said Ponniah. n

increased cost of compliance. “It will 
be a minimum cost,” assured Annie 
Thomas, Assistant Director, GST 
Division, Royal Malaysian Customs 
Department. “Software vendors must 
follow guidelines and conditions, 
including training for clients.” She 
added that clients dissatisfied with 
the software and services provided 
by these vendors can complain to 
Customs, and action will be taken 
against the vendors.

iNCOME TAx SHOCKER

What caught many by surprise 
was the completely unexpected 
announcement of increased personal 
income tax rates, particularly on the 
back of GST implementation. Malaysia 
has been levying comparatively low tax 
rates to keep the country competitive, 
with a trend in income tax reduction 
over the past two or three decades. 

Clarifying the reason for the increase 
in personal income tax rate, Md Taufiq 
said this was an attempt to improve the 
progressivity of the current personal 
income tax structure, and was based 
on the ability to pay. He said that only 
about 17,000 taxpayers will be affected, 
out of the current base of almost three 
million.  “We are not the only ones doing 
it,” he said. “Singapore too will be doing 
it next year.” 

However, Dr. Veerinderjeet pointed 
out that Singapore should not be 
compared to Malaysia in this instance 
as the countries were at different 
levels of development. “In 2014, a 
reduction in rates was announced but 
this year, there is an increase,” Dr. 
Veerinderjeet stressed. “What is the 
long-term message going out about 
our tax system? Also, Singapore has 
had budget surpluses. We have been 
having budget deficits.” 

Aurobindo Ponniah, Executive 
Director, PwC Malaysia cautioned 
that though increasing the tax burden 
of high net worth individuals may 
only impact a small segment of the 
population, policy-makers must 
be aware that, “these individuals 
are well equipped when it comes to 
planning their tax affairs. Should the 
tax burden become too high, it is 
likely they will explore moving their 
tax residence to more favourable 
jurisdictions.  Countries like Singapore 
have managed to attract many high net 
worth individuals by using tax laws 
which are more favourable than their 
original country of residence.”

iNNOVATiON FOR 
SUSTAiNABiLiTy

There is little wiggle room for a 
government facing weak economic 
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The Mia iNTeRNaTioNal aCCouNTaNTS CoNfeReNCe 2015 
sent the message that accountants must keep upskilling themselves 
to be able to support their organisation’s strategies and prosper in the 
borderless ASEAN Economic Community.

ARE yOU READy 
FOR THE AEC?

now in its 30th year, the annual MIA 
International Accountants Conference 
2015 (MIA Conference 2015) continued 
to grow from strength to strength both 
in terms of learning and attendance. 

Acknowledged as one of the largest 
gatherings of accountants globally, 
the Conference which was held 
from October 26 to 27 at the Kuala 
Lumpur Convention Centre (KLCC), 
attracted approximately 2,800 local and 
international delegates from commerce 
and industry, public sectors, public 
practice and academia and from sixteen 
diverse countries, including Malaysia. 

The Conference attracted a long list of 
sponsors who comprised some of the 
leading organisations in the profession; 
the management and organisers 
recorded their thanks to top sponsors 
CIMA, ACCA and Salihin as well as 
all those who helped make the event a 
success. 

 With the theme of ‘Today’s Synergy, 
Tomorrow’s Reality’, the Conference 
focused on how to synergise efforts 
and resources to achieve regional 
economic goals – particularly regional 
integration through the establishment 
of the ASEAN Economic Community 

(AEC) - and how accountants should 
lead and support their organisations to 
empower regional development. 

Setting the tone, the Conference 
was officiated by YB. Dato’ Seri Ahmad 
Husni Mohamad Hanadzlah, the 
Minister of Finance II Malaysia, who 
described “ASEAN as a dynamic region, 
a world’s rising star and potentially an 
influential economic bloc in the 21st 
century.” Enviably in a VUCA – volatile, 
uncertain, complex and ambiguous - 
landscape, ASEAN’s combined market 
of 625 million citizens is generating 
an annual GDP of USD2.5 trillion, 
equivalent to the world’s seventh largest 
economy. Whilst other regions have 
seen limited growth due to the current 
economic climate, ASEAN remains 
robust, growing 4.4% in 2014.” 

“As our regional trade and 
financial integration in ASEAN 
increased, business opportunities for 
corporations and entrepreneurs have 
expanded, and we enjoy near-borderless 
markets, innovations and continuous 
improvements. As a result, we have 
seen higher demand for professional 
services. With AEC fully realised, 
the opportunities arising will only 
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accelerate,” said the Minister.
To seize these opportunities, accountants must 

be ready and adaptable to new developments and 
ideas which are constantly emerging in diverse 
fields. MIA President Dato’ Mohammad Faiz Azmi 
said in his opening remarks that it was incumbent 
upon accountants to update themselves with the 
challenges and opportunities presented by the 
AEC. “Ultimately, to face tomorrow’s realities, 
organisations will be looking to their accountants 
to provide input into their strategies, and we 

AS OUR REGiONAL 
TRADE AND 
FiNANCiAL 
iNTEGRATiON iN 
ASEAN iNCREASED, 
BUSiNESS 
OppORTUNiTiES 

FOR CORpORATiONS AND ENTREpRENEURS 
HAVE ExpANDED, AND WE ENjOy NEAR-
BORDERLESS MARKETS, iNNOVATiONS AND 
CONTiNUOUS iMpROVEMENTS. 

YB. Dato’ Seri Ahmad Husni Mohamad Hanadzlah
 Minister of Finance II Malaysia
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owe it to our stakeholders to be better 
prepared.”

MOBiLiSiNG TALENT 
ACROSS BORDERS

Regional talent mobility will be 
pivotal to preparing accountants for 
the AEC, and hence was a key focus 
of the opening plenary session on 
2016 Economic Outlook & ASEAN 
Economic Community (AEC). Prasan 
Chuaphanich, President, Federation 
of Accounting Profession, Thailand, 
elaborated on the progress of the 
Mutual Recognition Agreement 
(MRA) on accountancy services 
signed in August 2014 to facilitate the 
profession’s talent mobility. The MRA 
is an agreement among the ten ASEAN 
member countries which will allow 
ASEAN accountants to practice their 
profession in any ASEAN member 
state provided certain qualifications in 
the MRA are met. Apart from setting 
up rules and regulations, the MRA 
implementation includes provisions 
including the establishment of a 
Monitoring Committee, maintenance 
of an ASEAN Chartered Professional 

Accountants Register, and registration 
of ASEAN Chartered Professional 
Accountants (ACPA). To qualify as 
an ACPA, ASEAN accountants should 
have earned a minimum of a Bachelor 
of Accounting degree with three years 
experience in related fields, comply 
with the required codes of ethics, 
meet the CPD requirements in each 
ASEAN country and hold a recognised 
CPA certificate. And in order to work 
crossborder, they must have secured 
employment with an employer in 

the country in which they intend to 
practice.

LEARNiNG FROM THE 
iRON LADy

The Conference started with the 
AEC and ended with the AEC. The 
outspoken Tan Sri Rafidah Aziz drew a 
standing ovation to the ending plenary 
session entitled Through the Lens of the 
Iron Lady. The Chairman of AirAsia X 
and the former Minister of International 
Trade and Industry shared her 
perspective of the AEC throughout 
its long gestation period – in which 
she played a pivotal role – and urged 
accountants to step up and participate 
actively in the AEC’s development. 

Touching on its history, 
she explained that the AEC was 
conceptualised as the ASEAN Free 
Trade Area in 1995; its first members 
were six ASEAN countries but these 
were soon followed by another four. 
“ASEAN is comprised of several 
communities like the ASEAN Socio-
Cultural Community and the Political 
Security Community but the AEC is 
the main driver because it is relevant 
to growth and the global community at 
large,” she said.

In pragmatic ASEAN, the 
thrust is business, so the focus is on 
liberalising commerce and trade and 
eliminating barriers and tariffs. “It’s 
easy to concentrate on goods because 
you can quickly identify the changes 
made,” she remarked. Once the low-
hanging fruit was plucked, further 
efforts to liberalise and harmonise were 
challenged by the diversity of ASEAN 
peoples and cultures, and the disparity 
of development between nations such as 
First World Singapore and Lao PDR and 
Myanmar, for example.  

Asymmetrical development has led 

ULTiMATELy, TO 
FACE TOMORROW’S 
REALiTiES, 
ORGANiSATiONS WiLL 
BE LOOKiNG TO THEiR 
ACCOUNTANTS TO 
pROViDE iNpUT iNTO 
THEiR STRATEGiES, 
AND WE OWE iT TO 
OUR STAKEHOLDERS 
TO BE BETTER 
pREpARED.
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to disparities in capacity and regulations 
that could impede harmonisation 
and liberalisation efforts. “Even if the 
various country representatives can 
agree at the discussion table, they still 
have to go back and convince their 
respective governments to get on with 
the programme – and they can’t always 
make that happen,” she admitted. 

Despite efforts to build capacity, 
many ASEAN countries still lag behind, 
and are slow to adopt the changes and 
regulations that could spur development. 
“The key issues in this region are 
education, licensing, demonstration of 
skills and experience,” said Rafidah. 
“We have always encouraged ASEAN 
countries to set standards that others 
will follow. The MRAs serve a good 
purpose; they ensure standards and 
equitable market share, and remove 
undue constraints to market access.”

NEVER STOp 
LEARNiNG

While Rafidah stole the show, 
and ASEAN integration occupied 
centrestage, that wasn’t all. Delegates 
were equally wowed by the lunchtime 
powerhouse performance by jazz 
chanteuse Datuk Sheila Majid. 

Furthermore, their personal 
development was augmented by the 
tremendous learning sessions which 

covered a diverse variety of subjects 
delivered by a roster of nearly 60 
international and local speakers. Among 
the notable speakers were Deputy Home 
Minister Datuk Nur Jazlan Mohamed, 
Perbadanan Insurans Deposit Malaysia 
(PIDM) Chairman Tan Sri Abdul Samad 
Alias, Telekom Malaysia CFO Datuk 
Bazlan Osman, and Maybank Islamic 
CEO Dato’ Muzaffar Hisham, all of 
whom shared invaluable insights from 
their unique perspectives. 

Technical topics included the 2018 
implementation of new standards 
on Revenue from the Contracts with 
Customers (MFRS 15) and Financial 
Instruments (MFRS 9), integrated 
thinking, integrated reporting for 
Islamic financial institutions, the new 
auditor’s report, auditing in a Big 
Data environment, and GST post-
implementation issues. Accountants are 

no longer just number crunchers but 
also strategic advisors on performance, 
governance, and compliance; hence, 
paradigm-shifting sessions focused on 
optimising leadership through gender 
diversity, transforming the finance 
function, enhancing public sector 
financial management and transparency, 
and managing crisis through social 
media platforms. Since we operate in a 
digital economy, much emphasis was 
given to managing cloud, Big Data and 
evolving cybersecurity risks. 

Under our commitment to member 
development, MIA aims to continually 
improve our learning and networking 
events to benefit accountants. Building 
on the achievements of the MIA 
Conference 2015 and through engaging 
with members, we hope to deliver an 
even better learning experience in 2016. 
MIA urges all accountants to continue 
investing in themselves in order to 
weather the unfolding storm as global 
economic conditions weaken. Speaking 
in the first plenary session, Shan 
Saeed, Chief Economist/Investment 
Strategies, IQI Group Holdings 
predicted a “bloodbath in global 
markets” but tempered pessimism by 
telling accountants that “People with the 
right skillsets will always be in demand. 
In the coming financial storm, the only 
variable you have is education.” n
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Rewarding organisations for 
corporate reporting while 

promoting greater transparency and 
accountability are the objectives of 

NACRA for the past 25 years.

MAlAyAn Banking Berhad (Maybank) and 
Telekom Malaysia Berhad (TM) were the 
big winners at the National Annual Corporate 
Report Awards (NACRA) 2015. 

Maybank captured the Platinum award for 
overall excellence for the most outstanding 
annual report of the year. It last won the 
Platinum award in 2012. The banking giant also 
won the Platinum award under the Corporate 
Social Responsibility Reporting category, as 
well as the Silver awards for two categories, 
namely the Best Annual Report in Bahasa 
Malaysia and Best Designed Annual Report. 
Maybank also won the Industry Excellence 
Award in the Main Market – Finance category.

TM walked away with the Gold award for 
the most outstanding annual report of the 
year while Public Bank Berhad took home the 
Silver award. TM also took home top awards 

rewardinG excellence in 
corporate reportinG

NACRA 
2015
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for the Best Designed Annual Report 
and the Industry Excellence Award in 
the Main Market - Trading & Services 
category. 

Meanwhile, Felda Global Ventures 
Holdings Berhad won the Platinum 
award for the Best Annual Report 
in Bahasa Malaysia. Ekuiti Nasional 
Berhad won the Special award for 
the Best Annual Report of Non-Listed 
Organisations, which is an admirable 
feat for a first-time entrant in NACRA. 

CIMB Group Holdings Berhad 
romped home with the Gold award for 
the newly-introduced Inclusiveness & 
Diversity Reporting category, while 
both Nestle (Malaysia) Berhad and 
Astro Malaysia Holdings Berhad 
received the Silver awards. No 
Platinum award was presented in this 
category. 

Eleven companies received 
certificates of merit. All awards were 
presented by YB Datuk Chua Tee 
Yong, Deputy Minister of Finance.

REWARDiNG 
ExCELLENCE FOR THE 
pAST 25 yEARS 

NACRA 2015 is an annual event, 
which is organised by the Malaysian 
Institute of Accountants (MIA), the 
Malaysian Institute of Certified Public 
Accountants (MICPA) and Bursa 
Malaysia Berhad. 

The objective of NACRA has 
remained consistent since it was first 
started in 1990, which is to promote 
excellence in annual corporate 
reporting. With the theme, Towards 
Accountability and Excellence, 
the award recognises excellence 
in corporate reporting and the 
need for greater transparency and 
accountability. 

“Winning the NACRA awards is 

special. It means that you are the best 
among the best in corporate reporting. 
Your corporate report will be used as a 
benchmark for other listed companies. 
It helps to strengthen your group’s 
brand positioning. The capital market 
will look at you favourably,” said 
NACRA 2015 Organising Committee 
Chairman Stephen KL Oong during his 
welcome address.

“This year NACRA is celebrating 
its Silver Jubilee. Coincidently, for the 
first time this year, the Inclusiveness 
& Diversity Reporting awards was 
introduced,” he said.

The introduction of the new 
category, which is a joint effort with 
Talent Corporation Malaysia Berhad, 
is in line with the rising awareness and 
existing best practices in inclusiveness 
and diversity globally. 

The main objective of the 
Inclusiveness & Diversity Reporting 
awards is to encourage organisations 
to embrace, respect and value the 
diversity of talents, regardless of 

The objective of 
NACRA has remained 
consistent since it was 
first started in 1990, 
which is to promote 
excellence in annual 
corporate reporting. 
With the theme, Towards 
Accountability and 
Excellence, the award 
recognises excellence 
in corporate reporting 
and the need for greater 
transparency and 
accountability.
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their gender and background. Talent 
diversity has been identified as a key 
driver in improving organisational 
performance.

qUALiTiES OF 
ExCELLENCE 

Good reporting is about 
transparency and engagement. Today, 
an annual report has become a key 
document for businesses and their 
stakeholders as it summarises the 
financial position of the organisation, 
its key activities and, in some cases, 
sets out the strategic direction for the 
future. 

“Some may consider the annual 
report to be a rather dry document and 
time-intensive to prepare. However, 
the global business community 
recognises the opportunities that 
an annual report presents through 
communicating with stakeholders, 
building trust and attracting capital,” 
said NACRA 2015 Adjudication 
Committee Chairman Loh Lay Choon.  

She added that a good annual 

best annual 
Report in 
bahasa Malaysia

best designed 
annual Report

Corporate Social 
Responsibility 
Reporting

inclusiveness 
& diversity 
Reporting

Special award 
for Non-listed 
organisations

Platinum Felda Global Ventures Holdings Berhad

Gold Public Bank Berhad

Silver Malayan Banking Berhad

Platinum Telekom Malaysia Berhad 

Gold Petronas Dagangan Berhad 

Silver Malayan Banking  Berhad

Platinum Malayan Banking Berhad 

Gold Telekom Malaysia Berhad

Silver Nestle (Malaysia) Berhad

Gold CIMB Group Holdings Berhad 

Silver Nestle (Malaysia) Berhad

Silver Astro Malaysia Holdings Berhad

Best Annual Report of 
Non-listed Organisations

Ekuiti Nasional Berhad 

CeRTifiCaTeS of 
MeRiT ReCiPieNTS

Axis Real Estate 
Investment Trust

 Gamuda Berhad

IHH Healthcare Berhad

IJM Corporation Berhad

Kulim (Malaysia) Berhad

Lembaga Kumpulan 
Wang Simpanan 
Pekerja

Mah Sing Group 
Berhad

MSM Holdings Berhad

Petronas Chemicals 
Group Berhad

Sime Darby Berhad

Tropicana Corporation 
Berhad

report is able to take the financial and non-
financial information of an organisation and 
tell a clear, accessible story in a coherent 
way. By doing so, it has the potential to 
create greater public trust and confidence 
in the performance and prospects of the 
respective organisation. n
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How can we resolve the issue of bank credit creation out of thin air by 
accountants? Accountants must know that there is an absence of substance 
inherent in these “debt” transactions (debit loan, credit deposit) and should 
seek to discontinue giving ontological reality to these transactions, write 
Arfah Salleh and William G. Borges.

accountinG treatment of bank credit creation

AN iMpERSONATiON 
OF REALiTy pART 1

n  By ARfAh sAlleh & WilliAm g. BoRges
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The aftermath of the 2007/08 
financial crisis has no shortage of 
explanations of its cause(s). These 
include one by Adair Turner, then 
Chairman of the UK’s Financial 
Services Authority and a member 
of the Bank of England’s Financial 
Policy Committee, who identifies 
commercial banks’ credit creation 
as a key contributor. In particular, 
Turner, in his speech at the South 
African Reserve Bank on 2 November 
2012, explained that, “The financial 
crisis of 2007/08 occurred because 
we failed to constrain the private 
financial system’s creation of private 
credit and money.”

Motivated by Turner’s crisp 
clarification, we undertook a review 

of relevant published documents 
issued by financial authorities, 
academic literature, and writings by 
private individuals on the subject. The 
materials, taken together, provided 
us with a theoretical groundwork 
clarifying commercial banks’ lending 
practices.  But first, we highlight 
the fundamental difference between 
money, currency and bank credit. 
Money, by characteristic, has 
intrinsic value in itself; currency is 
representative money which currently 
comes in the form of printed sheets 
or coins in circulation; while bank 
credit arises out of a loan transaction 
by commercial banks. But because 
contemporary economics lump bank 
credit together with currency (and 

iT iS THE SiMpLE ACT 
OF RECORDiNG iNTO 
THE BANK’S BOOK 
(DEBiT LOAN, CREDiT 
DEpOSiT) WHAT WAS 
NEVER iN ExiSTENCE 
THAT pROViDES THE 
iLLUSiON OF REALiTy 
OF THE OTHERWiSE 
NON-ExiSTiNG “DEBT”. 
HENCE, By USiNG THE 
SAME pROCESS, iN 
REVERSE, WE OFFER A 
SOLUTiON.
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other currency equivalent) as money, 
the true nature of bank credit becomes 
muddled.

This article, which comes in two 
parts, describes our basic finding: 
Commercial bank credit creation is 
made possible through accounting 
entries by accountants. It is the simple 
act of recording into the bank’s book 
(debit loan, credit deposit) what was 
never in existence that provides the 

illusion of reality of the otherwise 
non-existing “debt”. Hence, by using 
the same process, in reverse, we 
offer a solution. That is, we conclude 
that the route to resolving the 
issue of bank credit creation out of 
thin air by accountants is through 
evidencing to accountants that there 
is an absence of substance inherent 
in these transactions and, out of a 
sense of honesty and loyalty to the 

ideals of their profession, they must 
discontinue giving ontological reality 
to such “debt” transactions. This is our 
clarion call to accountants worldwide. 

The first part of the article 
compares between some proposed 
theories that are thought to describe 
how banks create credits and what 
actually takes place as described by 
the authorities and empirical evidence 
as observed in a real bank setting. 

failed
the financial crisis 
of 2007/08 occurred 
because we failed to 
constrain the private 

financial system’s 
creation of private 

credit and 
money.”
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Based on the findings, the contentious 
philosophical state of bank credit 
creation is highlighted.

Having questioned the 
philosophical underpinning of bank 
credit creation, the second part of 
the article highlights the implications 
of today’s bank credit practices on 
borrowers and depositors. A call to 
accountants to take action to halt 
extant accounting treatment that 
allows for money creation out of thin 
air is made.

WHAT THE 
LiTERATURE REVEALS 
ABOUT BANK CREDiT

We begin the discussion with 
a brief overview of a theoretical 
outline by Werner that sketches the 
perception of the models of banking 
practices. This is supported by an 
empirical study confirming how loan 
creations are transacted, from an 

lending as only remotely affecting the 
economy, and hence have removed it 
from the modelling equation of fiscal 
and monetary policy formulation. 

From then till about the 1960s, 
a new theory, termed the Fractional 
Reserve Theory of Banking 
emerged. Briefly, according to this 
theory, individual banks are financial 
intermediaries which cannot create 
“money”. Collectively however, they 
end up creating “money” in the 
economy through systemic interaction 
of a multiplier-spinner process which 
changes the balance of the fraction 
of depositors’ deposit required to be 
retained by the banks. 

The third theory of banking, 
according to Werner, is the Credit 
Creation Theory of Banking, which 
was proposed during the first two 
decades of the 20th century. This 
theory “maintains that each individual 
bank has the power to create money 
‘out of nothing’ and does so when it 

accounting standpoint. We also make 
reference to a publication by the Bank 
of England – which we consider the 
authoritative source on the subject 
matter. 

Three Fundamental Theories
Werner, in 2014, divided the 

theoretical models of banking into 
three main theories. The model of 
banking which assumes that bank 
lending is created out of the deposits 
collected is termed the Financial 
Intermediation Theory of Banking, 
a theory dominant until the 1920s. 
The premise that undergirds this 
early theory is that commercial 
banks merely gather resources and 
re-allocate them, essentially playing a 
role which is no different than those 
of non-financial institutions. Because 
of the perceived mundane role of 
banks compared to other institutions, 
proponents of this theory are said 
to view the consequence of bank 
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extends credit” (we term this as bank 
credit to distinguish it from other forms 
of credit). Unlike the first two theories, 
this theory argues that each individual 
bank is not a financial intermediary 
that passes on deposits or reserves to 
borrowers, but instead creates the entire 
loan amount out of nothing.

WHAT THEN iS 
CURRENTLy BEiNG 
pRACTiSED By 
COMMERCiAL BANKS? 

The Admission by the Authorities
The Bank of England’s Quarterly 

Bulletin (2014a), “Money in the Modern 
Economy: An Introduction,” supports our 
basic hypothesis, as it clearly explains that 
most money in the economy “exists” in the 
form of bank deposits, which commercial 
banks themselves “create — over and 
above smaller amounts, in the form of 
traditional paper currency and coins, 
that are minted by the central banks and 
central bank reserves. 

In a separate article in the same 
Quarterly Bulletin issue, “Money Creation 
in the Modern Economy,” McLeay, Radia 
and Thomas, authors from the Bank of 
England, explain and debunk the popular 
misconceptions about modern banking. 
Banks do not perform as “intermediaries” 
between depositors and borrowers, nor as 
agents working along with their respective 
central banks to “multiply up” existing 
money in order to make loans. In fact, 
McLeay et al. highlight that the reality of 
how money is created today differs from 
the description found in some economics 
textbooks. “Whenever a bank makes a 
loan, it simultaneously creates a matching 
deposit in the borrower’s bank account, 
thereby creating new money,” they point 
out. So banks, rather than receiving 
the depositors’ savings/deposits and 
then lending the available funds to the 

AccouNTiNg TReATMeNT oF BANk cRediT 
cReATioN – AN iMPeRSoNATioN oF ReAliTY

borrowers now create the deposits as a 
consequence of the act of loaning nothing. 
Notice the sequence of events. 

The key to understanding this bizarre 
phenomenon is observing the accounting 
entries made when loans are given. This 
is why, if the practice of creating fake 
money to impersonate real money is to be 
abolished, accountants will have to take 
the lead. We will address this matter in 
greater detail, in a later section.  

Accounting Treatment – Creation of New 
Deposits from Loans

Not satisfied with merely explaining 
the operations of banks in the credit 
creation process, Werner undertook 
an empirical study to learn the relevant 
internal accounting transactions that 
accompany a loan in an uncontrolled real-
world environment. With the cooperation 
of a small bank in the small town of 
Wildenberg, Germany, a researcher 
entered into a live loan contract agreement 
of 200,000, undertaken on 7 August 2013. 
In the presence of two directors of the 
bank as observers, the procedure that 
the Accounts Manager cum Head of the 
Credit Department took to record the loan 
was filmed. 

It was observed that no additional 
activity, such as ascertaining the available 
deposits or funds within the bank, took 
place before the loan was approved. No 
instruction to transfer funds from other 
sources, whether internal or external, was 
given. Neither were instructions given to 
increase, drawdown or borrow reserves 
from the central bank or from any other 
entity.  In short, no evidence to support a 
mere re-allocation of funds was sighted. 
What took place was the signing of the loan 
contract by both parties that immediately 
created the amount of “funds” credited 
to the borrower’s account, followed by an 
increased balance in his current account 
by the loan amount. The whole transaction 

BANKS DO NOT 
pERFORM AS 
“iNTERMEDiARiES” 
BETWEEN 
DEpOSiTORS AND 
BORROWERS, 
NOR AS AGENTS 
WORKiNG ALONG 
WiTH THEiR 
RESpECTiVE 
CENTRAL BANKS 
TO “MULTipLy Up” 
ExiSTiNG MONEy 
iN ORDER TO 
MAKE LOANS.
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from start to finish took only 35 minutes.
To assess the impact of the loan 

on the balance sheet of the bank, the 
researcher obtained a scanned copy 
of the balance sheet on 6 August and 
compared it with the 7 August balance 
sheet, after the loan was completed. 
Being a small bank with minimal 
daily transactions, the researcher was 
able to account for the impact of all 
other transactions and the new loan 
that he took. It was found that if other 
transactions had not taken place, the 
bank’s balance sheet would have 
expanded by the same amount as the 
loan on both sides – assets (loans) and 
liabilities (deposits). These discoveries 
led Werner to reject the financial 
intermediation and fractional reserve 
banking theories.

CONTENTiOUS 
pHiLOSOpHiCAL 
FOUNDATiON

What the findings suggest is that 
commercial banks “invent” the funds 
ex nihilo. The loan document gives 

commercial banks a legal right to 
translate the relationship between 
the bank and the “borrower” into a 
quantifiable digit form (in the above 
example 200,000) and given life 
through accounting entry by debiting 
the loan account in the borrower’s 
name (despite the bank not loaning 
any existing funds of their own) and 

crediting the borrower’s deposit 
account (although no such deposit 
has taken place).  With the book 
entries, the bank can claim repayment 
of the “loan” with rights to interest. In 
essence, the loan paper is the “rented 
property” which entitles banks to 
receive rentals in the form of interest 
– a recurring “secured” income – and 
the right to foreclose the collateral or 
property purchased from the “loan” 
in cases of loan “default”. And do we 
not wonder why loans are structured 
so that borrowers pay the interest 
portion first instead of the principal? 

Reiterating, the crux of the matter 
is that, the debt/loan which banks, 
businesses and individual borrowers 
have come to accept as a legitimate 
“money” is really “fake” money. There 
is no transfer of ownership of anything 
that belongs to the loaning bank. The 
transactions that are recorded into 
the bank’s book are mere records of 
fabricated “debt” which are matched 
to equally fake “deposits” given 
ontological reality – all at the press 
of a computer key. Borrowers now 
become the depositors. Unfortunately 
the “debts” or IOUs” represented in 
the bank’s records in the names of 
the borrowers, however, do have legal 
standing. 

Compare this to a typical credit 
sales scenario: the merchant who has 
ownership of the merchandise allows 
a customer who buys on credit to 
take the merchandise in return with 
a promise to pay in the future. Here, 
the merchandise is real and there 
is real exchange taking place. The 
relationship between the customer and 
the merchant is clear – the customer 
is in debt to the merchant when the 
merchant transfers the merchandise – 
the value being an amount accepted as 
equivalent to the merchandise value. It 
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REiTERATiNG, 
THE CRUx OF THE 
MATTER iS THAT, 
THE DEBT/LOAN 
WHiCH BANKS, 
BUSiNESSES 
AND iNDiViDUAL 
BORROWERS HAVE 
COME TO ACCEpT 
AS A LEGiTiMATE 
“MONEy” iS REALLy 
“FAKE” MONEy.
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deCiSioNS of The diSCiPliNaRy CoMMiTTee of The MalaySiaN iNSTiTuTe of 
aCCouNTaNTS (‘iNSTiTuTe’) aGaiNST MeMbeRS PuRSuaNT To Rule 18(1) of 

The MalaySiaN iNSTiTuTe of aCCouNTaNTS (diSCiPliNaRy) RuleS 2002

Mia NoTiCe

lim boon kiat (4005) as the sole proprietor of the firm Lim Thong 
& Associates (‘the Firm’) had been punished and imposed a fine of 
RM1,500-00 and costs of RM2,000-00 by the Disciplinary Committee 
of the Institute on 23 June 2015 for failing to return the complet-
ed Practice Review Questionnaire to the Institute pursuant to the 
Institute’s By-Laws despite several written reminders to do so. 

Jerome Tan Thiam Poh (7855) as the sole proprietor of Jerome & 
Associates (‘the Firm’) had been punished and imposed a fine of 
RM2,000-00 and costs of RM2,500-00 by the Disciplinary Committee 

of the Institute on 10 August 2015 for failing to return the com-
pleted Practice Review Questionnaire to the Institute pursuant to the 
Institute’s By-Laws despite several written reminders to do so. 

kew yik Sang (4377) as the sole proprietor of Y.S. Kew & Co. (‘the 
Firm’) had been punished and imposed a fine of RM3,000-00 and 
costs of RM2,000-00 by the Disciplinary Committee of the Institute 
on 10 August 2015 after the Firm had been rated as ‘unsatisfactory’ as 
indicated in the Follow-up Review Report dated 12 April 2012 which 
detailed the weaknesses in the audit work performed.   

is the merchandise which has exchanged hands into the hands 
of the customer that gives the merchant the right to claim 
future settlement from the customer who is in debt (and issue 
an IOU) to the merchant. In the merchant’s book, a debtor’s 
amount equivalent to the selling price of the merchandise 
is recorded as asset and matched to the reduction of the 
merchandise (asset) (at cost and some profit, assuming selling 
price is higher than cost). Until the full amount agreed is 
settled, the merchandise is still in a state of being partly owned 
by the debtor (or borrower). The true nature of the event is 
clear since in substance, the exchange of the merchandise is 
real. The debt therefore has a source of origin – has ontological 
existence – hence captured in the accounting transaction.

But with bank credit creation, the source of the right to 
claim future real money has no origin – no existence – given 
due right only by the accounting record. Hence, the question 
which follows is whether such accounting practice has the 
correct philosophical basis when in substance nothing has 
been lent.

Further discussion on the impact of the accounting 
transaction giving an ontological existence to the otherwise 
non-existing debt is continued in part 2 of this article. n

Arfah salleh, PhD, FCPA (Aust) is Professor of Human 
Governance, Founding President and CEO of Putra Business 
School, where william g. Borges, PhD is an associate.
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