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I think you will agree with me that 
things are moving faster now than 
ever before. Standards are higher, 
competition is more intense and our 
clients are expecting more from us. 
As accounting professionals, we have 
to keep pace with what’s happening 
on the global front, including changes 
to the international accounting 
standards and how they affect us here 
in Singapore, as well as fulfil the day-
to-day requirements of our work. For 
business owners, there is the added 
responsibility of managing the venture. 

Among the more significant recent 
developments that directly concern 
us is the move towards Integrated 
Reporting (<IR>). As the national 
accountancy body, the Institute had 
contributed to the development of 
<IR> way before the publication of 
The International <IR> Framework in 
December 2013, and we continue to be 
actively involved in its evolution. We 
had also started preparing members 
early through workshops and seminars, 
and the topic remains a part of our ISCA 
training schedule and CPE offerings.  

Last month, the Institute organised 
the Assurance on <IR> roundtable in 
partnership with the International 
Integrated Reporting Council (IIRC) 
– placing Singapore among the first 
countries worldwide to host the event 
with IIRC – ahead of Brussels, London 
and Paris. Our commitment is also 
evidenced by the set-up of the ISCA 
<IR> Steering Committee in 2013 
to raise awareness and promote the 
adoption of <IR> in Singapore and the 
region. To date, we have collaborated 
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Research department.  
Members who have been following 

the development of cryptocurrencies 
would know that in March, the 
Monetary Authority of Singapore had 
announced plans to regulate virtual-
currency intermediaries including 
operators of Bitcoin exchanges and 
vending machines in order to address 
money laundering and terrorist 
financing risks. Two months ago in 
September, a PayPal subsidiary had 
announced that it would allow its 
merchants to accept Bitcoin – a move 
widely seen as lending legitimacy 
to the virtual currency. Like most 
jurisdictions, Singapore does not 
regulate virtual currency per se as 
these are not considered as securities 
or legal tender. As such, and with no 
official guidance from accounting 
standard-setters, PayPal’s acceptance 
of Bitcoin poses several challenges to 
the profession – it seems that company 
accountants and auditors are left to 
exercise professional judgement when 
applying existing accounting standards 
to Bitcoin transactions. 

Whether cryptocurrencies will be 
adopted as de facto currencies globally 
is left to be seen, but members can 
keep up-to-date with the rise of virtual 
currencies – as well as a host of other 
essential information that adds value  
to your work – within these pages. 
Happy reading!

with various partners in a number 
of <IR> initiatives, including a recent 
ISCA-NUS <IR> study whose findings 
were shared at this year’s Singapore 
Accountancy Convention. 

Our <IR> focus in this November 
issue includes the highlights of the 
Assurance on <IR> roundtable, and a 
PwC study of the 30 STI component 
companies to find out how their annual 
reports compare against the content 
elements of the <IR> Framework. 

An <IR> approach promotes 
the breaking down of silos within 
an organisation and communicates 
the value-creation process to the 
stakeholders. Simply put, an integrated 
report helps users get a holistic view of a 
company and make meaning of the mass 
of information available. Being able to see 
the big picture is important as it helps 
us move away from our immediate  
and silo concerns, such as managing 
a client project or running a business, 
to a heightened awareness of a bigger 
world. And in an increasingly borderless 
economy, having an international outlook 
and specialist skills are essential for 
accountants to succeed. 

A macro perspective enables 
businesses to better examine their 
performance past and present, and has 
direct bearings on future strategies. 
In this issue, the oft-discussed topic 
of audit fees takes centre stage in 
the cover story. Get the big picture 
through a comprehensive analysis 
of the current status, recent trends 
and key determinants of audit fees 
among SGX-listed companies, in a 
study spearheaded by ISCA’s Technical 
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The full Southeast Asia report is available at www.deloitte.com/view/en_SG/sg/services/consulting/
human-capital/index.htm.

C 
ompanies around the world, 
including those in Southeast 
Asia, face an urgent need 
to develop leaders at all 

levels – from bringing younger leaders 
online faster to developing leaders 
globally to keeping senior leaders 
relevant and engaged longer.

Leadership remains the number 
one talent issue facing organisations 
globally and in Southeast Asia, 
with 74% and 76% of global and 
Southeast Asia respondents 
respectively acknowledging that 
it is of top importance in their 
organisations. Less than half (38%) 
of the respondents in Southeast Asia 
feel that they are high in readiness in 
terms of the Leadership roles within 
their organisations, as seen in the 
38% gap between importance and 
readiness, a figure almost similar to 
the global gap of 34%. 

 These results are outlined in the 
Southeast Asia version of Deloitte’s 
Global Human Capital Trends 2014 
report. This report is an excerpt of the 
Global Human Capital Trends 2014 
survey, and summarises the key human 
capital trends and priorities that are 
driving human capital decisions across 
Southeast Asia. The region was well 
represented, with 54 respondents. 

“Twenty-first-century leadership 
is different,” said Nicky Wakefield, 

Southeast Asia Human Capital Leader 
at Deloitte Consulting. “Companies 
face new leadership challenges, 
including developing Millennials 
and multiple generations of leaders, 
meeting the demand for leaders with 
global fluency and flexibility, building 
the ability to innovate and inspire 
others to perform, and acquiring new 
levels of understanding of rapidly- 
changing technologies and new 
disciplines and fields.”

 The findings show that Reskilling 
of the HR function stands out in 
Southeast Asia as being almost as 
important as Leadership, coming in 
at 75%, compared to 67% of global 
respondents. But even though HR 
reskilling has been recognised as 
a high priority, only about 30% of 
Southeast Asia respondents feel that 
their HR function is ready to meet 
the challenges of today’s business 
environment. This means that there is 
a 45% gap between importance and 
readiness, almost double the gap of 
global respondents (23%). 

Calling the gap “reflective of  
the changing expectations that 
businesses have of their HR 
functions”, Ms Wakefield added, 
“HR teams need to move away 

from their historical role of being 
mainly operational. Today’s business 
environment requires HR strategies 
and operations to keep pace and align 
with business imperatives, and today’s 
HR professionals should understand 
new practices, technologies, workforce 
changes along with the differences in 
culture, language and regulations in 
order to add value.”

 Another top concern among 
organisations in Southeast Asia lies 
in the area of building workforce 
capability – 74% of Southeast 
Asia respondents identified it as 
a challenge over the next 12 to 18 
months, making it the top human 
capital challenge for the region. 
Workforce capability is the number 
three challenge globally at 57%. 

“Industries in the region are 
undergoing rapid technological, 
demographic and regulatory changes, 
and organisations now have to change 
their game from one of simply finding 
and building skills to one of deep 
specialisation,” said Ms Wakefield.

 “Today’s HR professionals need to 
rethink their techniques for managing 
talent and ensure the current and 
future capability needs are aligned 
with the strategic objectives of their 
organisation. Talent management 
should be looked at in unique 
and innovative ways so that the 
employment brand is kept relevant, 
valued and authentic, with the ability 
to grow with the organisation as it 
continues to transform itself to remain 
competitive in the region,” she added.

Urgent Need for 
Companies to Develop 
Leadership to Meet 
Business Challenges:  
Deloitte Survey
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A
n improving global economy 
and large corporate cash 
reserves contributed to 
a 26% increase in the 

value of announced mergers-and-
acquisitions (M&A) deals between 
January and June of 2014. Despite 
this dramatic increase, the number of 
completed deals fell by two percent 
over the same period, according to 
KPMG’s latest Global M&A Predictor. 
The value of completed deals also 
continued their downward trajectory 
of recent years, reaching their lowest 
point of the last 12 months in June 2014.

“Overall, prospects for the M&A 
scene are positive. Appetite for M&A 
deals remains strong, capacity is 
going up and we are beginning to see 
an increasing number of deals being 
announced,” said Vishal Sharma, 
KPMG’s Head of M&A for Asia Pacific. 

“We see more confidence in the 
boardroom and companies have 
stronger balance sheets.”

Predicted forward price/
earnings (P/E) ratios, a measure of 
appetite of corporate confidence, 
rose 16% over the past year. 

Confidence among the largest 
European companies remains 
resilient, with predicted forward 
P/E ratios rising 24% year-over-
year, the joint highest of any 
region. Singapore saw a marginal 
drop in forward P/E ratios during 
the first half of this year. However, 
over the past year, companies 
in Singapore have displayed an 
increasing appetite, with P/E ratios 
rising four percent on the whole. 

The high level of M&A appetite 
is apparent across most industries, 
with predicted forward P/E ratios 

remaining higher over the past 
year. The strongest expectations 
were for Telecoms, Technology, 
and Basic Materials. The increase 
in appetite is matched by an 
anticipated increase of capacity 
– indicated by the net debt to 
earnings before interest, tax, 
depreciation and amortisation 
(EBITDA) ratio – of 13% over the 
next year.

Singapore is expected to 
see a 10% increase in capacity 
over the next year, with Malaysia 
at 31%; Indonesia, 47%, and 
Vietnam, 27%. 

The Global M&A Predictor 
is a forward-looking tool that 
forecasts worldwide trends in 
M&A, using data comprising 1,000 
of the largest companies in the 
world by market capitalisation.

Global Appetite for M&A Deals  
Shows Dramatic Increase: KPMG

PIT Software.indd   1 15/07/2013   17:01
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C 
ompanies that reject a 
customer-centric approach 
by maintaining their 
traditional organisational 

structures, continuing their 
piecemeal investment in technology 
and listening to their internal 
functional experts rather than the 
voice of the customer, will fail to 
grow and increase their competitive 
advantage, according to a new global 
report by EY released in September.

The Competition, Coexistence or 
Symbiosis? The DNA of C-suite Sales 
and Marketing Leaders survey report, 
which includes a qualitative survey of 
700 sales and marketing leaders and 
more than 120 C-suite respondents, 
as well as more than 20 indepth 
interviews, reveals that only 58% 
of chief marketing officers (CMOs) 
and 68% of chief sales officers 
(CSOs) believe strongly that they add 

significant value by using customer 
feedback to develop their business. 
Sales and marketing leaders are also 
not ensuring that the right analytics 
are being used to deliver the best 
customer insights, with only 47% of 
CMOs and 58% of CSOs saying they 
have a good relationship with the 
chief information officer (CIO).

“In today’s volatile commercial 
environment, when world-dominating 
brands can rise and fall within a 
couple of years, no strategy can 
guarantee sustainable success. 
However, one thing is certain – 
companies that are driven by 
customer-centricity, and gear their 
entire organisations, including 
integrated value chains, toward the 
personalised wants and needs of 
their customers, are more likely to 
succeed,” said Woody Driggs,  
EY’s Global Advisory Customer Leader.

“There are maturity gaps among 
different industries and countries. 
While leading CMOs and CSOs 
are already in the digital space 
pursuing real-time interactions on 
customer feedback, some “customer 
experts” are still contemplating 
what customers should have next 
year in closed meeting rooms. 
However, starting from banks and 
telecommunications companies, 
more C-suite executives are 
recognising the value of customer 
feedback as well as the importance 
of customer insights,” said Sungkyu 
Chang, Advisory Partner at EY in 
Malaysia, on the opportunities for  
a more customer-centric approach  
in ASEAN.

The report also highlights that 
CMOs and CSOs are failing to work 
together at their full potential. Only 
59% of CMOs are convinced that 
the two functions share the same 
corporate vision, and just 54% 
believe strongly that they “work well 
together in tasks and initiatives”.

“Companies must integrate 
all their operations, including 
sales and marketing, to deliver a 
truly differentiated and positive 
purchasing experience. Executive 
boards also need to be more open. 
Where appropriate, sales and 
marketing functions could be merged 
completely by creating a dedicated 
chief commercial officer (CCO) role, 
putting the customer at the heart of 
the organisation,” added Mr Driggs.

The new report follows in  
the footsteps of The DNA of  
the CFO, The DNA of the CIO  
and The DNA of the COO, which 
focus on the competencies and 
characteristics of today’s finance, 
information technology (IT) and 
operations leaders.

Changing DNA of Sales 
and Marketing Leaders: 
EY Survey

The report, Competition, Coexistence or Symbiosis? 
The DNA of C-suite Sales and Marketing Leaders, is 
available at www.ey.com/dna-csmo.
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O 
n October 10, ISCA 
organised an Assurance 
on <IR> roundtable in 
partnership with the 

International Integrated Reporting 
Council (IIRC) to gather feedback on 
the two Assurance on <IR> Papers 
issued by the IIRC. The roundtable 
was co-hosted by Michael Nugent, 
Technical Director of IIRC, and 
Professor Ho Yew Kee, Head of 
Department of Accounting at NUS 
and Chair of the ISCA Integrated 
Reporting Research and Thought 
Leadership Work Group.

Participants from 11 Singapore 
companies, including practitioners 
from the Big Four accounting 
firms and early adopters of <IR> in 
Singapore, discussed challenges and 
opportunities relating to assurance 
on integrated reports.

Dr Ernest Kan, Chairman of the 
ISCA Integrated Reporting Steering 
Committee and Chief-of-Operations 
(Clients and Markets) for Deloitte & 
Touche, opened the discussion by 
outlining the interest in <IR> among 
the preparers and practitioners, as 
evidenced by the significant strides 
made by the accounting profession 
towards adopting <IR> in Singapore. 

Mr Nugent discussed the different 
mechanisms for building credibility and 
trust in <IR>, including enhancing the 
quality of annual reports, improving 
the robustness of internal systems and 
internal audits, as well as strengthening 

the role of external assurance. 
Prof Ho shared the results from 

the ISCA-NUS survey on perceptions 
of <IR> in Singapore, and noted that 
while there is a positive view of the 
usefulness of <IR>, there are concerns 
about the high costs of adoption and 
assurance among the preparers of 
such reports. 

Technical challenges remain, such 
as how and what level of assurance 
can be provided on qualitative future-
oriented information.

The participants agreed 
that assurance on <IR>, however 
limited, is desired. The accounting 
profession must evolve as corporate 
reporting develops and demand 
for information on value creation 
and sustainability increases. Our 
assurance mechanisms must also 
progress in order to check that the 
disclosed information is credible. The 
profession should start by providing 
assurance, however limited, where 
possible. This will help the accounting 

industry to build the skills and 
competencies needed for the future 
of credible reporting.

Singapore is among the first 
countries to host an Assurance on 
<IR> roundtable with the IIRC. Similar 
events also took place in Brussels, 
London and Paris in the later part of 
October. The roundtable strengthens 
the dialogues among different 
stakeholders from international 
standard-setters to audit practitioners, 
preparers of annual reports, and 
national accounting bodies. 

ISCA is fully committed to be 
part of this global wave of change 
in the corporate reporting arena. 
We will endeavour to host further 
workshops and events to strengthen 
this discussion, and be Singapore’s 
voice in the global development of 
corporate reporting. 

ISCA Partners  
IIRC in 
Assurance  
on <IR> 
Roundtable

Find out how the Straits Times Index component 
companies fare in integrated reporting in “Small 
Steps for Singapore Companies, Big Leap for More 
Relevant Reporting” on pages 28 to 31.

 Panellists of the ISCA 
Assurance on <IR> roundtable

 Michael Nugent, Technical 
Director, and Jonathan Labrey, 

Policy and Strategy Director, 
both from IIRC (4th and  

5th from left respectively);  
Prof Ho Yew Kee, roundtable co-

chair (2nd from left); ISCA <IR> 
team (from left) Lim Ai Leen, 
Executive Director, Technical 
Knowledge Centre & Quality 

Assurance; Dr Ernest Kan,  
Chairman, ISCA <IR> Steering 

Committee, and Yee Cheok Hong, 
Executive Director, Policy & 

Strategic Planning/ 
Industry Development
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A
ccredited Tax Advisors 
fronted the Singapore 
Institute of Accredited Tax 
Professionals (SIATP)’s Tax 

Excellence Decoded (TED) and Authors 
Boost Clarity (ABC) sessions designed 
to raise the competency of 
tax professionals.

At TED, Ho Kah Chuan, 
Director, Enterprise Incentive 

Advisory at KPMG in Singapore, 
highlighted key issues to note in  
the application of tax incentives 
businesses could tap on in order to 
remain competitive. Cheryn Chia,  
a manager at IE Singapore,  

 Accredited Tax 
Advisor (Income Tax) 
Ho Kah Chuan shared 
on the various tax 
incentives and issues 
organisations need to 
be mindful of to gain 
from tax incentives.

shared on the financial schemes 
for internationalisation.  

The ABC session commenced 
with the launch of the LexisNexis 
Annotated Statutes of Singapore – 
Stamp Duties Act (second edition), 
after which Leung Yew Kwong, 
Principal Tax Consultant at KPMG 
in Singapore, and Tan Kay Kheng, 
Partner and Head of Tax Practice 
at WongPartnership, spoke about 
Section 15(1)(b) Rules, issues 
relating to Additional Buyer Stamp 
Duties and Seller Stamp Duties, 
and the impact of AQQ decision on 
stamp duty.

For more information on 
achieving tax excellence, visit  
www.siatp.org.sg today and sign up 
to be an accredited tax professional. 

 From tax professionals to 
professionals in trust companies, 
academia and legal fraternity,  
SIATP’s Authors Boost Clarity 
session, helmed by two esteemed 
tax lawyers and authors, attracted 
wide interest.

Raising Tax Competency  
with SIATP’s TED and ABC

Realtimme Cloud.indd   1 10/10/14   6:41 PM
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T
he Professional Development 
(PD) workshops play a 
major role in the Singapore 
Qualification Programme 

(Singapore QP). Spread across eight 
weeks, the Singapore QP Candidates 
are challenged to hone their 
communication, critical thinking and 
analytical skills through individual 
presentations, group work and active 
participation during PD workshop 
discussions. They are encouraged to 
apply their technical knowledge to 
real-life scenarios and make coherent 
links to their work experiences. The 

main driving force behind the PD 
workshops is none other than the 
dedicated PD workshop Facilitators.

The Singapore QP is well into its 
third intake, with a corresponding 
pool of Facilitators developed over 
this time. They play the important 
role of facilitating discussions during 
the PD workshops as well as sharing 
their invaluable work experiences 
with the Candidates. The passion to 
support and interact with the younger 
generation are distinctive qualities 
shared by the Facilitators. ISCA is 
elated that the majority of them 

are long-standing ISCA members or 
Chartered Accountants of Singapore 
(CA (Singapore)) who have come 
forward with a desire to contribute  
to the development of the sector  
and our future generation of 
Chartered Accountants. 

Anna Chen has been a Facilitator 
for the Financial Reporting module 
since the launch of the Singapore QP 
in June 2013. When asked about her 
experiences so far, Ms Chen shared 
that besides achieving a great sense 
of satisfaction through sharing her 
knowledge and experience with the 
Candidates, “I have also made new 
friends with other Facilitators from 
different industries.” Jalen Tan, who 
has facilitated three different modules 
across the three intakes, commented, 
“Personally, the best part of my role 
as a Facilitator is the interaction 
with the Candidates, sharing (of) my 
experiences, listening and discussing 
various ideas and viewpoints.”

Now working with a second group of  

★
“Overall, I am very 

happy being a workshop 
Facilitator for the 

Singapore QP and will 
surely continue with this 
fulfilling journey together 

with other Candidates  
and Facilitators!” 

AnnA Chen

Facilitators and Candidates for 
January 2014 intake of the 
Business Value, Governance and 
Risk module

Inspiring 
Our Future 
Chartered 
Accountants  
of Singapore
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the development of our aspiring ISCA 
members, and “also to keep myself 
connected with fellow CA (Singapore), 
and keep updated with the Singapore 
QP’s development”.  

As the Master Facilitator for the 
Assurance module, Foo See Liang  
feels that the PD workshop component 
is a distinguishing feature of the 
Singapore QP. “Besides technical 
competency, Candidates’ professional 
skills are rigorously emphasised. 
Being articulate and able to make 
decisions collaboratively are 
some of the learning outcomes of 

the workshops. As the thrust of 
the workshop is on professional 
development, an important quality of 
a workshop Facilitator is to embrace 
professionalism with a passion to 
learn and share. More importantly, 
the success of the workshops would 
not have been possible without the 
excellent support from the Singapore 
QP team. 

Fellow Master Facilitator for the 
Business Value, Governance and Risk 
module Sarjit Singh shared that “the 
most important quality of a workshop 
Facilitator is to try to create curiosity 
in the minds of our Candidates, so that 
the learning process continues beyond 
the three-hour workshop sessions. We 
challenge our Candidates to look at 
various aspects of business valuation, 
governance and risk management 
through different lenses. More than 
imparting knowledge and sharing of 
real-life experiences, we encourage 
critical thinking so our Candidates get 
a more circumspect understanding of 
the concepts covered in this module”.  

We would like to once again 
express our heartfelt appreciation 
for the time and effort put in by our 
Facilitators for the Singapore QP. We 
are truly fortunate to have a group 
of dedicated and supportive ISCA 
members who continue to help groom 
the next generation of CA (Singapore). 

Candidates, Paul Tan and Lim Mei Khim  
have formed a comfortable partnership  
as Taxation Facilitators. Sharing their 
experience in working with each other 
so far, Mr Tan said that “having a co-
Facilitator who is equally experienced 
in the chosen field is very comforting. 
We may both have many years of 
experience in the area of taxation but 
at the same time, our competency 
level is different for different specific 
aspects of the wide subject of 
taxation”. Ms Lim added that she 
became a workshop Facilitator so 
as to play a part and contribute to 

★
“I have learnt that 
educating the mind 
without educating  

the heart is no 
education at all.” 

SARJit SinGh

★
“Facilitators should 
demonstrate to the 

Candidates that linking 
or bridging theoretical 
knowledge and practice 

is essential – the 
application of theory  

in practice.” 
PAul tAn And lim mei Khim
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Sam Kok Weng (Human Capital 
Leader), Quek Bin Hwee (Vice-Chair 
and Markets Leader) and Alywin 
Teh (Singapore Consulting Leader) 
participated in the session. 

ISCA Chief Executive Officer  
Lee Fook Chiew provided an overview 
of the Institute and shared on some 
recent initiatives spearheaded by 
ISCA to better serve our members 
and promote the profession. The  
most prominent initiative was the 
Institute’s capstone Singapore 
Accountancy Convention, which  
took place from July 30 to August 1.  
Mr Lee also congratulated PwC 

which emerged a winner in several 
categories of the inaugural Singapore 
Accountancy Awards. The ISCA Run 
and ISCA New Members’ Night were 
also highlighted as examples of new 
initiatives for young ISCA members 
to stay engaged and connect with 
like-minded professionals. 

The engagement session, titled 
“Soaring the SKIes”, made reference 
to ISCA member and presenter 
Sophia Pang. Ms Pang is the first 
Singaporean woman to ski to the 
South Pole in 2009. Her story is an 
inspiring one that saw her undertake 
a 900-kilometre journey from the 
Antarctic coastline to the South Pole 
in sub-zero-degree temperatures. Her 
trip made her realise the potential 
of the human spirit to go beyond 
one’s comfort zone and to overcome 
seemingly impossible odds.  

The Institute will continue 
to organise similar members’ 
engagement sessions with Deloitte 
and EY Singapore. An enthralling 
inaugural session with KPMG, with 
a personal sharing on climbing and 
reaching the top of Mount Everest, 
was held in April this year. 

A 
n uplifting and inspiring 
talk that makes one want 
to soar to the skies!”  
This was the sentiment 

of a young PwC associate after 
attending the exclusive ISCA-PwC 
engagement session on August 26  
at PwC Building Cafe. 

The member-centric initiative 
brought together PwC staff members 
and the ISCA team, and also garnered 
the strong support and presence of 
senior PwC members. PwC Singapore 
Executive Chairman Yeoh Oon Jin 
and several senior partners including 
Sim Hwee Cher (Assurance Leader), 

8
“The inaugural ISCA-PwC networking and 
engagement event helped the attendees to 

know more about ISCA, while also allowing us 
to experience Antarctica vicariously through 
Sophia's exciting stories. We look forward to 

many more collaboration opportunities.” 
Yeoh oon JIn  

ExEcutivE chairman, Pwc SingaPorE

 ISCA Ceo Lee Fook Chiew 
outlined the Institute’s 
initiatives to support members  
in their professional journey.   

Engaging  
PwC Members 
Soaring the SKIes with ISCA

 Sophia Pang at the  
South Pole in 2009; she 
is the first Singaporean 
woman to ski 900 kilometres  
from the Antarctic coast  
to the South Pole. 
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T 
he monthly Mingles 
session on September 17  
brought together 30 ISCA  
members to learn more 

about wills and trusts. In an 
informative session led by John Yeo  
from Trust Academy, members 
found out that wills and trusts 
are not only for the wealthy, and 
that everyone should have one 
regardless of marital status. 

Mr Yeo discussed some 
frequently-asked questions:
+ My biggest asset is the house 

my family lives in. Will my family 
fight over the house when I’m gone?

+ What if my spouse and I pass 
away together? What will 
happen to my young children?

+ What if my child misuses the 
money I left him? What could I 
have done to prevent it? 

ISCA MINglES

Understanding 
Wills & Trusts our loved ones when 

we pass on without 
any legacy planning 

or when the will is too simply done. 
The Mingles session included 

speed networking through ice-
breaking activities – a more informal 
and engaging format following 
feedback from members. Members 
also mentioned that they would 
like to learn more about leadership, 
personal financing and development.   

He explained that with a will and/
or a trust, when the unimaginable 
happens, you are assured that clear 
instructions on how your assets are 
to be distributed will provide some 
comfort to your family members, 
or you can at least be assured that 
someone trustworthy has been 
appointed to oversee your assets 
for your family 
members or the 
younger ones until 
they come of age. 
Members were also 
helped to better 
understand the 
common loopholes 
and issues faced by 

 members enjoying 
themselves with 

networking activities

 Speaker John Yeo 
explaining why  
wills and trusts  
are for everyone 

ISCA has moved with the times as 
part of the change process to play a 
more strategic role in transforming 
the accountancy sector, while 
continuing to provide our members 
with high standards of support to 
grow the accountancy profession. 

Arising from these changes, 
ISCA has reviewed its policies and 
amended the Institute (Membership 
and Fees) Rules to reflect the new 
phase of development.  

Changes have been made to rules 
pertaining to membership admission 
criteria, annual subscription, 
continuing professional education, 
and removal of and re-admission to 
membership. These enhancements 

seek to improve the clarity of the 
membership requirements and 
enhance the administration of 
membership-related matters. 

 In particular, key changes that 
are applicable for the 2015 annual 
membership renewal encompass 
changes to the Member-in-Retirement 
criteria, implementation of late 
payment fee for overdue annual 
subscription and changes to the re-
admission requirements arising from 
the launch of the Singapore QP.

 To better understand these 
changes, members can visit the  
ISCA Membership website at  
http://members.isca.org.sg  
for more information.

W 
ith the Singapore 
government’s plans to 
develop Singapore into 
a global accountancy 

hub, a number of changes were 
made since last April. Such changes 
comprise the establishment of the 
Singapore Accountancy Commission 
Act (SAC Act), change of designation 
to the Chartered Accountant 
of Singapore ((CA (Singapore)), 
transitional arrangements, the 
Institute’s name change and the 
establishment of the Singapore 
Qualification Programme (Singapore 
QP) framework. As the national 
accountancy body and conferrer of 
the CA (Singapore) designation,  

Changes to the Institute 
(Membership and Fees) Rules Please scan this QR code 

for more information
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Growing from  
Strength to Strength:  
ISCA Breakfast Talk 
Turns Two

O
ctober 2014 marks the 
second anniversary of 
the ISCA Breakfast Talk. 
A member engagement 

initiative designed to bring important 
updates to members outside office 
hours – in this case, before the work 
day even begins – the event is held 
every second Wednesday of the month. 

The initiative has struck a chord 
with members, with quite a few of 
them becoming familiar faces at 
these sessions. Despite an early 
start at 7.15 am for participant 
registrations, attendance rates have 
been steadily increasing. Of late, the 
support has been overwhelming, with 
an average of almost 100 members at 
each session. Also, the sessions are 
fully subscribed two weeks prior, with 
a mounting wait list. 

The ISCA Breakfast Talk series 
covers wide-ranging topics that are 

especially relevant for Professional 
Accountants in Business, as well 
as for practising accountants and 
auditors. The expert speakers for 
these sessions are typically senior 
partners and management personnel 
from established accounting and 
finance organisations, and from 
supporting industries. 

★
“Overall, the sessions are 

good and help in my work. 
Speakers, as well as timing, 
are also good. I am looking 
forward to more sessions  

on ethics.”
Bay Puay Ngee 
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★
   “Able to gain some 

knowledge before heading 
for work. The speakers 

are professional and the 
sessions help me in my 
work. I look forward to 

attending more sessions 
organised by ISCA.”

agNis Chye

+	 Economic Crimes Discovery 
through Data Analytics

+	 Integrated Reporting
+	 Dialogue on Strategy of Ethics
+	 Sustainability Reporting

The feedback from members 
show that they find the sessions 
useful as the topics are directly 
relevant to their work. We share 
some of their comments here.

★
 “Topics are interesting and relevant to  

keep up with accountancy updates. Timing is  
just right and speakers are very professional. 

I am looking forward to more sessions on 
accounting standards and ethics.” 

BeliNda Chua

To date, members have attended 
sessions on the following topics: 
+	 Internal Audit Procurement 

Policies and Controls 
+	 Journey toward Public Listing
+	 Implementing a Business 

Continuity Plan  
+	 Maximising Value of Big Data 

by Finance and Accounting 
Professionals

+	 Role of Accounting and 
Finance Professionals in M&A 
Transactions

+	 Forensic Accounting Demystified
+	 Business Analytics on 

Performance Management with 
Cloud Adoption

+	 Anti-money Laundering And 
Counter-terrorist Financing

ISCA is heartened by the 
enthusiasm shown by members, 
and will continue to explore a wider 
variety of topics so that members can 
learn from those in the know. Thank 
you for your support, and we look 
forward to having more members join 
us at the Breakfast Talk sessions.

★
“Sessions are very 

informative and 
interesting. The 

timing of the sessions 
is also good.”

ChaN geok yeN 

★
 “Attended most 
of the Breakfast 

Talk sessions. The 
sessions are well 

organised and 
speakers are true 

professionals.” 
Ng Mui Mui 
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I
SCA recently concluded 
an employee engagement 
study for a segment of 
the accountancy sector. 

This initiative was undertaken in 
collaboration with aAdvantage 
Consulting Group, a consulting 
firm specialising in organisational 
development, change management, 
human resource, culture development 
and customer experience. 

The study was conducted with 
the aim of providing accounting 
firms with an objective sense of how 
they engage their employees, how 
they compare with their peers in 
the sector as well as with the overall 
Singapore workforce in general, and, 
of importance, which areas they 
should focus on in their follow-up to 
better engage their employees. 

A total of 536 employees from 14 
public accounting firms participated in 
the survey. The firms included mid-tier 
and smaller practices.

The findings revealed that 
employees who are more engaged 

tend to be more motivated and 
productive. Employees who are 
engaged also show greater pride 
in their work and exhibited lower 
absenteeism. With the tightening 
labour market, retention and 
talent management have become 
increasingly important. Therefore, 
it is imperative for business owners 
to understand the importance of 
employee engagement, and how  
it can be used to overcome 
manpower challenges.

Methodology
The employee engagement study 
seeks to understand the current 
employee engagement level of 
accounting firms, the key drivers that 
have the greatest impact on employee 
engagement, as well as to recommend 
areas for improvement to increase the 
employee engagement level.

The study was conducted via an 
online survey where respondents 
participated anonymously. Respondents 
were asked to rate their agreement 

level with 18 statements across eight 
employee engagement dimensions. 
The dimensions included Working 
culture, People management 
and development, Leadership, 
Communication, Work processes, 
Work-life balance, Rewards and 
recognition, and Job security. 

For the purpose of this study, firms 
with a headcount of fewer than 30 are 
classified as “Small-sized”; firms with 
a headcount of 30 to 100 are classified 
as “Medium-sized”, and firms with 
a headcount of more than 100 are 
classified as “Large-sized”. The profile 
of the respondents are as follows – 
74% are Gen Y-ers (below 30 years 
of age) and 69% have fewer than 
three years of service in their current 
organisation (Figure 1).

Figure 1 Profile of respondents

149 (27%)
respondents

219 (41%)
respondents

52 (10%)
respondents

79 (15%)
respondents

23 (4%)
respondents

14 (3%)
respondents

More 
than 20 
years

5 to 10 
years

3 to 5 
years

1 to 3 
years

Less 
than 1 
year

10 to 20 
years

Employee Engagement 
Report for Public 
Accounting Firms
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Findings
The findings revealed that the 
accountancy sector has a higher 
Employee Engagement Index (EEI) 
than the Singapore Workforce EEI – 
as found in aAdvantage Consulting’s 
Singapore Workforce Engagement 
Study (SWES).1 The SWES comprised 
1,220 responses representing 
employees across 15 industries. 

An analysis was conducted to 
further understand the difference 
in employee engagement according 
to the different lengths of service. It 

It was generally observed that 
respondents working in the smaller 
firms have higher levels of agreement 
with the following aspects of employee 
engagement: 
+ Rewards and recognition;
+ Career growth opportunities;
+ Encouragement to come up  

with new and better ways of  
doing things, and 

+ Immediate supervisors.

RecoMMendations
The two common priority areas which 
accounting firms should focus on are 
rewards and recognition, and career 
growth. This study recommends that 
firms review their compensation and 
benefit policies to ensure they are 
comparable to the market. Firms that 
do not have a formal compensation 
and benefit policy may wish to consider 
leveraging SPRING Singapore’s 
Innovation & Capability Voucher 
(ICV) to engage an HR consultant to 
develop one. In the area of career 
growth, it is recommended that 
firms implement and communicate 
competency frameworks and training 
roadmaps to all staff. Firms may also 
consider conducting discussions or 
dialogues to find out the underlying 
reasons for the perceived  lack of 
career growth opportunities.

Besides ICV, other government 
grants that accounting firms can 
leverage to improve employee 
engagement levels include SPRING 
Singapore’s  Capability Development 
Grant (CDG), MOM’s WorkPro and 
WDA’s Enterprise Training Support (ETS).

ISCA recognises that employees 
play an important part in the success 
of any organisation and the Institute 
looks forward to rolling out more 
initiatives that can help develop 
the human resource aspect of the 
accountancy sector. 

You may download a copy of the Public Accounting Firms Employee Engagement Study Report at  
http://corp.isca.org.sg/media/193351/iscaeesreportjun2014.pdf.

Figure 2 Agreement level (out of “6”) based on length of service

1 Responses for the aAdvantage Consulting’s Singapore Workforce 
Engagement Study were collected via a street-intercept method, 
with respondents from a variety of backgrounds to reflect the 
demographic distribution of the Singapore workforce.

was observed that respondents who 
have worked for less than a year 
responded more positively to rewards 
and recognition received from their 
respective organisations. 

Respondents who worked for 
more than 20 years or less than one 
year have higher levels of agreement 
with regard to being given sufficient 
opportunities for career growth. 
However, respondents who have 
worked between 10 and 20 years in 
their organisations did not feel the 
same way (Figure 2).

< 1 yr

1-3 yrs

3-5 yrs

5-10 yrs

10-20 yrs

> 20 yrs

4.54

4.22

4.48

4.39

4.04

4.56
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 DBS Global Head  
of Sales Vivek Batra 
elaborating on 
efficiency in cash 
flow cycles

I 
n collaboration with DBS 
Group, ISCA launched the 
first ISCA-DBS Working 
Capital Advisory Seminar 

for CFOs, targeted mainly at the 
manufacturing sector. 

The September 26 afternoon 
event helped participating members 
gain industry insights on working 
capital management trends, as 
well as tips on how to free up the 
“trapped cash” in their businesses. 

Sharing their expertise were two 
speakers from DBS – Vivek Batra, 
Global Head of Sales, and Stanley 
Tan, Head of Working Capital Team. 
They spoke about the latest trends 

in working capital management 
around the world, current challenges 
to profitability as defined by CFOs 
globally, CFOs’ insights on their key 
focus areas, and data analytics which 
is gaining traction around the world 
in various fields. 

The participants were impressed  

New Working 
Capital Advisory 
Seminar for CFOs

 DBS Head of Working Capital Team Stanley Tan 
discussing a case study of Amazon vs Google

 Participants 
networking at 
the post-seminar 
reception

by the presentation delivery; more 
importantly, they felt that the 
information shared was relevant 
and useful. Discussions among the 
participants, speakers and DBS 
executives continued during the post-
seminar reception, resulting in the 
forging of new working relationships.   
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P 
wC Singapore Risk 
Assurance Leader Dominic 
Nixon shared insights from 
PwC’s 17th Annual Global CEO 

Survey 2014, where 1,300 company 
leaders across 68 countries shared 
their thoughts. Three global trends 
that are of relevance to the CFOs 
attending the talk are how they can 
harness technology to create value in 
new ways amid a changing economic 
landscape, taking into consideration 
demographic shifts when developing 
tomorrow’s workforce, as well as 
serving new customers.

PwC Singapore Accounting  
and Reporting Advisory Leader  

Chen Voon Hoe presented the 
findings of the inaugural Asia 
Corporate Treasury Survey 2014. 
Analysing the responses from  
117 organisations across seven 

PwC’s Dominic Nixon (left) and  
Chen Voon Hoe shared the findings of 
two PwC surveys with a small group  
of CFOs at the ISCA Breakfast Talk. 

Taking the CFO Role  
to the Next Level

countries in Asia, the survey found 
that cash and liquidity management 
as well as financial risk management 
were the top two items on the Asia 
treasury’s agenda today. For many 
businesses, their treasury function is 
just a transaction processing centre, 
but as the function expands in 
organisational reach and value-add, 
the treasury function in businesses 
can become more process efficient 
and value enhancing to deliver clear, 
quantifiable value for the business 
as a whole, and even become a 
strategic treasury where treasurers 
can evolve to be strategic partners 
to the business or board. Mr Chen 
also spoke about the benefits of a 
Treasury Management System (TMS).

The August 6 session was 
attended by an intimate group 
of CFOs, which allowed for more 
interaction among the speakers  
and participants.

trends and case studies, he made 
the observation that companies in 
Singapore are actively contributing 
to sustainable development. 

Members found the session 
interesting and insightful as it  
gave them a new perspective  
of sustainability.

M
ore than 80 members 
attended the monthly 
ISCA Breakfast Talk 
on September 10, 

where they sought a deeper 
understanding of sustainability 
reporting from EY Partner K. Sadashiv.

Mr Sadashiv provided an 
overview of the principles, 
requirements and impacts of 
sustainability reporting, covering 
the three dimensions of Social, 
Climate Change, and Governance 
and Transparency. He also 

shared in some detail the recent 
developments and important changes 
to the new Global Reporting Initiative 
(GRI)-based reporting requirements, 
following the introduction of the new 
G-4 reporting framework. Rounding 
off the session with a review of 
Singapore’s sustainability reporting 

Sustainability 
Reporting

ISCA BrEAkfASt tAlk 

ISCA-PwC BrEAkfASt tAlk

Over 80 members 
gleaned interesting 

insights about 
sustainability 

reporting from  
EY Partner  

K. Sadashiv.
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is the Growth Real?

udit fees provide 
important information 
to investors, lenders, 
and other users of 
financial statements. 
This is because the 
audit fee is directly or 
indirectly related to 
many critical inputs in 
the audit process and 
therefore can be used in 

combination with other information 
to assess the quality of audit service 
provided by a company’s independent 
auditor. Audit fee information may also 
be useful for regulators to evaluate 
the appropriateness of the current 
market structure of Singapore’s public 
accountancy sector, and informs policy-
making debates such as whether there 
is a need for industry restructuring 
through consolidation of small 
accounting firms.

In the US, the Securities and 
Exchange Commission mandated 
the disclosure of audit fees for public 
companies in 2000. Many other 
developed economies followed suit, 
including France, Germany, Hong 
Kong, Japan, and the UK. In Singapore, 

a

Audit Fees
GROWiNG MediAN

P
h

o
t
o

 G
e

tty
 im

a
G

e
s

by 

Lim Ai Leen, miAo Bin & Choo Wen Yi

IS Chartered Accountant 20



November 2014 21november 2014 21



FOCUS
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the disclosure of audit fees in annual 
reports was made mandatory in 2011 
via the Singapore Exchange (SGX)’s 
listing rule 1207(6)(c). This new 
regulation made it possible to obtain a 
complete view of the market structure 
for listed company audits in Singapore.

This study aims to provide 
a comprehensive analysis of the 
current status, recent trends, and 
key determinants of audit fees among 
listed companies in Singapore.

sAMple ANd dAtA
To construct the sample for analysis, 
we started with all the companies 
listed on the SGX Mainboard and 
Catalist. Some companies, mainly 
those with only secondary listings on 
SGX, were audited by auditors located 
outside Singapore. For example, 
Jardine Matheson Holdings Ltd, whose 
audit fees for 2013 amounted to over 
SGD22 million, was audited by PwC 

London. Since the focus of this study 
is to understand the domestic audit 
market, we excluded from the sample 
companies the 56 companies that were 
audited by foreign auditors. 

We collected the audit fee, auditor 
identity, and other related information 
from the companies’ annual reports. 
Market capitalisation data and 
some accounting data, such as total 
assets, revenue, and net income, were 
collected from the Compustat database 
maintained by Standard and Poor’s. 
If a company’s reporting currency for 
its financial statements was not in 
Singapore dollars, then all relevant 
amounts were converted to Singapore 
dollars at the exchange rate at the 
balance sheet date. 

The final sample consisted of 672 
companies, with 536 listed on the 
Mainboard, and 136 on Catalist. These 
companies accounted for almost 90% of  
the total listings on SGX as of June 2014. 

s
Company size has been shown 

to be the most important 
determinant of audit fees  

in many developed markets. 
Large companies usually have 

higher asset balance, more 
complex operations, cover 

multiple market segments, and 
therefore require significantly 

higher audit efforts.

discussiON OF FiNdiNGs 

1OveRAll stAtistics
In total, the 672 companies in our 

sample paid $291 million in audit 
fees in 2013. This amount represents 
about 0.65% of the combined profits 
of these companies, equivalent 
to 0.08% of Singapore’s GDP in 
2013. The audit fees of individual 
companies exhibited large variations, 
ranging from as low as $32,000 to 
over $8 million, with a median of 
$214,500. As shown in Figure 1,  
the distribution of audit fees is 
right skewed, with a long right tail 
populated by multi-million-dollar  
fee-payers (46 companies have 
audit fees above $1 million). Given 
our sample size, these companies 
would have a disproportionately 
large impact on the sample mean. We 
therefore used median as the main 
summary statistics for our analysis.  
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Figure 1 Distribution of audit fees
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2cOMpANy size ANAlysis
Company size has been shown to 

be the most important determinant 
of audit fees in many developed 
markets. Large companies usually 
have higher asset balance, more 
complex operations, cover multiple 
market segments, and therefore 
require significantly higher audit 
efforts. To present a complete 
view of the relation between 
company size and audit fees for  
SGX companies, we measured size 
from three different dimensions, 
namely total assets, revenue, and 
market capitalisation. 

We used a portfolio approach to 
study the correlation between audit 
fees and each of these dimension 
measures. The companies in our 
sample were grouped into five 
equal-sized portfolios by each 
company size measure, and the 
median total assets and audit fees  
of companies within each size  
group were plotted. For example, 
Figure 2 presents the audit fees  
for companies grouped by  
total assets. 

In Figure 2, Quintile 1 consists 
of the smallest 20% companies by 
total assets. A median company 
in this group has total assets of 
$29.64 million, and paid audit fees 
of $114,700. In contrast, Quintile 5 
includes the largest 20% companies, 
whose median total assets are $2.52 
billion, with median audit fees of 
$558,000. Audit fees increased 
consistently across the five size 
groups, suggesting that companies 
with larger asset balances paid  
higher fees for auditing services. 

As shown in Figures 3 and 4, 
the same pattern is also found in 
the five quintiles formed by market 
capitalisation and revenue. 

Put together, our analysis shows 
that company size is an important 
determinant of audit fees for listed 
companies in Singapore. This is 
consistent with evidence found in 
other countries.   
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Figure 2 Audit fees by total assets quintiles

Figure 3 Audit fees by market capitalisation quintiles

Figure 4 Audit fees by revenue quintiles
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companies. This could reflect the 
differential complexity of audit for 
each specific industry. For example, 
companies in the Agriculture 
industry generally require more 
audit efforts given their significant 
biological assets. 
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1 there is only one company in the electricity, Gas and Water 
sector, so it is not included in the industry analysis.

Figure 5 Audit fee/Total assets by industry
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industries are usually bigger in size. 
The more interesting results are the 
comparison among the Agriculture, 
TSC and Property sectors. 

In this group, companies in the 
Property sector have the largest asset 
base but paid the lowest audit fees. In 
contrast, companies in the Agriculture 
sector are smaller, as measured by 
total assets, but paid substantially 
higher audit fees than the Property 

3iNdustRy ANAlysis
Our sample covers all 11 industry 

sectors per SGX’s classification.1 Figure 5  
shows the median audit fees and total 
assets for each industry. Companies 
in the Multi-industry sector paid the 
highest audit fees, followed by the 
Agriculture sector, Transport/Storage/
Communications (TSC), and Property 
sectors. This pattern is not unexpected 
because companies operating in these 

s
Companies in the  

Multi-industry sector paid 
the highest audit fees, 

followed by the Agriculture 
sector, Transport/Storage/

Communications, and 
Property sectors. This 

pattern is not unexpected 
because companies 
operating in these 

industries are usually 
bigger in size.
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4Audit FiRM ANAlysis
Like most developed economies, 

the Big Four global accountancy 
firms2 play a dominant role in 
Singapore’s listed company audits 
market. As shown in Figure 6, they 
controlled 64% of the market in 
terms of number of clients, and 
earned 83% of the total audit fees 
in 2013. It is also apparent from 
these statistics that the companies 
audited by the Big Four firms tend 
to be large companies that pay 
higher audit fees. 

Among the Big Four firms 
(Figure 7), EY commandeered 
the largest market share both in 
terms of number of clients (175) 
and total audit fees ($89 million). 
KPMG was in second spot, with 
106 listed company clients and 
over $64 million in total audit fee 
revenue. PwC had fewer clients (62) 
than Deloitte & Touche (87), but 
earned slightly more in total audit 
fees; PwC earned $45 million while 
Deloitte & Touche earned  
$43 million.   

In addition to the Big Four firms, 
the small and medium-sized public 
accounting firms also play a critical 
role in Singapore’s accountancy 
sector. In our analysis, we further 
grouped these firms into two 
categories comprising the Mid Five 
firms (BDO, Foo Kon Tan Grant 
Thornton, Moore Stephens, Nexia TS,  
and RSM Chio Lim) which have more 
than 30 listed company clients each; 
the remaining firms are referred to 
as small firms. 

As a group, the Mid Five firms 
had 181 listed company clients 
and earned a total audit fee of 
$37 million in 2013. Within this 
category, BDO took the pole position 
with 43 clients and $8.5 million in 
total audit fees. The small firms 
audited 61 listed companies and 
earned $12 million in fees in 2013.

By total audit fees By number of clients

Figure 7 Big Four market share 

2 the big Four global accountancy firms refer to deloitte 
& touche LLP, ernst & Young (eY) LLP, KPMG LLP, and 
Pricewaterhousecoopers (Pwc) LLP.

By total audit fees By number of clients

Figure 6 Market share

  all big 4

  all Mid 5

  all small

  Pwc LLP

  deloitte & touche LLP

  KPMG LLP

  eY LLP

$64,306,172
(26%)

$43,040,205
(18%)

$45,444,016
(19%)

$89,196,450
(37%)
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(25%)

87
(20%)

62
(14%)

175
(41%)

$36,737,932
(13%)

$241,986,800
(83%)

$11,989,977
(4%)

430
(64%)

61
(9%)

181
(27%)
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5ReceNt tReNds  
iN Audit Fees

In our last set of analysis, we presented 
some information regarding the 
overall trend of audit fees from 2011 
to 2013. To make the year-over-year 
comparison meaningful, we included 
only companies that remained listed 
throughout the three-year period. 
We also excluded companies that 
had year-over-year audit fee changes 
of $1 million or more, because it is 
highly likely that these companies 
experienced major corporate 
restructuring events such as mergers 
and acquisitions, and are therefore not 
representative of companies operating 
under normal conditions. As a result, 
the sample size was reduced to 596 
companies for analysis in this section.

As shown in Figure 8, the median 
audit fees for the overall market 
increased 4.7% from 2011 to 2012, and 
by a smaller amount of 2.1% in 2013. 

This pattern is generally in line with 
the growth rate in the companies’ 
total assets over the period, which 
reached 8.4% in 2012 before falling 
back to 3.0% in 2013. The lower rate 
of increase for audit fees in 2013 may 
also reflect the recent economy-wide 
slowdown in business cost growth. 
For example, according to a report by 
Ministry of Trade and Industry, the 
unit service cost index for the service 
sector rose by 3.5% in 2012 but the 
increase in 2013 was a mere 1.5%. 
In addition, the inflation rate was 
4.6% in 2012 but decreased to 2.4% 
in 2013.

However, we note that the 
changes in audit fees could also have 
been driven by other factors such as 
the shifting landscape of competition 
in the audit market. These factors 
will be addressed in ISCA’s detailed 
research report on audit fees, to be 
released in the first quarter of 2015.

cONclusiON
Our analysis of the audit fees of SGX-
listed companies reveals several 
important findings. First, we find that 
company size is a key determinant of 
audit fees. Larger companies tend to 
pay higher fees to compensate their 
auditors for the extra efforts. Second, 
there are significant variations in audit 
fees across industries. In addition 
to company size, the complexity of 
operation and asset composition 
also seem to contribute to the inter-
industry audit fee difference. Third, 
the Big Four accounting firms are 
dominant players in the market, 
controlling over 80% of the total 
audit fee revenue. The five medium-
sized accounting firms also play an 
important role, accounting for 13% of 
the total fees. Finally, we also provided 
some evidence on the recent trends 
in audit fees for the overall market. 
Our data show that there was a steady 
increase in audit fees from 2011 to 
2013, though the growth rate was 
lower in 2013 than 2012. However, 
in the current study, we do not fully 
address the question of what drives 
the changes in audit fees – which is an 
area for future research. isca

Lim Ai Leen is Executive Director, Technical 
Knowledge Centre & Quality Assurance; Miao bin 
is Director, Research, and Choo Wen yi is Manager, 
Technical Research, ISCA.  

Figure 8 Recent trends in audit fees

s
Our data show that there was a 

steady increase in audit fees from 
2011 to 2013, though the growth 

rate was lower in 2013 than 2012.



“Integrated Reporting <IR> has the potential 
to deliver greater trust in reporting through 
integrated thinking. The Framework promotes  
the breaking down of silos within the organisation  
to consider its key capitals, its business 
model and communicates the value-creation 
process to the various stakeholders of the 
organisation. This helps the organisation 
to push the boundaries with excellent and 
innovative reporting beyond a compliance 

Yeoh oon Jin 
Executive Chairman 
PwC Singapore

mindset and sets it apart from its peers.  
It is encouraging that the Singapore 

companies analysed are already disclosing 
some content elements required by <IR>. 
What is clear from the analysis is that the 
actual gaps to the <IR> Framework were not 
as significant as perceived and companies 
should consider taking steps to start 
incorporating various content elements and 
principles in the <IR> Framework.”

PwC SAYS...

by   

Chen Voon hoe

FOCUS
Integrated reportIng

here’s been a lot 
of excitement 
around integrated 
reporting 
<IR> since the 
International 
Integrated 
Reporting 
Council (IIRC) 
launched the 

eagerly-anticipated International 
Integrated Reporting <IR> Framework 
in December 2013. <IR> has the 
potential to deliver greater trust in 
reporting through integrated thinking; 
the Framework promotes the breaking 

T
down of silos within the organisation  
to consider its key capitals, its 
business model, and communicates 
the value-creation process to its 
various stakeholders.

However, there is a perception 
that <IR> will result in a lot more 
work, add more pages to the already 
complex annual report and that this 
additional effort will far outweigh 
any additional benefits. Hence, PwC 
conducted a landmark analysis to 
understand if there is a gap between 
perception and reality. What we 
found was that while many companies 
in Singapore already have some 

components required by <IR>, such as 
information about strategy, business 
model and risks, most companies still 
tend to have a compliance mindset 
with regard to disclosures – often  
disclosing boilerplate information to 
be in line with requirements or their 
peers. For example, companies seem 
more comfortable reporting on board 
charters and terms of reference rather 
than the actual activities undertaken 
by the board and their effectiveness. 
Risk disclosure statements often list a 
company’s risks but rarely explain what 
the company is doing to mitigate these 
risks; nor do they elaborate on how 
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Table 1  Performance of STI component companies vis-à-vis <IR> content elements      
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the company is translating them into 
opportunities as part of the strategy. 

KeY findingS
The study, the first of its kind in 
Singapore, analysed the 30 component 
companies on the Straits Times Index 
(STI), with 110 questions that included 
the seven content elements defined in 
the <IR> Framework – Organisational 
overview and external environment, 
Governance, Risk and opportunities, 
Business model, Strategy and 
resource allocation, Performance 
and Future outlook. In addition, the 
report provides recommendations 
on how reporting in Singapore can 
be further developed with specific 
examples from both a Singapore and 
global perspective. Table 1 shows the 
component companies’ performance in 
relation to the seven content elements 
in the <IR> Framework.

1orgAniSAtionAl 
overview And  

externAl environment
Currently, 50% of Singapore companies 
surveyed explain their key underlying 

Content elements What’s reported now Where there can be more integration

(1) Organisational  
overview and  
external environment 

50% Explain their key underlying  
drivers in the current year

33% Link market discussion to  
strategic choices

(2) Governance 43% Discuss how the board works  
as a team

20% Provide any insight on Corporate  
Governance activities beyond boilerplate  
terms of reference

(3) Risk and  
opportunities 

57% Identify its principal risks 17% Link risk reporting with other aspects  
of reporting

(4) Business model 63% Make reference to their  
business model

3% Measure their value-creating activities

(5) Strategy and  
resource allocation 

70% Disclose a strategic vision 10% Integrate its strategies and priorities  
well into the rest of the annual report

(6) Performance 27% Explicitly identify KPIs 10% Link KPIs to strategy

(7) Future outlook 20% Discuss future availability and  
constraints of material non-financial  
capital that it relies on to create value

3% Set out KPIs to measure its impact  
of the non-financial capitals

drivers of market growth well, but do 
not discuss expected trends of their 
key drivers in their reports. <IR> would 
allow readers to better understand a 
company’s external environment, which 
consists of competitors, customers 

or market trends that would influence 
its strategic activities and choices. 
There should be more forward-looking 
information and quantified industry 
trends to provide an idea of how it can 
achieve its medium and long-term goals.

“We commend this initiative by Pwc, 
which highlights current reporting 
trends in Singapore, and paves 
the way for Singapore companies 
to work towards better corporate 
reporting. IScA is pleased to work 
with Pwc and other members 
of our Integrated Reporting 
Steering committee to reinforce 
Singapore’s position as a hub for 
thought leadership in integrated 
reporting. Working closely with key 
stakeholders like Pwc, IScA  
is committed to playing an active 
role in influencing and shaping the 
global movement towards better 
corporate reporting and helping 
Singapore companies in their 
integrated thinking and  
reporting journey.”

Lee Fook Chiew
Chief Executive Officer 
Institute of Singapore 
Chartered Accountants

iSCA SAYS... 



“This report provides an 
excellent baseline of corporate 
reporting in Singapore and 
sets out a path that will enable 
businesses to progress their 
journey. We have seen integrated 
reporting becoming embedded in 
Singapore in recent months and 
have high expectations of a  
significant shift in the  
next reporting cycle.”

PauL DruCkman
Chief Executive Officer 
International Integrated 
Reporting Council

iirC SAYS...
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Starting the journey - An integrated foreword on Integrated Reporting <IR>

Future OutlookPerformance

The objective is 
communication 
of more relevant 
information and to 
build greater trust in 
reporting

Robust assurance 
framework is 
being developed 
to complement the 
<IR> Framework

Future reporting will 
have more graphical 
communications 
compared to just 
words 

Usage of technology 
in reportingProvide examples of relevant 

reporting for key content 
elements and principles, as well 

as recommendations on how 
companies can rethink the way 
they present their information

Technology

Trust

Assurance 
framework

Graphical 
communications

Analysis of the 30 constituents of 
the Singapore Straits Times Index 
(“STI”) for each content elements

30 Companies

Some Singapore companies’ annual 
reports already have components of 

the  <IR> Framework

 The key challenge remains 
the lack of connectivity 

between the information 
provided 

<IR> 

Challenge the organisation 
to rethink the way it presents 

its information for better 
relevance

Break down the silos 
within the organisation 

Over 100 compaines globally 
participated in the pilot programme

>100Companies

2governAnCe
This is the top element that 

possesses opportunities for 
development in reporting. The survey 
found that 43% of companies surveyed 
discussed how the board works as a 
team but did not share on the actions 
the board took to add value to the 
company. Companies need to provide 
more insights on the effectiveness 
of the board in creating value. In 
addition, there should be a clear link 
between the board’s KPIs and their 
remuneration packages.

3riSK And oPPortunitieS
The analysis finds that Singapore 

companies need to steer away 
from listing a generic list of risks 
in their reporting. While 57% of 
the companies identified their 
principal risks and uncertainties, 
only 17% linked these risks to other 
reporting aspects such as strategy 
and performance. Companies need to 
identify the principal risks that may 
disrupt their business from achieving 
its strategic objectives. After these 
risks are identified, measures taken  
to deal with the risks need to be 
relayed to the stakeholders. This  
can be done by disclosing a risk  
profile diagram.

4BuSineSS model
About 63% of companies described 

their business lines with historical 
narratives on performance while an 
insignificant 10% identified their 
differentiating and value-creating 
elements in their business models. It is 
important for a business model to show 
the key differentiating and value-adding 
activities which set the company apart 
from its peers. 

5StrAtegY And 
reSourCe AlloCAtion

Most companies surveyed (70%) made 
a clear statement about its overall 
goal or strategy, but only 10% of 
them integrated their strategies and 
priorities well into the rest of the annual 
reports. Companies need to report 
their short, medium and longer-term 

priorities and how these respective 
priorities work towards their overall 
company goals.

6PerformAnCe
The report shows that 

currently, it is difficult to have a 
clear understanding of what drives 
performance in the firm as only 27% 
of companies disclose their KPIs. 
Out of this 27%, only 10% aligned 
the KPIs with their key strategic 
priorities. Companies need to focus 
less on the financials and historical 
performances and instead, include 
more non-financial KPIs in reporting 
as aligning both financial and non-
financial KPIs with strategic priorities 
will better allow stakeholders to 
understand the company’s value-
creation process.

6       

As part of our commitment to transform reporting, we have attempted to try something different and present our 
foreword in line with the content elements of the <IR> Framework. We hope that this will inspire you to challenge 
your thinking on corporate reporting too.

Starting the journey - An integrated foreword on Integrated Reporting <IR>

Risks and 
Opportunities

Organisational Overview 
and External Environment

Strategy and 
Business model

Governance
Opportunity to communicate how more effective 
governance translates to the value creation process

Opportunity to communicate to 
stakeholders how the hard work and 

cost incurred are converted to greater 
value 

Concerns that  <IR> will 
introduce more work and incur 

additional costs

Concerns that <IR> will result in 
giving out competitive information

Opportunity to rethink how to 
communicate value to stakeholders

Businesses have 
continued to evolve  
dramatically in 
response to fast-
changing global 
issues, economic 
uncertainties and 
new technologies 

The external 
reporting model has 
remained largely 
unchanged

Annual reports have 
become voluminous 
but not necessarily 
more effective in 
communicating how 
companies create and 
sustain value

Global

External reporting

Information

<IR> 
Promote integrated thinking

Differentiate itself from its peers 
and competitors on how it creates 

and sustains value in the short, 
medium and long term

Figure 1  Starting the journey - An integrated foreword on Integrated Reporting <IR>
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companies can rethink the way 
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Technology
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the Singapore Straits Times Index 
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Some Singapore companies’ annual 
reports already have components of 

the  <IR> Framework

 The key challenge remains 
the lack of connectivity 

between the information 
provided 

<IR> 

Challenge the organisation 
to rethink the way it presents 

its information for better 
relevance

Break down the silos 
within the organisation 

Over 100 compaines globally 
participated in the pilot programme

>100Companies

the report, “towards more relevant reporting”,  
is available at http://read.pwc.com/i/385378.

chen Voon hoe is Accounting and Reporting 
Advisory Leader, Pwc Singapore.   

7future outlooK
Only 20% of the companies 

discussed future availability and 
constraints of material non-financial 
capital they rely on to create value. 
The disclosure of KPIs to measure 
the sustainability targets is often left 
missing. Companies need to broaden 
their scope on their future outlook and 
sustainability issues. They need to 
forecast the external environment and 
predict factors that may hinder their 
performance. Once done, they should 
come up with measures to counter any 
adverse factors. 

ConCluSion
From the study, it is clear that if 
companies took small steps to link 
the <IR> content elements better, 
they would achieve a significant leap 
to produce a more relevant value-
creation story to their stakeholders.

It is important to emphasise 
that the Framework is not about 
prescribing various content elements 
to include in your integrated report; 
rather, it is about making use of the 
guiding principles like strategic focus, 
future orientation and connectivity 
of the information to make the report 
more useful to your readers. It is also 
about pushing existing boundaries 
and changing mindsets to report in 
a more innovative manner, including 
the use of more graphics instead of 
just text, more strategic reporting 
instead of just listing what the 
company has done. 

As part of our commitment to 
transform reporting, we have presented 
the foreword of our report, “Towards 
more sustainable reporting” based  
on the content elements of the  
<IR> Framework in graphical format 
(Figure 1).  ISCA

Towards more relevant reporting    7

Starting the journey - An integrated foreword on Integrated Reporting <IR>

Future OutlookPerformance

The objective is 
communication 
of more relevant 
information and to 
build greater trust in 
reporting

Robust assurance 
framework is 
being developed 
to complement the 
<IR> Framework

Future reporting will 
have more graphical 
communications 
compared to just 
words 

Usage of technology 
in reportingProvide examples of relevant 

reporting for key content 
elements and principles, as well 

as recommendations on how 
companies can rethink the way 
they present their information

Technology

Trust

Assurance 
framework

Graphical 
communications

Analysis of the 30 constituents of 
the Singapore Straits Times Index 
(“STI”) for each content elements

30 Companies

Some Singapore companies’ annual 
reports already have components of 

the  <IR> Framework

 The key challenge remains 
the lack of connectivity 

between the information 
provided 

<IR> 

Challenge the organisation 
to rethink the way it presents 

its information for better 
relevance

Break down the silos 
within the organisation 

Over 100 compaines globally 
participated in the pilot programme

>100Companies

Figure 1  Starting the journey - An integrated foreword on Integrated Reporting <IR>

as part of our commitment to transform reporting, we have attempted to try something different 
and present our foreword in line with the content elements of the <ir> Framework. we hope that 

this will inspire you to challenge your thinking on corporate reporting too.
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Accounting for Digital Currencies

The Rise  
of BiTcoin

by   

Miao Bin & ClarenCe Goh
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In September this year, Bitcoin 
made headlines when Braintree, a 
PayPal subsidiary, announced that 

it was making its “first foray” into 
accepting the virtual currency, with 
its CEO Bill Ready announcing that 
“over the coming months, we’ll allow 
our merchants to accept Bitcoin”.

Gill Luria, an analyst, described 
this as a “substantial development” 
for Bitcoin because it “opens the door 
for PayPal to integrate Bitcoin into its 
main wallet functionality” such that 
“millions of retailers will de facto be 
accepting Bitcoin overnight”.

What is Bitcoin?
Bitcoin, the world’s first 
cryptocurrency, is a virtual currency 
that is stored in “digital wallets” that 
allow users to make transactions or 
save their money in. Like conventional 
currencies, they can be acquired on 
“Bitcoin exchanges” at prevailing 
exchange rates. 

However, Bitcoin differs from 
conventional currencies in that 
it is not controlled or issued by 
any central authority such as a 
Central Bank. Instead, it is created 
by “miners” who receive Bitcoins 
in exchange for solving complex 

s
Proponents of Bitcoin point 
to the many benefits that it 
offers over the traditional 

currency. for example, Bitcoin 
transfers can be completed 

almost instantly and at zero 
or minimal fees... Bitcoin 

transactions are irreversible...
Bitcoin is not issued or 

controlled by any authority, 
and has a predictable growth in 

supply, it is not subject to the 
risk of devaluation that results 

from excessive “money printing” 
by central banks.

mathematical puzzles. This process 
of Bitcoin “mining” resembles that 
of mining gold – the total supply of 
Bitcoin is capped at 21 million units, 
and the mathematics of the Bitcoin 
system was set up so that it becomes 
progressively more difficult to mine 
new Bitcoins over time. 

Since its introduction in 2009, 
Bitcoin has enjoyed growing 
popularity, with an increase in its use 
for “real” transactions. For instance, 
Bitpay, a startup which processes 
Bitcoin payments, reported that the 
number of merchants who signed up 
for its service rose rapidly from 1,000 
in September 2012 to over 10,000 a 
year later. Latest statistics show that 
more than USD50 million worth of 
transactions are done using Bitcoin 
every day.

Proponents of Bitcoin point to the 
many benefits that it offers over the 
traditional currency. For example, 
Bitcoin transfers can be completed 
almost instantly and at zero or 
minimal fees, making it a competitive 
form of payment, especially when 
compared to credit cards and bank 
wires. Also, Bitcoin transactions are 
irreversible, and therefore protect 
vendors from “charge-back” losses 
that can arise from fraud. At the 
macro level, because Bitcoin is not 
issued or controlled by any authority, 
and has a predictable growth in 
supply, it is not subject to the risk 
of devaluation that results from 
excessive “money printing” by  
central banks.

On the other hand, critics 
argue that the inherent volatility 
of Bitcoin prevents it from being 
widely adopted. As a store of value, a 
currency must be relatively stable in 
its value. However, due to its inherent 
risk and high volume of speculative 
trading, Bitcoin’s exchange rate with 
major currencies in the world has 
been extremely volatile.

For instance, the exchange rate of 
Bitcoin to the US dollar experienced a 
roller-coaster ride in 2013. It started 
the year at USD13, and climbed all the  
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way up to USD1,147 on December 4,  
before collapsing to USD522 only 
two weeks later. It eventually closed 
the year at USD758. This high 
volatility leaves users of Bitcoin with 
tremendous impairment risk, or costs 
them significant transaction fees if 
they constantly convert any remaining 
Bitcoins into traditional currency.

Correspondingly, any corporation 
holding significant volumes of 
Bitcoins on its balance sheet would 
see protecting the value of its holdings 
as a key priority. However, in its 
current state, the market for Bitcoin 
is both too small and immature to 
support financial instruments that 
effectively allow firms to hedge 
against exchange rate fluctuations.  

Following Bitcoin’s success, 
there have been a plethora of other 
cryptocurrencies – also known as 
“altcoins” – that have emerged. While 
many of these Bitcoin alternatives 
borrow ideas from Bitcoin, they  
also attempt to better it by fixing 
its flaws, such as those found in the 
mining process.

Although none of the altcoins 
in circulation today enjoy the same 
prominence as Bitcoin, some, such as 
Litecoin and Dogecoin, have rapidly 
grown in popularity and could 
challenge Bitcoin’s status as the 
leading cryptocurrency in the future. 
Users and investors must be aware 
of the potential negative impact of 
competition on the value of Bitcoin.     

Another major risk faced by 
Bitcoin adopters is the policy 
uncertainty from regulators. An 
unfortunate fact about Bitcoin is that 
it has many traits, such as anonymity 
and non-traceability, which can 
be exploited to conduct criminal 
activities. For instance, the 2013 FBI 
takedown of Silkroad, a notorious 
website for criminal activity, revealed 
that Bitcoins were widely used 
in transactions made on the site. 
To counter such illegal activities, 
regulators around the world have 
begun to tighten control over  
Bitcoin transactions.

Bitcoin regulation  
in singapore
Early this year, the Monetary 
Authority of Singapore (MAS) 
announced plans to regulate virtual-
currency intermediaries including 

operators of Bitcoin exchanges 
and vending machines in order “to 
specifically address money laundering 
and terrorist financing risks”.

In particular, MAS said in a 
statement that it would introduce 
legislation requiring virtual 
currency intermediaries that buy, 
sell, or facilitate the exchange of 
such currencies for real currencies 
to verify the identities of their 
customers, and to report any 
“suspicious transactions” to the 
Commercial Affairs Department. 
MAS also warned that “consumers 
and businesses should take note 
of the broader risks that dealing in 
virtual currencies entails and should 
exercise the necessary caution”, and 
that investors in virtual currencies 
such as Bitcoin should be aware that 
they do not enjoy the safeguards that 
investors in securities have under 

s
... critics argue that the inherent 

volatility of Bitcoin prevents it from 
being widely adopted. As a store of 

value, a currency must be relatively 
stable in its value. however, 

due to its inherent risk and high 
volume of speculative trading, 

Bitcoin’s exchange rate with major 
currencies in the world has been 

extremely volatile.
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would be to consider them as 
barter trades, which fall under the 
jurisdiction of accounting for non-
monetary transactions. But this 
will introduce complications to 
the revenue recognition process, 
for which accountants must make 
judgements on critical factors such 
as the timing of recognition and 
transaction amounts.

Keeping up With 
developments
Despite its fast growth, it remains too 
early to predict whether Bitcoin will 
achieve sustainable success to become 
a widely accepted form of payment. 
The increasing acceptance of Bitcoin 
as a form of currency should, however, 
provide the catalyst for a greater 
awareness of the issues surrounding 
its use. 

Indeed, it appears that 
cryptocurrencies are here to stay. 
Regardless of whether developments 
occur in Singapore or elsewhere, 
they will continue to impact the 
business community here. Therefore, 
businesses in Singapore should be 
prepared to handle developments in 
these areas even if they choose not to 
embrace them.

A greater understanding of the 
developments of Bitcoin would allow 
businesses to alert themselves to the 
issues and concerns that arise so that 
they can better prepare themselves 
and make informed decisions 
about whether to take advantage of 
opportunities presented by Bitcoin, 
establish risk control measures, or to 
avoid its use altogether. 

At the same time, other users 
of Bitcoin should also be aware of 
the speculative and transactional 
risks involved when using Bitcoin 
as an investment tool or in making 
purchases.  ISCA

Miao bin is Director, research, and clarence 
Goh is Manager, research, IScA. An edited 
version of this article was first published in 
the business times on 2 october 2014.

either the Securities and Futures Act 
or the Financial Advisers Act. 

Further, Singapore firms which 
buy and sell Bitcoins, or exchange 
them for other goods and services 
must pay taxes for these transactions, 
with the Inland Revenue Authority of 
Singapore (IRAS) stating that the sale 
and exchange of Bitcoins “in return 
for a consideration in money or in 
kind is a taxable supply of services 
subject to GST”.

accounting treatment 
of Bitcoins
The rapid growth of Bitcoin as a 
medium of business transaction 
also poses a pressing question to 
the accounting profession: How to 
account for it? 

In this respect, accounting 
standard-setters have not issued 
any official guidance on this issue, 

leaving company accountants 
and their auditors to exercise 
professional judgement when 
applying existing accounting 
standards to Bitcoin transactions.

Given that Bitcoins have often 
been referred to as a “digital 
currency”, it is tempting to use 
accounting standards for foreign 
currency to account for transactions 
that involve Bitcoin. However, it is 
debatable whether or not Bitcoin can 
be considered as being equivalent 
to a foreign currency. Also, given 
Bitcoin’s highly volatile exchange 
rates with major currencies, such an 
accounting treatment is likely to lead 
to overwhelming net foreign currency 
translation adjustments, and distort 
the true profitability of a firm’s 
underlying operations.

An alternative accounting 
treatment for Bitcoin transactions 



Tax 
IncenTIves 
Galore! 
Do Note the Devilish Details 

By  

Joanna Wong

The relatively low tax rate, plethora 
of tax incentives, numerous  
tax treaties and free-trade 

agreements continue to position 
Singapore as an attractive business 
hub and a strong base for regional 
expansion. Providing greater clarity 
and highlighting practical issues on 
relevant tax-related schemes designed 
to spearhead a company’s expansion 
plans into or out of Singapore were the 
objectives of a half-day presentation by 
representatives from IE Singapore and 
KPMG in Singapore, organised under 
the Singapore Institute of Accredited 
Tax Professionals’ (SIATP) Tax 
Excellence Decoded series. 

Global Company Partnership 
Scheme (GCP)
The GCP supports companies in their 
internationalisation plans in four key 
areas, namely capability building, 
market access, market development and 
access to financing. Funding is provided 
for a wide spectrum of expenses 
ranging from market feasibility studies 
to third-party consultancy fees, and 
even supports insurance, rental and 
basic salary of business development 
staff, subject to various conditions. 
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Market Readiness Assistance 
Scheme (MRA)
The MRA supports companies in 
dispensing information through 
various platforms, understanding the 
various markets through seminars and 
workshops, and providing financial 
assistance through funding and tax 
deductions on eligible expenses. 
Similar to GCP, the companies’ global 
headquarters must also be anchored in 
Singapore. 

To illustrate the use of MRA, a 

restaurant chain may wish to expand 
its presence into Indonesia through 
franchising. The MRA can be leveraged 
to identify potential in-market business 
partners and subsidise costs such as the 
drafting of franchising agreements.

Double Tax Deduction (DTD) 
for Internationalisation Scheme 
Companies enjoy a 200% tax deduction 
through this scheme. For example, a 
company participating in an overseas 
trade show may claim twice the amount 
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If successful, a company could claim 
additional capital allowance (not more 
than 100%) on equipment costs over a 
period not exceeding five years (eight 
years if the equipment is acquired 
under a hire-purchase agreement)  
even if the equipment is used in a 
foreign jurisdiction.  

Headquarters Programme
Comprising both the International 
Headquarters (IHQ) Award and Regional 
Headquarters (RHQ) Award, this 
programme broadly reviews headcount, 
headcount composition, the number 
of affiliates and subsidiaries under the 
purview of the headquarters, among 
various factors, before awarding 
companies accordingly. Companies 
awarded with RHQ status enjoy a 15% 
concessionary tax rate on incremental 
qualifying income. The tax rate ranging 
from 0% to 10% is more attractive for 
the IHQ Award. Correspondingly, the 
criteria are more stringent for the IHQ 
Award than RHQ Award.  

Finance and Treasury Centre 
(FTC) Scheme
Another popular scheme is the FTC. 
Companies using Singapore as a 
regional or global centre for finance  
and treasury operations can consider  
applying for the FTC and obtain a 
concessionary tax rate of 5% or 10% 
on the income derived from various 
treasury activities. In addition, there 
is a withholding tax exemption on 
interest from foreign loans. 

Tax Incentives for 
Manufacturing and Services
Incentives such as the Pioneer Incentive, 
Investment Allowance, Development and 
Expansion Incentive, Approved Royalties 
Incentive, Approved Foreign Loan 
Incentive, Land Intensification Allowance, 
Productivity and Innovation Credit (PIC) 
and PIC+ Schemes are available for 
companies to tap into.  

In harnessing the benefits, 
companies need to also pay attention 
to details to ensure effective decision-
making in identifying the most 
appropriate scheme(s) and gaining 
the most benefits. To illustrate, the 
qualifying period of the Pioneer 
Incentive begins, regardless of whether 
the company is in a loss position in the 
initial years and thus not able to fully 
leverage on this incentive. 

of qualifying expenses to be deductible. 
These expenses could be for the 
production of marketing brochures, 
advertising campaigns and/or the set-
up of overseas representative offices. In 
addition, the first $100,000 of qualifying 
expenditure is automatically approved.  

An added point to note is that the 
DTD may also be used on expenses 
incurred when participating in 
international trade fairs held in 
Singapore that will aid outbound 
investments. The DTD cannot be used 
for participation in trade fairs held 
in Singapore that promotes business 
activity in Singapore.

Integrated Investment 
Allowance Scheme (IIA)
Companies in labour- and capital-
intensive sectors considering to move 
some of their operations to immediate 
neighbouring jurisdictions like Iskandar 
Malaysia, Batam or Bintan may apply for 
the IIA prior to investing in equipment to 
enjoy additional capital allowance claims. 

Accredited tax Advisor (Income tax)  
ho kah chuan, Director, enterprise  
Incentive Advisory, kPMG in Singapore,  
provided clarity on the plethora of tax-
related incentives.   
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Joanna Wong is Assistant Director, SIAtP. 
this article is based on a presentation  
by Accredited tax Advisor (Income tax)  
ho kah chuan, Director, enterprise Incentive 
Advisory, kPMG in Singapore.

Apportionment Issues
Various income streams such as 
interest and rental income may not be 
covered under the concessionary tax 
rate incentives. Relevant income and 
expenses need to be identified and 
apportioned using a reasonable basis to 
be applied consistently throughout the 
incentive period. This could be an issue 
for companies without sophisticated 
accounting systems to identify, 
categorise and track relevant revenue/ 
expense items.

Incomplete Supporting 
Documents
Proper supporting documents must 
be kept and made readily available 
to substantiate tax deduction claims 
against the income.

Changes in the Incentive Policy
There may also be changes to incentive 
policy from time to time, and these have 
to be communicated to relevant finance 
and accounting staff. 

Tax Sparing Relief
Companies should take note of any  
tax sparing relief in tax treaties where 
tax exemption under incentives will  
be deemed to be tax paid for the 
purpose of granting a tax relief in  
cross-border transactions.

Controlled Foreign 
Corporations (CFC)
Some countries that have CFC rules 
may view a tax incentive company 

Another point for companies to note 
is the need to claim capital allowance 
during the qualifying period of the 
Pioneer Incentive. After the Pioneer 
Incentive qualifying period is over, any 
unutilised capital allowance can then be 
carried forward. 

Recent changes in the Development 
and Expansion Incentive have heightened 
the convenience for companies as they 
need not re-compute the base income 
after the initial 10 years. Companies 
under this scheme simply increase 
the tax rate by 0.5% every five years 
thereafter. Thus, if a company were 
enjoying a concessionary tax rate of 
10% for the initial 10 years, the tax  
rate will increase to 10.5% from the  
11th year and 11% after the subsequent 
five years. 

Tax Incentive-related Issues
Besides knowing which tax incentives 
are relevant, company executives also 
need to be aware of various issues 
associated with tax incentives. 

Meeting the Incentive Conditions
Incentivised companies need to ensure 
incentive conditions are met. Thus, 
milestones must be tracked on a timely 
basis, failing which there is a risk that the 
incentive benefits may be clawed back. 

Similarly, some tax incentives like 
the PIC and Investment Allowance may 
prohibit businesses from disposing of 
certain fixed assets. Processes must 
therefore be put in place to track assets 
to ensure compliance.
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While incentives 

are aplenty and may 
seem attractive to 

businesses, companies 
need to be mindful of 

the intricacies and 
relevance, to gain 

the most benefits. It’s 
essential to keep an eye 

on the details.
in Singapore as a CFC of its parent 
company, which could result in the 
income earned in Singapore, even if 
not repatriated, to be subjected to tax 
in the home country, wiping out the tax 
incentive benefits in Singapore.  

Maximising the Benefits
With the wide range of incentives 
available, companies need to analyse 
and determine which are the most 
appropriate scheme(s) to apply for. 
Sometimes, a financial grant may be 
more beneficial than a tax incentive. 
Moreover, the timing of application is 
important as all incentives are applied 
prospectively. Thus, income or expenses 
that occurred before would not be 
covered by the incentive.

Incentive Compliance 
Framework
In some cases, companies have to 
engage an auditor to certify that the 
company is on track in achieving 
its incentive conditions. In recent 
years, IRAS has also required certain 
incentivised companies to declare that 
processes and internal controls are in 
place to track and properly categorise 
income streams and expenses. 

While incentives are aplenty and 
may seem attractive to businesses, 
companies need to be mindful of the 
intricacies discussed, and relevance of 
the schemes, in order to gain the most 
benefits. It’s essential to keep an eye on 
the details.  ISCA



In recent years, we have seen a steady 
decline in corporate tax rates globally. 
In the Corporate and Indirect Tax Rate 

Survey 2014 released by KPMG in April 
this year, it was found that almost one in 
six countries included in the survey had 
cut their corporate tax rates in the prior 
15 months. 

One reason for the declining corporate 
tax rates has been the intensification of 
tax competition among countries. This 
has been termed a “race to the bottom”, 
where countries lower their corporate tax 
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rates as they seek to attract multinational 
corporations (MNCs) which bring with 
them increasingly mobile tax bases.

However, governments, especially 
those which were badly hit by the last 
financial crisis and face the pressing need 
to consolidate their budget deficits, are 
limited in their abilities to cut corporate 
tax rates. Consequently, governments 
are becoming increasingly vigilant about 
ensuring that companies pay their fair 
share of taxes in jurisdictions where 
they operate. There has been a trend 
of tax authorities pursuing more tax 
audits to ensure that corporations do 
not employ illegitimate tax avoidance 
strategies. Internationally, there have 
also been coordinated calls for more tax 
transparency and effective exchange of 
tax information among countries.

Singapore, ranked as having the 
ninth lowest corporate tax rate among 
countries surveyed by KPMG, has found 

itself involved in the ongoing debate on 
corporate tax competition. In reports 
prepared for the US Senate in 2012 
and 2013, Singapore was listed as one 
of the jurisdictions that US MNCs such 
as Microsoft and Apple used to legally 
shift profits to in order to reduce their 
tax burdens in the US. These MNCs 
were reported as having used methods 
like transfer pricing – where their 
subsidiaries in separate jurisdictions 
charged each other for goods and 
services “sold” within the corporation – 
to minimise taxes paid in the US. 

The report further explained that 
although US tax rules require transfer 
pricing transactions to be made on an 
“arm’s length” basis, the highly malleable 
nature of the “costs” involved in many 
such transactions often allows MNCs 
to “take full advantage of this situation 
to set an artificially low sale price to 
minimise the US parent company’s 

by 

ClarenCe Goh

November 2014 39

Tax Haven or 
CompeTiTive 
Business HuB?
Singapore’s Corporate Tax Strategy



s
... it is singapore’s 

adoption of a  
low corporate 

tax regime in the 
broader context of 
creating a vibrant 
domestic business 

ecosystem that 
sets it apart from 
other jurisdictions 
regularly identified 

as “tax havens”.

taxable income”, such that “the profits 
from assets developed in the United 
States are shifted to subsidiaries in tax 
havens and other low-tax jurisdictions”. 

Additionally, there have been media 
reports which have identified Singapore 
as a low-tax jurisdiction which MNCs use 
to lower their overall corporate tax rates. 
For instance, in 2013, a Reuters article1  
highlighted the effects of Singapore’s  
low corporate tax rate by noting that 
Apple’s Singapore entity recorded 
USD14.9 billion in revenue in 2012, more 
than it would have even if the country’s 
entire population of 5.3 million had 
purchased an iPhone 5S, an iPad Air, and 
a MacBook Pro each.    

Singapore’S corporate 
tax Strategy
Yet, Singapore does have strong 
justifications for keeping corporate 
taxes low.

Progressively, Singapore has 
shifted from relying mainly on direct 
taxes, such as corporate and personal 
income taxes, to a greater reliance on 
indirect taxes like Goods and Services 
Tax (GST). Unlike hikes in corporate tax, 
increases in GST are less likely to hurt 
Singapore’s competitiveness because it 
is a consumption tax borne largely by 
end-consumers. Indeed, it is Singapore’s 
adoption of a low corporate tax regime in 
the broader context of creating a vibrant 
domestic business ecosystem that sets it 
apart from other jurisdictions regularly 
identified as “tax havens”. For example, 
unlike the Cayman Islands, home to 
a building which supposedly houses 
12,000 US-based corporations and which 
US President Obama famously referred 
to as “either the biggest building in the 
world or the biggest tax scam in the 
world”, Singapore maintains a business-
friendly environment that saw Total 
Business Expenditure of SGD7.8 billion 
and created 21,400 skilled jobs in 2013, 
according to government statistics.

Also, unlike many other countries 
that were badly hit by the financial crisis, 
Singapore’s fiscal prudence and strength 
allows it to maintain a consistent 
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strategy of keeping overall taxes low. 
In a public address in October 2013, 
Senior Minister of State for Finance and 
Transport Josephine Teo highlighted 
that the Singapore government neither 
borrows to spend nor has any external 
debt. In fact, Singapore invests its 
net assets and enjoys an annual Net 
Investment Returns Contribution which 
forms a significant component of its 
annual budget and helps the government 
to keep taxes low.

To further combat accusations of it 
being a jurisdiction for MNCs seeking 
to illegitimately avoid taxes, Singapore 
has strengthened its framework for 
international tax cooperation. In a press 
release issued in May 2013, the Monetary 

Authority of Singapore detailed 
Singapore’s plans for strengthening its 
framework for international cooperation 
to combat cross-border tax offences.

Since then, Parliament has passed 
the Income Tax Amendment Act (2013), 
extending Exchange of Information (EOI) 
assistance – in accordance with the 
internationally-agreed Standard for EOI 
– to Singapore’s existing tax agreement 
partners, and also streamlining the 
administration of EOI by allowing the 
Inland Revenue Authority of Singapore to 
obtain bank and trust information from 
financial institutions without having 
to seek a court order. Furthermore, 
Singapore has signed the Convention on 
Mutual Administrative Assistance in Tax 
Matters which has been promoted as an 
international agreement for bilateral tax 
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1 “Taxing times for Singapore as corporate strategy faces scrutiny” 
by Rachel Armstrong, 24 November 2013, Reuters online (US edition) 



clarence Goh is Manager, research, IScA. An 
edited version of this article was first published 
in the business times on 31 July 2014. 

tax arrangements created “solely for 
the purpose of flouting or exploiting 
loopholes in tax rules”. 

the way forward
Given that corporations face constant 
pressure to increase profits, the issue of 
MNCs seeking out tax arrangements which 
maximise returns is likely to persist. 
This creates a conundrum for countries 
which need to find ways to lower 
corporate tax rates to keep themselves 
competitive, while at the same time are 
facing pressure to generate higher tax 
revenues to balance their budgets.

There has been research evidence, 
cited in the OECD Economic Surveys: 
Switzerland 2011, which suggests that 
tax competition can lead to more efficient 
public sectors. Consequently, efforts to 

reduce tax competition and allow rates to 
revert to higher levels might undermine 
the incentives that countries have for 
fiscal discipline.

Hence, it is important that countries 
should not be labelled as tax havens 
based merely on their low tax rates 
without consideration of broader 
perspectives. Even as each country 
retains the discretion to set its own 
tax strategy, this can be done while 
still recognising the need to combat 
inappropriate tax avoidance behaviour. 
To achieve this, countries could ensure 
that strong local laws are enacted, and 
that there is good cooperation among 
countries to tackle tax offences.  ISCA

cooperation among signatories.
Singapore has also concluded 

discussions on an Inter-Governmental 
Agreement with the US which will 
facilitate financial institutions in 
Singapore to comply with the Foreign 
Account Tax Compliance Act, a US 
law requiring all financial institutions 
outside the US to pass information 
about financial accounts held by US 
persons to the US Inland Revenue Service 
on a regular basis. These actions are 
consistent with Singapore’s corporate 
tax strategy, as highlighted in the 2013 
Reuters report, where a Ministry of 
Finance spokesperson expressed 
that “we should avoid converging 
on high taxes globally as this would 
only hurt growth and jobs” while also 
reiterating that Singapore is against 
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Technical excellence 
Technical highlighTs

FINANCIAL REPORTING

ISCA ProvIdeS CommentS to ed  
on InveStment entItIeS 
ISCA agrees with the proposals in this ED as they seek to 
provide greater clarity on the consolidation exemptions 
statements within IFRS 10, and provide relief to non-
investment entity investors who hold interests in 
investment entity associates. However, ISCA has proposed 
to IASB to extend this relief to investment entity joint 
ventures in view of IASB’s direction towards making the 
application of standards more practicable.

For more information, please visit
http://cfr.isca.org.sg/wp-content/uploads/2011/11/
Comment-Letter-on-ED-Investment-Entities.pdf 

IASB PuBlISheS ProPoSAlS  
for PuBlIC CommentS

  Exposure Draft Measuring Quoted 
Investments in Subsidiaries, Joint Ventures 
and Associates at Fair Value  
(Comments due on 16 January 2015) 
IASB has proposed amendments to clarify that an entity 
should measure the fair value of quoted investments 
and quoted cash-generating units as the product of the 
quoted price for the individual financial instruments 
that make up the investments held by the entity and the 
quantity of financial instruments.
For more information, please visit

www.ifrs.org/Alerts/Publication/Pages/IASB-publishes-
Exposure-Draft-Measuring-Quoted-Investments-
September-2014.aspx 

  Discussion Paper Reporting the  
Financial Effects of Rate Regulation  
(Comments due on 15 January 2015) 
The Discussion Paper describes a type of rate regulation 
that contains elements of both cost recovery and 
incentive approaches. It also explores what information 
about rate-regulated activities is most useful to users of 
financial statements and outlines possible approaches 
(and the accompanying advantages and disadvantages) 
that the IASB could consider in deciding how best to 
report the financial effects of rate regulation. 
For more information, please visit

www.ifrs.org/Alerts/Publication/Pages/IASB-publishes-a-
Discussion-Paper-on-reporting-the-financial-effects-of-rate-
regulation-September-2014.aspx

IASB And ASC ISSue AmendmentS  
to IfrS 10 And IAS 28
IASB and ASC have issued amendments to IFRS 10 
Consolidated Financial Statements and IAS 28 Investments 
in Associates and Joint Ventures (2011) to address an 
acknowledged inconsistency between the requirements in 

IFRS 10 and those in IAS 28 (2011), in dealing with the sale or 
contribution of assets between an investor and its associate or 
joint venture. The amendments will be effective from annual 
periods commencing on or after 1 January 2016.

For more information, please visit
www.ifrs.org/Alerts/Publication/Pages/IASB-issues-
Amendments-to-IFRS-10-and-IAS-28-September-2014.aspx

AUDITING AND ASSURANCE

ISCA ProvIdeS CommentS to IAASB 
ProPoSed ChAngeS to the ISAs –
AddreSSIng dISCloSureS In the AudIt  
of fInAnCIAl StAtementS
ISCA put forth the need for a framework on the materiality 
concept to guide auditors in making appropriate judgements 
when assessing and evaluating misstatements relating to 
disclosures, particularly qualitative disclosures. In addition, 
ISCA highlights some proposals that may run contrary to 
IAASB’s intention to address excessive disclosures, as well as 
areas where further guidance may be useful.

For more information, please visit
http://caa.isca.org.sg/wp-content/uploads/2013/06/
Comment-letter-to-IAASB-Disclosures.pdf 

REGULATORY

ComPAnIeS urged to ImProve 
PrePArAtIon of unAudIted  
fInAnCIAl StAtementS
ACRA commissioned a study to gauge the state of financial 
statements of Singapore-listed companies prepared prior to 
an audit. The study revealed that there was uneven quality 
among these financial statements. Hence, companies, including 
directors, audit committees, management and finance teams, 
must have a higher sense of “ownership” when preparing 
financial statements. They should strive to minimise proposed 
audit adjustments, particularly relating to factual differences 
and misclassifications.

For more information, please visit
www.acra.gov.sg/components/templates/newsDetails.
aspx?id=e586d3f7-51a5-41b7-b823-33172b42fa20 
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FRS 40 Investment Property (IP) 
came into effect for financial 
years beginning on or after  

1 January 2007. It applies to 
companies holding property (land 
and/or building) for rental and/or 
capital appreciation. The purpose 
of this article is to examine the 
accounting practices for IP by listed 
companies in Singapore.

An investment property is 
measured initially at cost. After the 
initial recognition, a company is 
required to choose as its accounting 
policy either the cost model or the 
fair value (FV) model and apply that 
policy to all its IP.

There are two main reasons 
why a choice between the cost 
model and the FV model is included 

by 

Jian Ming &  
CleMent tan Kai guan 

DON’S COLUMN

Investment 
ProPerty
Reporting Practices in Singapore
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Cost Model 
20%

FV Model 
80%

in the standard. The first reason is 
to give preparers and users time 
to gain experience with using an 
FV model. The second reason is to 
allow countries with less developed 
property markets and valuation 
professions more time to mature.

According to the Business 
Valuation Market Study 2014 jointly 
conducted by the Institute of Valuers 
and Appraisers of Singapore (IVAS) 
and EY, FV valuations for mergers and 
acquisitions and financial reporting 
purposes are expected to be the key 
growth areas in the near future.  
There is also a potential growth in  
FV valuation for compliance with 
stock exchange requirements. 

Cost model
The accounting treatment of IP is in 
accordance with the FRS 16 Property, 
Plant and Equipment, which means that 
the IP is subject to depreciation (except 
for freehold land) and impairment loss. 
FV of IP is required to be disclosed 
even when the cost model is used.

Fair value model 
All IP must be stated at their FV as at 
the reporting date. FV may be based on 
transacted prices or discounted cash 
flow projections. The IP is subject to 
neither depreciation nor impairment 
loss. Changes in FV are recognised in 
profit or loss.  

iP PoliCy ChoiCes  
in PraCtiCe
We identified 677 companies listed 
on the Singapore Exchange (SGX) 
from the OSIRIS database, out of 
which 201 (around 30%) hold IP. We 
further narrowed down the list to 80 
companies whose IPs are more than 
10% of their respective total assets. 
We then examined their accounting 
practices for IP, as reported in their 
audited annual reports. 

As shown in Figure 1, only 20%  
(16 companies) used the cost model 
while the other 80% of companies  
(64 companies) used the FV model in 
the measurement of their IPs. 
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Companies that choose the FV 
model are not allowed to switch to the 
cost model unless the change from 
the FV model to the cost model will 
result in a more relevant presentation, 
which is highly unlikely (FRS 40:31). 

Companies that choose the cost 
model may subsequently measure 
their IP at FV. Of the 16 companies 
that used the cost model, we examined 
13 companies which had available 
annual reports in the following year 
to determine whether there was a 
change in IP measurement to FV. Only 
one company switched from the cost 
model to the FV model. The findings 
show that accounting policy for IP  
was consistently applied by the 
majority of our sampled companies. 
One possible reason for this consistent 
IP policy among the remaining 12 
companies is that by sticking to the 
cost model, they were able to avoid 
reporting volatile earnings.

modes oF valuation
A company is encouraged but not 
required to measure the FV of  
an IP on the basis of a valuation  
by an independent valuer who  
holds a recognised and relevant 
professional qualification and has 
recent experience in the location  
and category of the IP being valued 
(FRS 40:32).  

Figure 1  Choice of IP Policy
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valuation to stakeholders, while  
big companies may not have to  
do so.

FrequenCy oF iPv
The frequency of independent 
professional valuation (IPV) as 
voluntarily disclosed in the annual 
reports varies (Figure 3). Among the 
64 companies that used the FV model, 
36% (23 companies) did not report 
the frequency of IPV, while 59% (38 
companies) and 5% (three companies) 
reported that IPV was done “at least 
once every year” and “at least once 

every three years” respectively. Of 
the 16 companies that used the cost 
model, 14 did not explicitly report 
the frequency of IPV while one firm 
reported that IPV was done “once 
every year”; the remaining one firm 
reported that IPV was done “once 
every two years”. 

With almost half the number of 
our sampled companies conducting 
high frequency2 IPV, it suggests a 
strong demand for independent 
professional valuers who play a very 
important role in today’s financial 
reporting valuations.

1 Measured by book value of total assets 
2 At least once a year 

Figure 2 shows that 71% of our 
80 sampled companies relied on 
independent professional valuers 
to determine the FV of IP. Among 
the 64 companies that adopted 
the FV model, 72% engaged 
independent professional valuers 
and the remaining 28% obtained 
the FV of IP based on both  
internal estimates and external 
valuation reports.  

For the 16 companies that used 
the cost model, 69% based their 
FV disclosure of IP on independent 
valuation reports, 19% used both 
internal estimates and external 
valuation services, while the 
remaining 12% did not disclose 
clearly the source of FV. Companies 
using only independent external 
valuers are on average smaller in 
size1 than those using only internal 
valuation or both internal and 
external valuation. This suggests 
that such smaller-sized companies 
may lack the manpower, resources 
and/or expertise to do their 
inhouse FV valuation. Another 
possibility could be that such 
companies may have incentives 
to rely on professional support 
to signal the quality of their IP 

Figure 2  Basis of FV Determination for the 80 Sampled Companies

■ Independent valuer only  ■ Both internal and independent valuer  ■ Not disclosed

0%

30%

Cost Model FV Model

■ Not disclosed   ■ Semi-annually   ■ Once a year

■ Once a year   ■ Once every two years  ■ At least once every three years 
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Figure 3  Frequency of IPV for the 80 Sampled Companies
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Presentation in the 
statement oF ProFit  
or loss
For companies that adopt the FV 
model, changes in the FV of IP are 
recognised in profit or loss for the 
period in which they arise. Although 
FRS 40 requires a disclosure of 
net gains or losses arising from FV 
adjustments, it does not specify 
where such gains or losses should be 
presented within the statement of 
profit or loss (income statement). They 
should, however, be shown separately 
from the rental income and direct 
operating expenses arising from IP. 

We further investigated how the 
64 sampled companies that adopted 
the FV model presented their FV 
gains or losses on IP in the financial 
statements. We found that 58% 
(37 companies) presented the FV 
gains or losses as part of the “other 
operating income” and the rest (42%, 
27 companies) presented them as a 
separate line item in the statement of 
profit or loss (Figure 4). We went one 
step further to investigate how firm 
characteristics were associated with 
the presentation of FV gains/losses. 
We observed that bigger companies 
and companies with higher magnitude 
of FV gains or losses were more likely 
to present the FV gains or losses as a 
separate line item in the profit or loss.  

Jian Ming and Clement tan kai Guan are  
both Associate Professors of Accounting, 
Nanyang business School, Nanyang 
technological University. 

Figure 4  FV Gains/Losses Presented in the Profit or  
Loss Statement for the 64 Companies that used FV Model

more volatile earnings. Slightly more 
than half of our sampled companies 
“buried” their FV gains or losses in 
the “other operating income” while 
the rest presented them as a separate 
line item. Financial statement users 
should take note of how such FV 
gains or losses are presented in the 
profit or loss while determining 
the sustainability of the reported 
company’s earnings.  ISCA

ConClusion
Consistent with the survey results of 
IVAS (2104), our findings suggest that 
most Singapore companies measure 
their IP using the FV model and rely on 
independent professional valuers to 
measure the FV for measurement and 
disclosure purposes. The majority of 
them have their IPV done at least once 
a year. This is in line with the IVAS 
(2014) survey finding that there is a 
high demand for professional valuers 
for financial reporting purposes.  

The inclusion of FV gains or losses 
in the statement of profit or loss 
may result in companies reporting 

■ Separate line in P/L  ■ Grouped with other operating income

42%

58%
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substantiates accounting estimates 
using information available to  
them from various sources. The 
nature and reliability of information 
may vary widely and affect the 
subjectivity associated with those 
estimates. In short, there are no 
precise means of measurement. 
Therefore, the appropriateness of 
the amount becomes very subjective 
and is subject to potential bias in 
management’s judgement, whether 
intentionally or unintentionally. 
Hence, it is important for auditors to 
put in sufficient time and effort, and 
they must also have the necessary 
skill-set to challenge any estimates 
made by management. The auditor 
should gather sufficient and 
reliable information so as to form 
an independent expectation of the 
amount or at least, a reasonable range 

Accounting estimates have 
always been intriguing to 
the stakeholders on how the 

amounts were derived, perplexing 
to the management on how to 
come up with the amounts, and 
challenging to the auditors on how 
to audit the amounts. In the absence 
of precise means of measurement, 
accounting estimates conveniently 
become an area that is susceptible to 
management’s bias. 

Rick Chan, Partner, Head of 
Audit and Assurance, and Head of 
Technical and Training of Mazars 
LLP, facilitated this topic among 
a group of practitioners at ISCA’s 
monthly technical clinic. Here are the 
highlights of the discussion.   

1  Why is audit of 
accounting estimates 

so challenging? Why 
are auditors spending 
so much time and 
effort challenging 
these numbers?
Accounting estimates often require 
significant inputs from the client’s 
management. Based on their depth 
of experience and knowledge in their 
operations and industry, management 
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Audit of  
Accounting 
EstimAtEs  
Highlights of Technical Clinic

by 

Narissa CheN

within which the amount would fall. 
One of the key practical challenges 

faced by the auditors is their lack 
of comparable knowledge in the 
client’s operations and industry, 
especially in situations where the 
client operates in a specialised or 
niche industry. Information may not 
be readily available in the market and 
independent experts, if available and 
accessible, may be costly. 

Auditors occasionally find 
themselves caught in situations where 
management, who are experts in their 
respective fields, counter-challenge 
the relevance and adequacy of the 
auditors’ corresponding experience 
and knowledge when they query the 
reasonableness of the assumptions 
made by the management. 

Having limited knowledge of 
the products and the industry, 
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inadvertently and inevitably, the 
auditors find themselves having to rely 
– sometimes to a significant extent – on 
the management’s representation. 

2hoW can auditors 
evaluate the 

reasonableness 
of accounting 
estimates in some 
of the more common 
areas With estimation 
uncertainties?
Some areas involving estimation 
uncertainties that are frequently 
encountered, and certain 
corresponding audit procedures that 
can be performed, are laid out below:  

(a) Inventory obsolescence
In a case brought up during the 
discussion, an entity trading in 

8
“With continued scrutiny over the area of 

accounting estimates, auditors should exercise 
an appropriate level of professional skepticism 

in this area. to be professionally skeptical 
means that the auditor needs 
to have a questioning mind, be 
alert and be able to critically 

assess the adequacy and 
appropriateness of the audit 
evidence gathered as well as 

management’s representations 
obtained throughout the course  

of the audit.” 
rick chan

Partner, Head of audit and assurance, and  
Head of tecHnical and training, Mazars llP
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certain chemical products wrote 
down its inventories aged more than 
three months on the basis that these 
products have reached their expected 
shelf life for actual retail. It was, 
however, observed that the entity 
continued to keep these inventories as 
they could be used for other purposes 
or sold at a secondary market. In 
the year of the audit, there was no 
evidence of subsequent sales. Hence, 
the anticipated selling price and the 
actual useful life of the chemical 
products became highly subjective.  

Audit procedures that were 
suggested during the discussion 
included the following:

  Understand the client’s business, 
industry and economic events 
that will affect the company. 
This includes understanding the 
nature of client’s inventories, for 
example, average shelf life, effect 
of technological obsolescence, 
product life cycle, etc. Auditor 
needs to obtain corroborative 
evidence with regard to saleability 
of the client’s inventories after 
they expire – whether there is a 
secondary market for the expired 
products and whether there have 
been subsequent sales for expired 
products historically;

  Attend physical inventory count to 
observe the physical condition of 
the inventories;

  Where applicable, enquire 
whether there is a group 
accounting policy on inventory 
obsolescence. If yes, management 
should assess the relevance of 
the group accounting policy to 
the company and to adapt the 
accounting policy to the local 
situation. Auditors would then 
need to assess the appropriateness 
of such adaptation;

  Corroborate management’s 
representations and assumptions 
used, which may warrant 
obtaining a report of a sample 
chemical product, where available, 
to certify the product quality 
and shelf life. An element of 

unpredictability can also be 
introduced by sending a product 
sample to an independent 
research company for separate 
testing, with the results sent 
directly to the auditors. Where 
applicable, auditors may consider 
an expert report from the 
company’s research/product 
quality department, provided 
that the said department has 
the expertise to assess product 
quality and their key performance 
indicators are not driven by sales;

  Perform a retrospective review 
of historical write-down of 
inventories for the last three years 
(or more if deemed necessary), and

  Perform subsequent events review 
where auditors should take note 
of any subsequent reversal of 
write-down of inventories and the 
reasons thereof. Any significant 
differences or unusual movements 
would indicate the need for 
reassessment of the estimates.

(b) Impairment of receivables
Assessment for any impairment  
of receivables can sometimes involve 
considerable judgement over two 
areas – creditworthiness of the 
counterparty, and the probability  
of default on specific long  
outstanding invoices. 

Often, management insists on 
non-impairment on the bases that 
they have been dealing with the 
counterparty, and are optimistic 
about recovering the amounts 
given the ongoing transactions and 
communication with the counterparty. 

Rather than taking management’s 
representation at face value, audit 
procedures that can be performed 
include the following: 

  For debtors with significant 
outstanding balances, perform 
review of the collection history of 
the debtor in question; 

  For long outstanding receivables, 
enquire with management and 
corroborate management’s 
representation on whether the 

invoice is under dispute and/or 
whether any payment plan has 
been agreed with the debtor. 
Where deemed necessary, 
perform a financial health check 
on the counterparty, and

  Follow up with management, 
where applicable, on the status of 
negotiation with the counterparty 
and subsequent collection till the 
date of auditor’s report.

(c) Provision for warranty  
Management tends to rely on past 
experience for the purpose of 
estimating provision for warranty. 
Often, the basis for provision remains 
the same year after year but the 
auditors should confirm that this is 
indeed the case. Corresponding audit 
procedures commonly performed by 
auditors include the following: 

  Understand the warranty 
period extended to customers 
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introducing new products to the 
market or when there is a change in 
the production lines that may affect 
the quality of the inventories sold. 
Accordingly, auditors should tailor 
their audit procedures to address the 
heightened risk. 

3if there is a 
disagreement about 

the amount of the 
accounting estimates 
betWeen auditors and 
client’s management, 
What can the auditors do? 
Auditors should assess the magnitude 
of the difference individually and 
collectively with other misstatements 
to evaluate if the effect of misstatements 
is material to the financial statements 
as a whole. If the difference is 
material to the financial statements, 
the auditors may consider issuing a 
modified audit opinion.  

to assess the appropriateness of 
management’s estimates;

  Assess the appropriateness of the 
client’s accounting policy relating 
to warranty provision and the 
assumptions used in arriving at 
the provisional amount; 

  Perform a retrospective review 
of the historical return rates and 
study the average product return 
over the years for any trends; 

  Compare the client’s average 
product return rate to the 
industry benchmark, if any, and

  Review for any major write-back or 
utilisation of provision subsequent 
to the reporting period which could 
indicate the need for reassessment 
of the estimates.

It is, however, also important to 
take note that the audit risk over the 
completeness of provision increases 
when the entity is, for example, 

4should auditors 
obtain Written 

representations from 
client’s management 
regarding accounting 
estimates? if yes, 
What is the relevant 
information to be 
included in the Written 
representations? 
Yes, information that can be included 
in the written representations includes 
key estimates and assumptions 
used by management in deriving the 
estimates, such as the growth rates 
and the discount rate used, all the key 
assumptions made, etc.

With continued scrutiny over the 
area of accounting estimates, auditors 
should exercise an appropriate level 
of professional skepticism in this 
area. To be professionally skeptical 
means that the auditor needs to have a 
questioning mind, be alert and be able 
to critically assess the adequacy and 
appropriateness of the audit evidence 
gathered as well as management’s 
representations obtained throughout 
the course of the audit.  ISCA

narissa chen is Senior Manager, audit 
technical, training and Quality control, 
Mazars LLP.
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In May 2014, a new revenue 
accounting model was finalised 
by the International Accounting 

Standards Board (IASB) and US 
Financial Accounting Standards 
Board (collectively the Boards) that 
will replace existing guidance. A 
new 5-step model (Figure 1) was 
introduced. In part 1 of this article 
(published in the October issue 
of IS Chartered Accountant), we 
discussed steps 1 to 3. Here, we 
will cover steps 4 and 5, the impact 
on other business areas and how it 
affects you and your business.
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Implementation, Impact and Implications (Part 2)

by 

KoK Moi Lre, Sanjna Punjabi & Choo Wen Yi 

New ReveNue 
StaNdaRd IFRS 15

Figure 1  A Step-by-step Approach to Recognising Revenue
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Step 4: AllocAte the 
trAnSAction price to the 
performAnce obligAtionS 
in the contrAct
Transaction price should be allocated 
to each performance obligation in 
proportion to the relative standalone 
selling price. This may be the 
observable price of a good or service 
when the entity sells that good or 
service separately. If such information 
is not available, the transaction price 
is estimated by considering other 
information such as market conditions, 
class of customers, etc. This aspect 
is likely to have a more significant 
impact on software companies which 
currently apply industry-specific 
guidance under US GAAP. 

Currently, revenue is deferred 
when there is a lack of vendor-specific 
objective evidence (VSOE) of fair value 
of undelivered elements. Under the 
new standard, companies will need 
to estimate the standalone selling 
price for each separate performance 
obligation even when VSOE is 
not available. This could result in 
significantly different timing of when 
revenue is recognised.

telecommunications industry
Under current GAAP, communication 
entities limit the amount of 
revenue allocated to the delivered 
component(s) to a non-contingent 
amount (contingent revenue cap) 
or use a residual method. The new 
standard, however, removes the 
contingent revenue cap guidance. 
It also greatly reduces the 
circumstances in which the residual 

s
... as a practical expedient, an entity 

may apply the new standard to a 
portfolio of contracts (or performance 

obligations) with similar characteristics 
if the entity reasonably expects that 

the results of doing so would not 
differ materially from the results of 

accounting for each individual contract 
(or performance obligation).
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distinct services or a bundle of services.
The customer has control of 

the televisions at the time they are 
shipped and can sell them to another 
party. Manufacturer is precluded 
from selling the televisions to another 
customer (for example, redirecting 
the shipment) once the televisions 
are picked up by the carrier at 
Manufacturer’s shipping dock.

The logistics and risk-of-loss 
services do not affect the timing of 
when the customer obtains control 
of the televisions. Manufacturer will 
recognise revenue allocated to the 
sale of the televisions when control 
transfers to the customer (that is, 
upon shipment) and recognise revenue 
allocated to the logistics service 
and/or risk-of-loss services when 
performance occurs. The risk of loss 
does not preclude the recognition of 
revenue for the televisions, which may 
be a consideration under the current 
risk-and-reward model. 

The new standard also provides 
details of criteria for determining 
control over time. It introduces a new 
concept for determining control over 
time when (i) the asset created has no 
alternative uses to the company and 
(ii) the company has an enforceable 
right to payment for performance 
completed to date.

transferred, but additional indicators 
will also need to be considered. For 
example, an entity that transfers 
control of a good to a customer but 
retains some economic risks might 
need to record revenue when the 
good transfers, while under existing 
guidance, revenue recognition might 
be delayed until all of the economic 
risks have also transferred.

retail and consumer industry
To illustrate, Manufacturer enters 
into a contract with a customer to sell 
flat-screen televisions. The delivery 
terms state that the legal title and risk 
of loss passes to the customer when 
the televisions are given to the carrier. 
Customer requests that Manufacturer 
arrange for delivery of the televisions. 
Manufacturer has a history of 
replacing televisions that are damaged 
during transit at no additional cost to 
the customer. When can revenue be 
recognised for the televisions?

There are two performance 
obligations: (1) Sale of the televisions 
and (2) Logistics services. The 
arrangement potentially also includes 
a performance obligation related to 
providing risk-of-loss services during 
the transit of goods. Manufacturer 
will need to determine if the logistics 
services and risk-of-loss services are 

approach can be applied. 
Significant judgement is required 

to determine the standalone selling 
price for each separate performance 
obligation in a customer contract. 
Communication entities will be 
required to allocate more of the 
transaction price to the equipment 
under the new standard as compared 
to current guidance and result in 
earlier recognition of revenue. The 
standard presumes that contracts 
will be accounted for individually. 
The vast number of contracts and 
packages offered to their customers 
create complexity to these entities 
to apply this new approach and 
to fulfil the detailed disclosure 
requirements. However, as a practical 
expedient, an entity may apply the new 
standard to a portfolio of contracts 
(or performance obligations) with 
similar characteristics if the entity 
reasonably expects that the results of 
doing so would not differ materially 
from the results of accounting for each 
individual contract (or performance 
obligation). This would help to 
overcome the practical challenges of 
allocating the transaction price for 
large volumes of customer contracts. 

The Boards acknowledged in 
their basis for conclusions that this 
approach may be particularly useful 
to entities in the telecommunications 
industry. Entities will need to assess 
whether and how they are able to apply 
the portfolio approach, or if they prefer 
to account for individual contracts.

Step 5: recogniSe revenue 
when (or AS) the entity 
SAtiSfieS A performAnce 
obligAtion
The standard requires management 
to determine when control of a good 
or service has transferred to the 
customer. The timing of revenue 
recognition could change for some 
transactions compared to current 
guidance, which is more focused on 
the transfer of risks and rewards. 
The transfer of risks and rewards is 
an indicator of whether control has 
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 income  
taxes

commissions

business

revenue

industry

retail

s
Getting ready for the 
new standard should 
be a cross-functional 
effort. Changes to the 

top line can have a 
broader impact on other 

areas of the business, 
including income taxes 

and arrangements 
such as bonus plans, 

commissions, and  
debt covenants.
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performance obligations over time as 
these goods produced often have no 
alternative use to the entity since they 
are customised and the payment terms 
might include a protective clause that 
provides for payment for performance 
to date if the contract is cancelled.

The devil is in the detail. The 
impact may be more pervasive than 
you think.  

DiScloSure
Extensive disclosures are required 
to provide greater insight into both 
revenue that has been recognised, 
and revenue that is expected to 
be recognised in the future from 
existing contracts. Quantitative 
and qualitative information will 
be provided about the significant 
judgements and changes in those 
judgements that management made  
to determine revenue that is recorded.

beyonD revenue:  
the ripple effect
Getting ready for the new standard 
should be a cross-functional effort. 
Changes to the top line can have 
a broader impact on other areas 
of the business, including income 
taxes and arrangements such as 
bonus plans, commissions, and debt 
covenants. Review existing revenue 
arrangements, contract terms, and 
business practices to identify where 
changes might occur:
+ Will you have to rethink  

customer negotiations?
+ What might the compensation and 

benefit plans look like in the future?
+ Should you rethink how you sell 

your products?
+ What do you need to communicate 

to your investors, and when?
+ Are there business opportunities 

resulting from increased flexibility?

the SyStemS impAct: 
billingS  revenue 
Most systems are set up to draw 
revenue numbers directly from 
the billings system. Under the new 
standard, information from the 

Automotive industry
A supplier is contracted to construct 
a tool for an original equipment 
manufacturer (OEM) and supply the 
OEM with parts using the tool. The 
tool and the supply arrangements are 
separate performance obligations. 
The supplier would suffer losses if it 
had to re-work the tool for another 
OEM in the event that the OEM 
cancels the contract. Thus, there is 
no alternative use for the tool. Under 
the terms of the contract, the OEM is 
required to reimburse the supplier 
for its costs to date plus a reasonable 
profit margin to construct the tool 
if the OEM terminates the contract 
other than for breach. Hence, the 
tool is considered as a performance 
obligation satisfied over time. 

However, if the OEM can terminate 
the contract any time without a 
termination compensation as the 
tool can be used to produce parts for 
other OEMs and title of the tool is only 
passed to the OEM upon its completion 
and acceptance by the OEM, the 
revenue is recorded when the tool is 
completed and control is transferred 
(at a point in time).

Similarly, entities manufacturing 
large volumes of homogeneous goods 
according to a customer’s specification 
might now be required to recognise 

contracts that lies behind the billings 
will need to be analysed in order to 
determine the separable elements 
of the contracts and the revenue to 
be recognised from those elements. 
Interfaces between customer 
relationship management, sales and 
distribution and the general ledger 
may be impacted, and previously 
automated processes may now 
require intervention.

whAt’S next?
For IFRS preparers, the standard is 
effective for annual periods beginning 
on or after 1 January 2017 with early 
application permitted, while for US 
GAAP preparers, it is applicable for 
listed companies with annual periods 
beginning or after 15 December 
2016 and early adoption is not 
permitted. Entities can adopt the full 
retrospective method or simplified 
transition method.

Management will need to assess 
implications as early as this year to 
ensure ample time to embrace the 
change and capture information 
needed for transition, especially 
those that elect the full retrospective 
adoption method. Cost benefit and 
competitor analysis can be done to 
decide which method to use.  

Also, get yourself prepared for 
a change in mindset. Even if you do 
not expect a significant change, it is 
worth another look. At a minimum, 
the disclosure requirements will 
give you something to think about. 
Communication to stakeholders of 
the changes in the entity’s financial 
situation should be handled well. 
Despite the challenges involved in 
adopting the new standard, it is 
actually a good opportunity for entities 
to analyse their revenue cycle and to 
develop a new understanding of the 
strengths and weaknesses of their 
business model.  ISCA

kok Moi Lre is Partner, Assurance, Pwc; Sanjna 
Punjabi is Senior Manager, Assurance risk 
and Quality, Pwc, and choo Wen yi is Manager, 
technical research, IScA.
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Hedge accounting
The final version of IFRS 9 includes the 
new hedge accounting requirements 
that were first published in November 
last year. These new requirements 
were not a result of the financial crisis. 
However, these improvements to 
hedge accounting address concerns 
and criticisms about shortcomings in 
the prior model and the information 
provided about risk management. As 
a result, the new hedge accounting 
model more closely aligns risk 
management and accounting. 
Information is also required to be 
provided about the effect of hedge 
accounting on the financial statements, 
which will assist in shedding light 
on a notoriously complex area of 
accounting. We expect this will 
significantly improve the information 
about risk management that will be 
available to investors and analysts.

disclosures
Expected credit losses reflect 
management’s expectations of 
shortfalls in the collection of 
contractual cash flows. Clearly, that 
gives rise to significant judgements, 
including in the choice both of the 
information used to measure expected 
credit losses and the information used 
to assess how credit risk has changed 
over the life of a financial instrument. 
Accordingly, we have introduced 
disclosures to assist investors and 

In July 2014, the IASB finalised its 
project to improve the accounting 
for financial instruments with 

the publication of IFRS 9 Financial 
Instruments (2014) (IFRS 9 or  
the Standard). IFRS 9 completes  
our main response to the global 
financial crisis and brings together 
all aspects of the accounting for 
financial instruments – classification 
and measurement, impairment and  
hedge accounting. Together with  
these changes, information about 
financial instruments is enhanced  
by an accompanying package of 
improved disclosures. 

I have discussed the two aspects 
of the accounting for financial 
instruments, namely classification 
and measurement, and impairment, 
in part 1 of this article published in 
the October issue of the IS Chartered 
Accountant journal. Now, I shall 
share briefly the changes to hedge 
accounting and disclosures required 
in IFRS 9.
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s
these disclosures are required 

to be provided separately  
for different categories  

(such as 12-month and lifetime 
loss amounts) and by class 
of financial instrument. By 

requiring information about 
expected credit losses for 

different categories of financial 
instruments, a richer set  

of information is provided  
to investors and analysts  

about credit risk.

analysts to understand the amount of 
expected credit losses, the basis for 
their measurement and the reasons 
for changes in expected credit losses 
over time. In particular, entities will 
be required to provide information 
about key assumptions used in the 
measurement of expected credit losses, 
and how an entity determines whether 
there has been a significant increase in 
credit risk.

In addition, entities will be 
required to provide a reconciliation 
of the opening and closing expected 
credit loss amounts and associated 
opening and closing financial 
instrument carrying amounts. 
Information about the changes in 
the financial instruments’ carrying 
amounts will have to be provided 
in a way that enables investors and 
analysts to understand the main 
drivers of changes in the amount of 
expected credit losses. (For example, is 
it caused by changes in credit risk or an 
increased amount of lending?)

These disclosures are required to 
be provided separately for different 
categories (such as 12-month and 
lifetime loss amounts) and by class 
of financial instrument. By requiring 
information about expected credit 
losses for different categories of 
financial instruments, a richer set of 
information is provided to investors 
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and analysts about credit risk. Table 1 
illustrates how an entity might provide 
this information in its note disclosures.

accounting for impairment, which is 
based on expected credit losses.

The extensive changes that are 
introduced by the new forward-
looking expected credit loss model 
mean that entities will need to begin 
implementation promptly. Many 
entities also recognise the extent of 
the changes for investors and analysts 
and are either required by regulation, 
or have indicated their intention, to 
provide information in advance of 
2018 about the anticipated effects 
of those changes. We will be holding 
investor education sessions to help 
investors become familiar with what 
these changes mean, and how they 
might affect the information they 
receive today.  ISCA

Sue Lloyd is a member of IASb. this 
article was first published in “Investor 
Perspectives”, July 2014. copyright © IFrS 
Foundation. All rights reserved. reproduced 
by the Institute of Singapore chartered 
Accountants with the permission of the IFrS 
Foundation ®. No permission granted to third 
parties to reproduce or distribute.

IASb, the IFrS Foundation, authors 
and publishers do not accept responsibility 
for any loss caused by acting or refraining 
from acting in reliance on the material in this 
publication, whether such loss is caused by 
negligence or otherwise.

replace IAS 39 Financial Instruments: 
Recognition and Measurement. Even 
though IFRS 9 is mandatory from  
1 January 2018, the effects could be 
apparent earlier than that. Entities 
can choose to apply it earlier, although 
the reality for many, particularly 
financial institutions, is that a 
significant amount of time will be 
needed to prepare for IFRS 9, not 
least because of the improvements to 

Table 1  Required disclosures

Mortgage loans loss allowances 
12-month 
expected 

credit losses
Lifetime expected credit losses

  Collectively 
assessed

Individually 
assessed

Credit-
impaired

Loss allowance as at 1 January X X X X

Changes due to financial instruments recognised as at 1 January:

transfer to lifetime expected  
credit losses (X) X X  

transfer to credit-impaired  
financial assets (X) (X) X

transfer to 12-month expected 
credit losses X (X) (X)

Financial assets that have been 
derecognised during the period (X) (X) (X) (X)

New financial assets originated  
or purchased X

Write-offs   (X) (X)

Changes in models/risk parameters X X X X

Foreign exchange and other 
movements X X X X

Loss allowance as at 31 December X X X X

At the request of investors and 
analysts, specific disclosures are 
also required about financial assets 
that have had their contractual cash 
flows modified (which may arise, 
for example, when there has been 
forbearance activity).

next steps
The publication of IFRS 9 (2014) 
draws to a close the IASB’s project to 
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