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Dear members,
As Singapore continues in its
restructuring efforts, we often hear
the call for businesses to innovate
in order to grow. Business owners, a
group which includes many of our SMP
members and their clients, have been
urged to look at improving various
aspects of their operations in order
to boost productivity. These include
tapping on IT, streamlining processes,
upgrading business infrastructure,
manpower training and also establishing
networks and mergers, to name a few.
To help our members benefit from
the different national schemes aimed
at driving productivity and innovation,
the Institute organises regular
workshops and seminars, and has
also facilitated several collaborations
among our SMPs. Such continued
efforts to raise the bar are essential
to help businesses cope with a fastchanging economic environment; they
are also critical as we work towards
establishing Singapore as a global
accountancy hub for Asia Pacific.
The need to raise productivity
and build value-adding capabilities
for Singapore’s accounting sector was
one of the key issues highlighted in the
CDAS Report. Between 2010 (when the
report was published) and now, new
challenges have arisen – geopolitical
risks have escalated, major economies
are reporting lacklustre growth, and
the business environment has become
much tougher. All this means that
finance executives must raise their
game and compete at the highest
level, including having the ability to

accurately measure the effectiveness of
their company’s accounting and finance
functions in order to optimise growth.
Benchmarking and standards are
critical as they enable executives to
evaluate important procedures and
workforce management. Against this
backdrop, the Institute collaborated
with recruitment agency Robert Half
to survey over 550 senior finance
executives in Singapore and also the
region – Hong Kong, China (Shanghai)
and Japan – to understand their focus
regarding productivity enhancement,
and the resulting effectiveness of
their functional units. The study
explores trends in productivityrelated initiatives, offers suggestions
on how the profession can improve
its productivity, and how higher
quality output can positively impact
profitability in accounting practices.
The cover story brings you the
highlights of this study.
Recently, there has been a slew
of changes and updates from the
international accountancy bodies.
As professionals, finance executives
are expected to keep up with these
changes. Also, with the increase in
cross-border and online transactions,
it is important to be conversant with
the latest in international reporting
standards and their implementation.
We bring you the revisions and guidance
on IFRS 9 and IFRS 15, as well as
clarifications on indirect taxation
with reference to e-commerce, and
qualifying funds for GST purposes,
within these pages.

Also featured are the key points
of ACRA’s annual Public Accountants
Conference, where regulators, industry
leaders and experts discussed the
evolving roles of auditors, management
and directors in ensuring that
Singapore’s financial information
remains trusted and valued. A strong
accountancy sector is essential to
support Singapore’s standing as a
financial and business hub, while
a globally-recognised professional
accountancy qualification is key to
the successful transformation of the
Singapore accountancy sector. In these
areas, we have been developing a talent
pipeline of accountants through the
Singapore Qualification Programme.
Our pioneer batch of students is more
than half-way through the programme,
and we hear from some of them.
With an eye on the future, ISCA has
an active outreach programme that
raises awareness of the sector and the
profile of the Institute among young
people. This includes participating in
the National Accounting Festival, and
inviting accountancy undergraduates
as social media reporters to cover our
Singapore Accountancy Convention
2014. These activities are profiled here.
As always, this issue is packed
with value-added materials that are
directly relevant to your work. We are
glad to be an enduring partner in your
accountancy journey.

Gerard Ee

FCA (Singapore)

president@isca.org.sg
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Industry NEWs

Singapore Economy to
Expand by 3.3% in 2014,
3.7% in 2015: Survey

T

he Singapore economy
is expected to expand by
3.3% this year, according
to a group of privatesector economists and analysts in
a September 2014 survey; this is
lower than the 3.8% forecast in a
similar June survey. The group also
expects core inflation, which excludes
accommodation and private road
transport costs, to be 2.2% this year,
which is slightly lower than the 2.4%
forecast in the earlier survey. The
unemployment rate is expected to be
2.0% at year-end.
Their forecast falls within the
official forecasts announced in
August, where the government
narrowed its full-year growth figure
for 2014 to between 2.5% and
3.5%, from its previous projection
of between 2% and 4%, and core
inflation of between 2% and 3%.

Uncertain global
outlook, shaky
domestic recovery
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Forecast of Quarterly GDP Growth for 2014
Period under
forecast

Median

Mean

Minimum

Maximum

3Q2014

3.2

3.3

2.3

4.4

4Q2014

3.1

3.0

2.0

4.2

2014

3.3

3.4

3.0

3.9

Year-on-year % change

The MAS Survey of Professional Forecasters provides a summary of forecasts of Singapore’s key
economic indicators by economists and analysts. The survey is conducted quarterly following the
release of economic data for the previous quarter by the Ministry of Trade and Industry.
The survey reports are available at www.mas.gov.sg/News-and-Publications/Surveys/MASSurvey-of-Professional-Forecasters.aspx.

Photo shutterstock

The Survey of Professional
Forecasters is a quarterly survey
conducted by the Monetary Authority
of Singapore (MAS), though the
projections do not reflect the views
of the government or MAS. The
September survey was sent out in
August and collated the views of 22
economists and analysts who closely
monitor the Singapore economy.

The lower forecast figures in
the latest survey came on the back
of a worse-than-expected second
quarter economic performance for
Singapore. With growing geopolitical
risks, and the softening or patchy
macro-economic data from China,
Europe, Japan and the US, earlier
optimism of a recovering global
economy has dimmed, while locally,
companies continue to struggle
with the high costs of restructuring,
which has in turn weakened exports.
The challenges faced by local firms
could negatively impact the benefits
arising from any global upswing in
the near future.
According to the survey
findings, almost all sectors of the
economy, including manufacturing,

construction, wholesale and retail
trade, accommodation and food
services, received lower forecasts
from the economists. The only
exception was finance and insurance,
which recorded a marginally
higher forecast compared to the
June survey.
The economists offered
differing views about the prospects
of recovery till year-end and for
next year. While some predicted a
continuing slide in the markets and
in consumer confidence, others
expected a pick-up in electronics
exports across North Asia ahead of
the year-end festive season, fuelled
by higher demand from Europe and
the US. As the factories in North Asia
are running at close to full capacity,
some of the demand could spill
over to Singapore, thus increasing
manufacturing activity and giving a
boost to the local economy.
The economists predicted an
increase in economic activity next
year, which underlined their forecast
of 3.7% GDP growth for Singapore in
2015, with core inflation of 2.5%.

COURSES

IBFD International Tax Training
Courses that give you insight into the latest tax developments ... provide you with
professional certification ... and train you to reach the next level in your career

Forthcoming Courses in Asia
International Taxation of Oil and Gas and Other
Mining Activities
27-30 October 2014 | Singapore
Principles of International Taxation
17-21 November 2014 | Kuala Lumpur
Transfer Pricing Workshop
23-24 March 2015 | Singapore
International Corporate Tax Planning Aspects
20-22 April 2015 | Singapore

Why choose IBFD International Tax Training?
• Courses taught in English by leading experts.
• Further learning through additional online resources.
• Courses qualify for CPE credits.
• IBFD is the leading provider of training in
international taxation.
Further information
Detailed information for all the courses can be obtained at
www.ibfd.org. For further information email
taxcourses-asia@ibfd.org or telephone +603-2287 0709.

IBFD, Your Portal to Cross-Border Tax Expertise
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Engaging Future
Accountants

T

o engage future generations
of accounting professionals,
for the first time, the
Institute invited students
from local universities to be part of the
Singapore Accountancy Convention
2014 as social media reporters. Six
dynamic individuals from Nanyang
Technological University (NTU)’s
accountancy programme gamely took
up the challenge.
As social media reporters, their role
was to report on the Convention “live”
online. They also had the opportunity to
interview some of the speakers at the
Convention, which many found to be an
awe-inspiring experience.
What captured the attention of our
young aspiring accountants? Read their
stories, captured on their individual
tweets, Facebook posts and blogs here.

“... it had been an eye-opener and
a great learning experience for me.
I attended only Day 1, and the
talks focused on 2 broad areas
of concern, namely Ethics and
Integrated Reporting ...
I also had a rare opportunity to
be interviewing Mr James Sylph,
Recently Retired Executive Director,
Professional Standards & External
Relations, International Federation
of Accountants.”
Ang Pei Qi

ISCA CEO Lee Fook Chiew
(left) presented the prize
to photo contest winner
Iwan Yuliyanto.

Thank you for your participation in the
Singapore Accountancy Convention 2014
Photo Contest #SAC2014_SG! The winner of
the 2D1N Staycation is Iwan Yuliyanto. Iwan’s
photo of the Singapore Accountancy Awards
Dinner generated a total of 158 “Likes”.
Congratulations, Iwan!

6

IS Chartered Accountant

Winning entry:
Singapore Accountancy
Awards Dinner

“The afternoon session was
highlighted by a one on one
interview with Mr Tham Sai Choy,
Chairman, KPMG Asia Pacific
and Managing Partner, KPMG
in Singapore. Indeed, a once in a
lifetime experience for someone
my age.
... When asked about the
profession that he would undertake
if he were not an accountant, his
candid reply was that he would
invent the accountancy profession.
Such is Mr Tham’s passion and
pride in accounting.”
Shaunald Neo Jing Kai

“I was given the opportunity
to join the Singapore
Accountancy Convention
2014, hosted by ISCA. It was
definitely an eye opener, seeing
so many renowned professional
accountants coming together,
and having many VIPs speak to
us about current issues in the
Accounting profession.
... I have learnt a lot, be it
about ethics, changes in the
Accounting industry or existing
problems and complications.”
Teo Pei Jia

“The highlight of the event came when I was offered by ISCA
another exclusive opportunity to personally interview Mr Yeoh.
He was an extremely down-to-earth, friendly and approachable
person who shared with me inspiring life lessons he picked up
during his career-building journey at PwC.
The dedication, passion and professionalism of his work is
definitely evident from his long service at PwC. When asked
about how he achieves work-life balance, Mr Yeoh smiles and
wisely remarked, "I think the term 'work-life balance' itself is
a misnomer; to me, it is a matter of setting priorities in life in
a way that allows us to achieve the most out of what we can
given the same amount of time we have each day."
Jarin Tan Jia Shing

“... I am more interested in the
ethics forum in the earlier part
of the day as the topic is easier
to understand and I could relate
to it better after having done my
summer internship at an audit firm.
I understand that accountants or
any professions outside would often
face ethical dilemmas. And during
the session, the speakers covered
about possible ethical dilemmas and
how they strongly advocate for and
encourage the act of whistle blowing.
Furthermore, the ethics committee
said that they would be looking to
impose more stringent requirements
for book-keeping and management
function by the end of 2014.”

“The hot topic for the last day was on compliance.
With the financial crisis in 2008 leaving many in
despair, authorities have been tightening on their
regulations. The public are concerned with the
latest IFRS changes and the panelists gave their
insights to these queries.
I also had the rare opportunity to interview
Professor Arnold Schilder, who shared with me his
take on the different challenges ahead in this field
and what is essential to be a good accountant.”
Tan Tat Jia Amyy

Tan Wei Xian, May

October 2014
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Spotlight on Singapore
QP Candidates

T

he Singapore Qualification
Programme (Singapore QP)
is well into its third intake,
which commenced in
September. It is now an opportune
time to shine the spotlight on the
key players of the programme –
the Candidates. Here are the views
of some Singapore QP Candidates
who have completed the June 2014
examinations.
As part of the pioneer batch
of Singapore QP Candidates, Chen
Ziyang, Associate, Transaction
Services, KPMG, and Yong Chai
Li, former Audit Assistant 1, EY,
are more than halfway through
the programme. In the last two
examination sittings, Mr Chen had
enrolled in and passed all four
technical modules while Ms Yong
had enrolled in and passed three
technical modules. Sharing their
thoughts on the Singapore QP thus

far, Mr Chen said, “For me personally,
it was an intellectually stimulating
journey. Some of the topics covered
were more advanced than those
taught in university, and required
more effort on our part. Careful time
management, and access to a wise
and experienced mentor at my firm,
certainly helped.”
For Ms Yong, “The Singapore
QP was what I had expected; it
provided me with a refresher course
on the accounting policies and
assurance methods required for my
job. The workshops also gave me a
platform to speak with experienced
professionals who are at the top
of their respective fields.” She had
started planning and preparing early.
“I did my readings for the workshops
in advance and planned my personal
and work schedules around the
workshop sessions,” she said. “I
was able to relate to the concepts

featured in the Candidate Learning
Pack as these were reinforced by
my work experience, which in turn
enhanced my work.”
Chew Zi Loong, Senior, Assurance
& Advisory Services, Deloitte
and Touche, and Clemence Buk,
Finance Officer, Sales Audit, DFS
Venture Singapore, were among
the Candidates who went through
the Foundation Programme and
completed their first technical
module in the last examination.
Talking about their experiences,
Mr Chew called his experience with
the Singapore QP “fruitful and
rewarding” as he gained a “better
understanding of the accounting
standards; having a group of study
buddies also helped me greatly
during my course of study,” he said.
When asked about her reason
for doing the Singapore QP, Ms Buk,
who graduated with a degree in

★

“I would also encourage candidates
to participate actively in the
workshops as the facilitators have a
wealth of knowledge and experience
for candidates to tap on.”
Adeline Ng (left)

“The Singapore QP should not be taken
with a readiness to “abandon ship”
when the going gets tough.”
Yong Chai Li (right)
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★

Economics, said, “As I do not have
an accounting degree, I believe
that acquiring an internationallyrecognised professional qualification
in the accounting profession is
critical for my career progression.
The programme is also a great way to
equip myself with both technical and
soft skills needed in the accountancy/
finance industry.” She added that the
lack of an accounting degree meant
that her foundation in accountancy
would not be strong enough for
her to keep up with the workshop
and exam standards. “However, I
would still encourage anyone who
is interested in the Singapore QP to
be courageous and embark on this

“The Singapore QP helps
raise the bar for the
accounting profession in
Singapore. With global
recognition, the profile of
the Chartered Accountant
of Singapore will
increase, offering greater
opportunities to succeed in
the global marketplace.”
Chen Ziyang

journey as I believe all the blood,
sweat and tears will be worth it in
the end.”
The Candidates unanimously
expressed their appreciation for the
support and guidance given by their
Accredited Training Organisations
(ATOs) and mentors throughout the
programme. As the next generation

of CA (Singapore) continues with the
rest of their Singapore QP journey,
ISCA looks forward to celebrating
their success and contribution to the
accountancy sector and beyond.
If you would like to become a Singapore
QP Professional Development Workshop
Facilitator, please contact us at
SingaporeQP_Exam@isca.org.sg.

ISCA Launches
Industry Special
Interest Group
Initiative

T

he Institute organised
its first Industry Special
Interest Group (iSIG) session
with a gathering of 11 ISCA
CFO members from the retail sector
at ISCA House on July 25.
The iSIG session followed from
the Institute’s lunch engagements
which it organised for CFO members
from several industry sectors late last
year. The CFOs found the networking
sessions with their counterparts from
the same industry sector useful as
they were able to share experiences
in resolving issues specific to the
industry sector, as well as learn
best practices common to the
same sector. As a result, the CFOs
suggested that the Institute consider

organising activities
that are industryspecific so that issues
common to an industry
sector can be better
raised and addressed in greater depth.
Designed to be highly interactive
and informal, where like-minded,
forward-looking CFOs could come
together to share best practices,
network and learn from each
other and from other experts, the
inaugural session was a two-hour
programme that included the
Singapore Productivity Centre
(SPC)’s presentation about
productivity in the accounting and
finance function of the retail sector,
and how CFOs can make an impact

The iSIG is designed
as an interactive
and informal sharing
session for sameindustry CFOs.

in organisation-wide productivity.
At the same session, SingTel
shared about its retail sectorspecific solutions, while two other
speakers – Esther Loh, Associate
Director, DataSparks, SingTel Group
Digital Life, and Adrian Teo, CEO,
Pepperconn, presented on innovative
technology-based solutions, namely
the geo-analytical approach and the
use of omni-channel marketing.
The Institute will be organising
iSIG events for other sectors, and we
look forward to your support.
October 2014
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ISCA Joins
17th Infocomm Commerce
Conference as Panellist

T

he $500-million Infocomm
Technology (ICT) for
Productivity and Growth
(IPG) Programme to help
our SMEs step up the adoption of
ICT solutions over the next three
years went “live” and opened for
application on August 20, when
Dr Yaacob Ibrahim, Minister for
Communications and Information,
announced it at the 16th Annual
SMEs Conference & 17th Infocomm
Commerce Conference (ICC).
To make it easier for SMEs
to apply for the incentives, IPG
has been incorporated into the
Infocomm Development Authority of
Singapore (IDA)’s existing iSPRINT
scheme so that SMEs only need to
apply through one programme. SMEs
can tap on pre-approved solutions
with vendors making the claims on
their behalf, and IDA will reimburse
the vendors directly. CCH iFirm
practice management solution is one
of the pre-approved solutions for the
accountancy sector under IPG.
Under the scheme, the
government will subsidise the
costs of products and services for
proven, sector-specific ICT solutions
support the qualifying costs for
firms that are implementing
10
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ISCA Executive Director,
Policy & Strategic Planning/
Industry Development,
Yee Cheok Hong (1st from right)
shared how the Institute
encouraged technology
adoption among our SMPs at
the ICC Panel Discussion.

ISCA's
Mr Yee (right)
and Industry
Development
team members
interacting with
Conference
participants

innovative solutions new to
Singapore, and subsidise SMEs’
fibre broadband subscription plans,
among others.
For example, through the scaling
up of proven sector solutions, the
government aims to reach up to
10,000 SMEs over the next three
years, from the existing pool of
500 SMEs, and will subsidise up to
70% of the costs of ICT products
and services.
As part of the effort to scale up
the proven sector solutions under
IPG for the accountancy sector, the
Institute will build on the momentum
generated over the past year in

having enrolled some 50 SMPs
for the practice management
solution under IDA’s Call-forCollaboration (CFC) for Softwareas-a-Service (SaaS). The Institute
is targeting to double the number
of SMPs adopting this practice
management solution.
Recognising ISCA’s efforts,
IDA invited the Institute to join the
panel at the ICC Panel Discussion
on August 21, to share about the
Institute’s work in encouraging
technology adoption among our
SMPs. The lively panel discussion
was well attended by about
50 participants.

ISCA Mingles

The Art of
Persuasion

M

ore than 40 members
attended the monthly
Mingles session on
August 20. Many
had made their way early to ISCA
House as they wanted to meet
Pamela Wigglesworth, who would
be leading the session on “The
Art of Persuasion: Speaking and
Presenting with Confidence”.
Ms Wigglesworth, a corporate
trainer, author, speaker and
managing director of Experiential,
said that just as a book is often
judged by its cover, we are more
often than not judged by how we
say things rather than what we say.
This perception is too delimiting as
executives in the corporate world
have to make many presentations.

Corporate trainer Pamela Wigglesworth demonstrated her craft as she kept
members spellbound during her presentation.

She shared that presentations are
not just about standing at the podium
and running through your slides – it
is about engaging the audience and
presenting your ideas in a clear,
concise and persuasive manner. It
involves being prepared in all aspects
of the presentation versus simply
focusing everyone’s attention on a
Powerpoint delivery.
Your presentation determines the
support you get for your projects,

ideas, proposals, product purchases
or even budget approval. Whether
you achieve success or not usually
rests on your ability to present
with credibility, and convey your
thoughts and ideas with style,
confidence and authority.
Members mentioned that they
very much enjoyed such topics as
the sessions equipped them with
valuable knowledge on better public
speaking and personal development.

October 2014
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National
Accounting
Festival 2014

T

he annual National
Accounting Festival (NAF)
2014, featuring the 11th
National Accounting Quiz
(NAQ), was jointly hosted by Ngee
Ann Polytechnic (NP)’s School of
Business & Accountancy, Association
of Commerce Educators and National
Institute of Education. The NAF seeks
to generate interest in accounting
among secondary school students
while highlighting career opportunities
in the accountancy profession.
More than 600 students and
teachers from 53 secondary schools
immersed themselves in fun-filled,
accounting-related activities held at
NP on July 17.
Participants took delight in
posing for photographs with quirky
props and enjoyed candy floss,
popcorn and much more during the
half-day event. The NAF mascot,
Cally the Calculator, proved to
be the most popular companion

Along with its
minder, the event
mascot, Cally the
Calculator, infused
everyone with its
enthusiasm; (from
left) Intan Nur Lyana,
Executive, SAA-GE,
and Choo Li Hong,
Manager, SAA-GE

Soh Suat Lay,
Assistant Director,
Examinations
and Qualification
Division, ISCA,
shared insights
about how ISCA
partners with
accountants in their
career development.

for shutterbugs.
The NAF also harnessed the
support of government and industry
organisations including Inland
Revenue Authority of Singapore,
Singapore Accountancy Commission
and of course the national
accountancy body – Institute of
Singapore Chartered Accountants
(ISCA) for the second year running.
Soh Suat Lay, Assistant Director,
Examinations and Qualification
Division, ISCA, gave an insightful talk
on accounting as a profession to NP’S
School of Business & Accountancy
students. She provided an overview of

The 11th National
Accounting Quiz
competition in
full swing
12
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ISCA, including its role as the national
accountancy body which administers
the Singapore Qualification
Programme and confers the Chartered
Accountant of Singapore designation,
and career prospects in the accounting
profession.
The highlight of the festival
was undoubtedly the 11th NAQ,
where competitors from secondary
schools strategised and pitted their
accounting skills against each other.
This year’s NAQ comprised two
segments – the qualifying round and
the finals which saw eight teams vying
for the championship in a game show.
It was a close fight among the
top three teams. The event reached
a climax with two teams from Ngee
Ann Secondary School emerging
as the champion and first runnerup, followed by Clementi Woods
Secondary School as the second
runner-up. The top 50 teams that
took part in the Qualifying Round
were awarded Certificates of Merit
and Distinction in recognition of their
participation in the NAQ.

ISCA President Gerard Ee captivated members with his sharing of work
and life experiences; behind Mr Ee is YPAC Chairperson Lim Kexin.

YPAC Engage
Transitions and Transformations

A

fter three successful runs,
the Young Professionals
Advisory Committee
(YPAC) Engage was back
with a fourth session on July 17. Held
at ISCA House, young ISCA members
joined Gerard Ee, President, ISCA,
and Lim Kexin, YPAC Chairperson,
in a cosy dialogue session facilitated
and moderated by Ms Lim.
After a short introduction by
Ms Lim, Mr Ee went on to share
his career milestones and personal
experiences. He emphasised that
success is not only about money,
instead, it’s about doing what you
love – something that your heart tells
you to do. Here, we showcase some
of the questions that were put to
Mr Ee that evening, and his responses.
Question What is the difference
between working in a community
and charitable context, as you have
straddled both?
Mr Ee said that both community
and charitable work involve some
element of event organisation for
beneficiaries, changing the view of
society, and sharing of experiences
with society. However, broadly

speaking, community work
also strives to improve the
social or environmental
conditions. Both of these
require investment of time
and energy in order to touch
people’s lives.

The fourth YPAC Engage session continued to
engage sizeable numbers of young ISCA members.

Question Would an introvert or
extrovert do better in the hierarchy
of an organisation?
Mr Ee responded that both are
important. An introverted person
may not be good at expressing
himself but could be very detailed in
his work. An extrovert, on the other
hand, may be outspoken and have
the ability to think quickly on his feet.
Mr Ee stressed that communication
is an important skill which is useful
for those who can and know how to
use it.
Question How did you discover your
true passion?
Mr Ee shared that his strong interest
in mathematics, which he was also
good at, helped. In 1966, he decided
to become an accountant. His
greatest interests were in solving
clients’ Initial Public Offering (IPO)-

related problems, and from this, he
was able to deduce that his passion
lay in IPOs.
Question What are your views on
five-year plans?
Mr Ee noted that while everyone
has different priorities, each person
must have a sound value system
when asking yourself what is most
important to you in life. A plan is
helpful as a guide to chart your
journey and achieve your goals. He
urged members to at least master
some skills before moving on, if they
choose not to grow with a certain
organisation or company.
Rounding off the YPAC Engage
evening, Mr Ee emphasised that the
greatest assets are being adaptable
at work, and practising your craft as
practice makes perfect. With that,
Ms Lim thanked the members present
and brought the session to a close.
October 2014

13

In Tune
ISCA NEWs

2 ISCA-UOB
Quarterly Economic
Update for CFOs
nd

O

n July 11, ISCA and UOB
Group jointly held the
second ISCA-UOB Quarterly
Economic Update for CFOs.
The session looked at the impact of
US Federal Reserve’s tapering of its
Quantitative Easing (QE) programme
on Asian economies.
UOB economist Francis Tan
began the session with an overview
of how markets and economies go
through business cycles, and how
governments generally introduce
anti-cyclical policies to smoothen
any drastic kinks. Six years after the
global financial crisis, the US has
recouped all 8.7 million jobs that were
lost during the crisis. Other economic
indicators also showed that the US
economy is indeed recovering well.
The decision to taper the rate of
bond purchases in the QE programme
showed that the Federal Reserve was

more confident of economic recovery.
Market observers are now pondering
when the Fed would increase interest
rates. Mr Tan was of the view that this
may occur in the second half of 2015,
after both bond and currency markets
have started to move. He allayed
concerns that the rise in interest rates
would worsen Singapore’s household
debt and mortgage delinquency. He
said that more savings and higher
incomes, coupled with the expected
slow and gradual increase in interest
rates, would help Singaporeans adjust.
Mr Tan expressed optimism in
the economic growth of Asia. Higher
population growth rates, young
populations, and rising proportions
of middle-income households will
boost consumption and investment
demand in the longer term. The
Asian economies’ contributions to
global GDP will increase from 21%

in 2013 to 24% in 2020, largely from
China. ASEAN, which will receive a
boost from the establishment of the
ASEAN Economic Community, will
also contribute significantly to global
GDP. Challenges for Singapore would
come in the form of higher business
costs and the city-state’s lower
competitiveness in the production
of lower value-added intermediate
goods. Singapore would have to look
deeper into the services economy to
retain comparative advantage in this
field and in this region.
In conclusion, he raised the
manner in which the financial crisis
had changed how businesses were
being run. Traditional B2B and B2C
relationships were increasingly being
replaced by C2C and C2B models
with the emergence of technological
startups the main culprit. As
technological advancements now play
a greater role in the way businesses
are conducted, CFOs may want to look
at how these trends could impact their
companies’ operating models.
An engaging Q&A session
with robust participation closed
the session on a high note. Many
members are already looking forward
to the October session on Renminbi
(RMB) Internationalisation.

UOB economist
Francis Tan
impressed the
audience with his
clear explanations
and up-to-date
knowledge.
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Calendar of Events 2014
Oct:08

Upcoming Events

8
Oct

GST Risk Management and Harnessing Technology

9
Oct

Explore the Impossible with ISCA

ISCA Breakfast Talk

3
Nov

Workshop for ICAEW-ISCA Pathways

Application - A guide to submitting your Examination of
Experience

ISCA Engagement with Deloitte & Touche

6
Nov

International Accountants’ Day

10
Oct

ISCA Engagement with EY

11
Nov

ISCA Anti-Money Laundering Seminar

10
Oct

ISCA-UOB Quarterly Economic Updates

12
Nov

ISCA Breakfast Talk

13
Oct

Workshop for ICAEW-ISCA Pathways
Application

19
Nov

ISCA Mingles

15
Oct

ISCA Mingles - Thinking Clearly for Success

29
Nov

ISCA Games Closing Ceremony

Technology Seminar & SMP Dialogue:

10
Dec

ISCA Breakfast Talk

17
Oct
18
Oct

Journey with ISCA @ -30°C

CFOs – RMB Internationalisation

A guide to submitting your Examination of Experience
CFO Insights with Ascendas Group CFO,
Mr Chia Nam Toon

Accelerating Business Growth Through Technology &
Beyond the Status Quo – 4 Lessons for SMPs

IPG Closing Ceremony

17
Dec

Members’ Privileges
AHAVA
Get 10%off regular priced products
HARNN
10% off for purchases $100 and above

New Requirements for Professional Accountants

Business Valuation – Now & Forever

CFO Insights with Micro-Mechanics (Holdings) CFO,
Mr Chow Kam Wing

One Farrer Hotel & Spa
Enjoy Preferred Corporate Rates of up to 55% off
and a Weekend Staycation Package at
only $320++
Paulaner Brauhaus
20% off total F&B Bill
Sole Relax
Complimentary 30-min Sole Therapy or
30-min Head-and-Scalp Massage

ISCA Mingles

Dining in the Dark

Limited spaces are available for each event and they are on a first-come-first-served basis.
Dates and events are subject to change without prior notice.
For more details http://corp.isca.org.sg/membership/events-calendar

For more details
http://members.isca.org.sg/MemberPrivilege.asp
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Finance Function
Productivity Trends and Focus
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Key findings about accounting and finance functions
+ Firms in Singapore, Hong Kong, Japan and China favour staff-related initiatives

over process-related ones to improve productivity.
+ Due to their similar stages of development, Singapore, Hong Kong and Japan

face common challenges like an ageing workforce and high cost of living, which
create pressure to improve labour productivity.
+ China places greater emphasis on technology adoption to raise productivity
than the more developed economies.
+ Singapore lags behind others in leveraging outsourcing to enhance productivity.
+ Streamlining of business processes can drive improvements in productivity and
quality of outputs.
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aced with a
tightening labour
supply, raising
productivity
is important
to Singapore
businesses.
To understand
the impact
on accounting
and finance functions of businesses,
the Institute of Singapore Chartered
Accountants (ISCA) collaborated with
Robert Half to survey over 550 senior
finance executives in Singapore and
the region, namely Hong Kong, China
(Shanghai) and Japan, to understand
where their focus lay regarding
enhancing productivity of their
functional units or departments.
This study focuses on trends
in productivity-related initiatives
undertaken by the finance and
accounting function.
In Singapore, Hong Kong and Japan,
150 senior finance executives from
each market, and in China (Shanghai),
102 respondents were surveyed. For
Singapore, of the 150 respondents,

60% were Finance Directors (FDs)
or equivalent while 40% were
Chief Financial Officers (CFOs) or
equivalent. Of these, 58% belonged
to firms classified as small (fewer
than 500 employees), 25% to midsized firms (500 to 999 employees),
and 17% to large firms (more than
1,000 employees).
In the other jurisdictions, there
was also a good representation of
respondents who held FD or CFO
equivalent positions. The majority

of respondents were similarly from
small firms – 61% in Hong Kong, and
53% in both Japan and China. For the
remaining, 22% in Hong Kong, 18%
in Japan and 26% in China were from
medium firms, while 17% in Hong Kong,
29% in Japan, and 21% in China were
from large firms.
Respondents rated six main areas
that can contribute to productivity
gains. Each area was rated according
to the extent the respondents had
focused on to improve productivity in

the past five years and also in the next
12 months. These six areas are further
classified into two categories – staffrelated and process-related.
Staff-related areas include
(i) Motivating Employees, (ii) Improving
Staff’s Performance Evaluation, and
(iii) Improving Training and Development
of Employees. Process-related areas
include (iv) Better Technology
Adoption, (v) Streamlining of Business
Processes, and (vi) Outsourcing of
Business Functions.
October 2014
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We found that firms in Singapore, Hong
Kong, Japan, and China tend to favour
staff-related initiatives over processrelated ones when looking to raise
productivity, with this being relatively
more prominent in the more developed
economies of Singapore, Hong Kong
and Japan.
For Singapore, in the past five years,
40% of respondents rated “Motivating
Employees” in the top two bands; 37%
did the same for “Improving Staff’s
Performance Evaluation”, and 32% for
“Improving Training and Development
of Employees”.1 In contrast, the three
bottom-ranked areas were processrelated – 25% of respondents rated
“Better Technology Adoption” in the
top two
bands;
16% for “Streamlining
Singapore	
  
(Past	
  
5	
  years)
of
Business
Processes”,
andi14%
Please	
  rate	
  the	
  extent	
  of	
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(Figure 1).
Motivating employees

1

Improving staff's
performance evaluation

In our analysis throughout this report, we followed a similar
Great convention
effort
5%
and analysed participant responses in terms of top
three and bottom three-ranked initiatives. The rankings are based
Aboveonmoderate
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35%in
the percentage
of participants who responded with a rating
the top
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48%
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recurring
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3%
in nature.
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Given this apparent decrease
in focus on “Better Technology
Adoption”, it was perhaps timely
that the Singapore government
announced $500 million worth
of information and technology
subsidies in February 2014.
This may help firms refocus on
technology adoption to raise
productivity and growth.
We observed similar trends for
Hong Kong and Japan, where the top
three areas were also staff-related
initiatives – 39% of respondents in
Hong Kong and 48% in Japan rated
“Motivating Employees” in the top two
bands; 40% in Hong Kong and 39%
in Japan did the same for “Improving
Staff’s Performance Evaluation”, and
37% of respondents in Hong Kong and
40% in Japan rated “Improving Training
and Development of Employees”. The
bottom three areas were processrelated (Figure 2).
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Figure 2 Extent of effort put into improving productivity in the past 5 years: Hong Kong and Japan
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The findings for Singapore,
Hong Kong and Japan may be due
to the countries’ similar stages of
economic and social development.
While productivity levels are fairly
high in these jurisdictions, they face
common challenges, such as the
ageing workforce and high cost of
living. These factors may perhaps
explain the focus of respondents
on the stated initiatives to drive
overall productivity and thus also
wage growth. 3
An ageing population may
create some pressure to improve
labour productivity.4 The APO
Productivity Databook 2013 ranked
Singapore, Hong Kong and Japan
comparatively high in proportion of
aged dependents. Further, Singapore,
Hong Kong, and Tokyo were ranked
3

According to The Global Competitiveness Index 2013-2014,
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5	
  years)
be related to the effects of a higher
first, 13th, and 6th in a 2014 Economist
compiled by the(Past	
  
World Economic
Forum, which is based on how
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survey has
with
Kong and r
Japan
second,
and
globally.

the highest cost of living. There is a
possibility that firms chose to focus
on improving stated productivity
initiatives in order to support
pressures for real wage growth, given
documented link between improving
productivity and real wage growth.
Pressure for wages to grow may also

As for our China data, the processrelated initiative “Better Technology
Adoption” (61%) is ranked top three,
along with two other staff-related
areas, “Improving Staff’s Performance
Evaluation” (68%), and “Improving
Training and Development of
Employees” (65%) (Figure 3).

4 The APO Productivity Databook 2013 is published by the Asian
Productivity Organization, and presents comparative data on
productivity and economic growth covering 29 Asian economies
Improving training and
Streamlining of business Outsourcing of business
and Australia, the European Union, Turkey, and the United States Improving staff's
of America.
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Statistics from the APO
Productivity Databook 2013 indicated
that from 1970 to 1990, Singapore,
Japan, and Hong Kong were ranked
third, fourth and fifth respectively,
ahead of China (ranked eighth), in
terms of “Capital Deepening”. In
contrast, from 1990 to 2011, China
moved up the rankings to become
first, while Singapore, Japan and
Hong Kong moved down to be ranked
11th, 10th and eighth respectively.
The report indicated “IT Capital
Deepening” contributed relatively
more to productivity growth in
Singapore, Hong Kong and Japan than
to such growth in China from 1985
to 2000, while from 2000 to 2011,
“IT Capital Deepening” contributed
relatively less to productivity growth
in Singapore, Hong Kong and Japan,
than in China.7
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There is evidence that outsourcing
can significantly improve firm
productivity.8 In the past five
years, Singapore firms were found
to be somewhat behind the other
jurisdictions in employing outsourcing.
This is a possible area Singapore firms
could focus more attention on, when
looking to raise productivity in the
accounting and finance function.

Focus Going Forward

Looking ahead to the next 12 months,
respondents in all four jurisdictions
plan to place greater focus on
productivity issues, compared to the
past five years.
Singapore respondents indicate a
continued preference for staff-related
initiatives over process-related
initiatives. Staff-related initiatives
occupy the top three spots: “Motivating
arge
Employees” (54% in top two bands);
rate the extent of effort in the following areas that your department has focused on to improve productivity in the past 5 years.
“Improving Staff’s Performance
Evaluation” (49%) and
“Improving
Improving staff's
Improving training and
Outsourcing
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Training
and Development
of Employees
performance evaluation
development of employees Better technology adoption Motivating
functions
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(40%) (Figure 6).
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8 For instance, the book, Globalization, Outsourcing and Labour
48%an overview and also past studies
Development in ASEAN , provides
of the potential positive effects of outsourcing on productivity.
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Outsourcing service providers
have also highlighted benefits
such as allowing a company to remain flexible and able to make
changes, while a company 19%
can still run its core function with the
help of an outsourcing vendor to absorb changes being made to
the organisation.
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This same trend was also observed
in the other jurisdictions, with staffrelated initiatives being in the top three,

and process-related initiatives in the
bottom three spots (Figure 7). Notably,
72% of respondents in China believe

training and development is important
(top two bands), reflecting the need for
China to upskill its workforce.

Figure 7 Importance of improving productivity in the next 12 months: Hong Kong, Japan and China
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Looking at Figure 8, there appears
to be an overall further increase
in focus on productivity issues for
the next 12 months in Singapore.
The results show an increase in the
proportion of respondents in almost
all areas (rating in the top two bands),
to improve productivity in the next
12 months, compared to the past;
the only exception is “Better
Technology Adoption”.
These findings are consistent with
Singapore firms making continued
efforts to raise productivity in response
to the further tightening of foreign
labour, and also with the enhanced
productivity incentives announced by
the government in 2014.

Figure 8 Top 2 band ratings of productivity initiatives: Singapore
Past 5 years
(“Great effort” &
"Above moderate effort”)

Next 12 months
(“Very important”
& “Important”)

Motivating employees

40%

54%

Improving staff's
performance evaluation

37%

49%

Improving training and
development of employees

32%

40%

Better technology adoption

25%

25%

Streamlining of business
processes

16%

22%

Outsourcing of business
functions

14%

22%

The exceptions to this trend are the
small and large Singapore firms, where
there is a decrease in the proportion of

respondents rating “Better Technology
Adoption” in the top two bands for the
next 12 months (Figure 9).

Figure 9 Top 2 band ratings of productivity initiatives
(small, medium, large firms): Singapore
Past 5 years
(“Great effort” &
"Above moderate effort”)

Next 12 months
(“Very important”
& “Important”)

40%

53%

Medium

30%

46%

Large

58%

69%

Small

41%

52%

Medium

16%

30%

Large

54%

65%

Small

37%

38%

Medium

16%

32%

Large

43%

58%

Small

27%

26%

Medium

11%

16%

Large

39%

35%

Small

14%

21%

Medium

10%

16%

Large

31%

35%

Small

16%

22%

Medium

11%

14%

Large

16%

35%

Small
Motivating
employees

Improving staff's
performance
evaluation
Improving training
and development
of employees

Better technology
adoption

Streamlining of
business processes

Outsourcing of
business functions
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Productivity Trends

8
Senior finance
executives in all four
jurisdictions plan
to focus more on
productivity issues in
the coming 12 months,
compared to the
past. Overall, these
trends suggest that
these executives are
increasingly concerned
about productivity.
Given this apparent decrease
in focus on “Better Technology
Adoption”, it was perhaps timely that
the Singapore government announced
$500 million worth of information
and technology subsidies in February
2014. This may help firms refocus
on technology adoption to raise
productivity and growth.
In Hong Kong and Japan, there
was also a general increase in focus
on productivity issues for the next 12
months compared to the preceding five
years, but the focus is somewhat mixed
in China (Figure 10).

Figure 10 Top 2 band ratings of productivity initiatives: Hong Kong, Japan, and China
Japan

China

Past 5 years Next 12 months

Past 5 years Next 12 months

Past 5 years

Next 12 months

Motivating employees

39%

46%

48%

49%

67%

64%

Improving staff's
performance evaluation

40%

47%

39%

49%

62%

65%

Improving training and
development of employees

37%

45%

40%

49%

62%

72%

Better technology adoption

34%

42%

35%

37%

72%

62%

Streamlining of business
processes

30%

34%

29%

39%

62%

62%

Outsourcing of business
functions

32%

41%

36%

40%

67%

60%
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Hong Kong

to achieve further productivity
gains. According to a 2013 report by
management consulting firm Bain
& Company, in addition to driving
improvements in productivity,
streamlining can also improve the
quality of outputs because it promotes
reduction in the fragmentation of work
and establishes clear ownership of
work processes. Practitioner feedback
further indicated that this can lead to
productivity gains as a result of greater
economies of scale, standardisation of
operating procedures, less downtime
during staff turnover, and various other
cost savings.
Hence, firms could place some focus
on streamlining of business processes,
and consider the potential benefits
of streamlining when implementing
productivity initiatives.

Conclusion

In Singapore and the region,
streamlining of business processes as a
possible means to achieve productivity
gains appears to be accorded much less
attention. When ranked in terms of its
importance to increase productivity in
the next 12 months, “Streamlining of
Business Processes” was consistently
ranked in the bottom two for Singapore
(22%)9, Hong Kong (34%), Japan (39%),
and China (62%) (Figures 6 and 7).
Streamlining of business processes
might represent an avenue for firms
9 Refers to the percentage of respondents who rated “Streamlining
of Business Processes” as “Very important” or “Important” (top
two bands)
10 The book, Globalization, Outsourcing and Labour Development in
ASEAN , suggests that outsourcing can improve firm productivity.
A 2013 Bain & Company report further suggests that streamlining
of business processes can drive improvements in productivity and
also improve the quality of a firm’s outputs. Hence, outsourcing and
streamlining of business processes have the potential to be more
effective in raising productivity than other staff-related initiatives.

Our findings provide insights into
some main considerations involved
in improving productivity of the
accounting and finance functions in
Singapore, and how they compare with
Hong Kong, Japan, and China.
In general, the findings suggest
that firms in Singapore, and in Hong
Kong, China and Japan, tend to favour
staff-related initiatives over processrelated initiatives when looking to
raise productivity.
The focus on staff-related
initiatives is especially prominent
in the more developed economies
of Singapore, Hong Kong and Japan,
possibly due to their being at
comparable stages of economic and
social development, where issues like
the ageing workforce, the need to raise
labour productivity to support wage
growth and the high cost of living
may have been contributing factors.
Further, technology adoption may be
relatively advanced in these economies
and therefore of correspondingly less
focus than in developing economies
such as China. However, if technology

adoption is relatively advanced in the
developed economies, it should be
recognised that there still remains
room for productivity growth by
adopting technology.
According to The Global
Information Technology Report
2010-2011 by the World Economic
Forum, Singapore and Hong Kong
ranked relatively high – at fourth and
12th respectively – in terms of the
friendliness of their market, regulatory,
and infrastructure environment
to innovation and information and
communication technology (ICT)
development. However, their businesses
were ranked relatively lower – 10th and
25th respectively – in terms of their
capacities to effectively use technology
to generate productivity gains and
innovation. The differences in ranking
suggest that businesses here may not
be realising their potential by adopting
new technologies.
Senior finance executives in all
four jurisdictions plan to focus more
on productivity issues in the coming
12 months, compared to the past.
Overall, these trends suggest that these
executives are increasingly concerned
about productivity.
The findings highlight areas
where firms could perhaps pay closer
attention to. Outsourcing and the
streamlining of business processes
are areas which are relatively less
focused upon by Singapore firms but
where productivity gains could still
be achieved.10
Other than insights gleaned from
the findings of this report, we are
working on future reports that delve
into the challenges faced by senior
finance executives in implementing
productivity initiatives, and also staff
skills and training that decision-makers
deem essential in driving productivity
gains. ISCA
Clarence Goh is Manager, Research, ISCA.
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Public
Accountants
Conference 2014
Financial Reporting – Striking A New Balance

O

n August 27, over
800 delegates
attended the
9th Public
Accountants
Conference at
Raffles City
Convention
Centre. This year,
the Accounting
and Corporate Regulatory Authority
(ACRA)’s annual flagship event was
themed Financial Reporting – Striking
A New Balance. Issues surrounding the
state of financial reporting in Singapore,
as well as efforts to strengthen the
financial reporting ecosystem and
improve audit quality, were discussed.
In his welcome address, ACRA Chief
Executive Kenneth Yap emphasised the
need for reliable financial safeguards
to prevent financial meltdowns such
as the infamous Enron and WorldCom
scandals. “Given the growing
complexity of financial reporting,
ACRA’s focus has been to ensure that
every link in the reporting process
remains effective and robust. This
is crucial because any part of the
reporting chain, from preparer to
auditor to audit committee, may come
under strain at any given time,” he said.
In her opening address, Guestof-Honour Josephine Teo, Senior
Minister of State for Finance and
Transport, stressed the importance
of all stakeholders in the financial
reporting ecosystem making a
28
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The PAC 2014 saw over 800 delegates discuss how company
directors and auditors can tackle the root cause of financial reporting
deficiencies to deliver financial information to investors.

stronger effort to ensure the quality
of financial reporting. She urged
companies, and audit committees in
particular, to strengthen their own
financial reporting systems, instead
of relying on external auditors to
tidy up their accounts. “(T)he audit
committee… is in a unique position of
having oversight over management as
well as the external auditor,” said Mrs
Teo. “The audit committee can assess
the company’s financial reporting
capabilities and capacities, and
deliberate if the nature and frequency

of audit adjustments suggest more
serious underlying issues such as fraud.
Audit committees are also responsible
for making recommendations to
the boards on the appointment and
remuneration of the auditors. To do so,
they need to be adequately equipped to
evaluate their auditors.”
By striking an ideal balance
among all parties involved in financial
reporting, it is hoped that the risk of
financial misinformation or failure
will be reduced, thus boosting investor
confidence and public trust.

Guest-of-Honour
Josephine Teo,
Senior Minister of
State for Finance
and Transport

(from left) is Yeoh Oon Jin, Executive Chairman, PwC Singapore and Member, PAOC;
Tham Sai Choy, Managing Partner, KPMG in Singapore and Chairman, KPMG Asia Pacific;
Gerard Ee, President, ISCA; Lim Soo Hoon, Chairman, ACRA, and Permanent Secretary
(Finance)(Performance), Ministry of Finance; Lim Hwee Hua, Honorary Chairman,
Securities Investors Association (Singapore); Guest-of-Honour Josephine Teo;
Cindy Fornelli, Executive Director, US Center for Audit Quality; Kenneth Yap, CE, ACRA;
Julia Tay, Deputy CE, ACRA, and Willie Cheng, Chairman, Singapore Institute of Directors

Quality concerns for
unaudited financial
statements
Two key reports were released at the
Conference. The first was an ACRAcommissioned study to ascertain the
quality of financial statements prepared
by Singapore-listed companies prior
to an audit. Titled “Audit Adjustments
Matter: Upholding Financial Reporting
Quality”, the study was conducted in
early 2014 by Singapore Management
University (SMU)’s School of
Accountancy research team which
studied the characteristics, nature and
extent of proposed audit adjustments
to the financial statements for the year
ended 31 December 2013.
Dr Themin Suwardy, Associate
Professor of Accounting at SMU and
leader of the research team, said
that the team examined the financial
statements of 257 listed companies with
an aggregated market capitalisation
of $288.3 billion (or 31% of SGX’s total
market capitalisation). Altogether,
3,222 sets of adjusting entries with
gross values adding up to $33.9 billion
were examined. “A small number of
companies was responsible for a lot of
proposed adjustments, indicating an
uneven distribution,” he said.
More specifically, 33 (13%)
companies – most of which were
smaller listed companies with
October2014
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Quek Siew Eng, Head, Practice Monitoring Department,
ACRA, shared some of the recurring audit deficiencies
found in the Public Accountants’ work.

market capitalisation below $500
million – had more than 20 proposed
adjustments each, accounting for
$24.7 billion (73%) of the total
value of proposed adjustments. This
was in contrast to the 126 (49%)
companies which had fewer than
five proposed adjustments each,
constituting just $1.7 billion (5%) of
all the adjustments. In other words,
the quality of financial statements
prepared by management varies, and
some fall significantly far short of
accounting standards.
Based on the results of this
groundbreaking study, the first of its
kind to use actual audit adjustments
data, Dr Suwardy said, “Companies
should take more ownership over
their financial statements and
commit more resources towards
preparing them. Auditors should audit
competently, and at the same time,
rebalance accountability and push
back responsibility to the preparers.”
In particular, he noted that growing
companies should expand their
internal accounting systems and
capabilities to keep pace with the
increased complexity when they scale
up their operations.
Cindy Fornelli, Executive Director
of the US Center for Audit Quality
(CAQ), also addressed delegates at
the Conference. She commented, “The
US and Singapore are similar to each
other in that both countries recognise
30
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SMU Accounting Professor Themin Suwardy presented the findings of a study on
audit adjustments

the imperative for continuous
improvement in audit quality, and thus
work to strengthen the ecosystem for
audit quality.”
She went on to explain CAQ’s
three-pronged approach towards
achieving this goal. CAQ is committed to
continuous improvement and publishes
resources to guide auditors when
they make professional judgements;
it collaborates with key stakeholders,
especially audit committees, to reduce
fraud, and it engages with policymakers

on regulatory updates to improve
financial disclosure.
Dr Suwardy and Ms Fornelli later
took part in a five-member panel
discussion with representatives of
the local accountancy and business
communities. They each gave their
views on what auditors, directors
and other stakeholders can do to
deliver trusted, high-quality financial
information to investors. Among the
topics raised were the impact of the
Singapore Qualification Programme in

PMP forum
panel discussion,
(from left)
Moderator
Diana Ser;
Yeoh Oon Jin,
Executive
Chairman, PwC
Singapore and
PAOC Member;
Kenneth Yap,
CE, ACRA;
Tan Cheng Han,
Professor, Faculty
of Law, NUS and
Chairman, PAOC,
and Gerard Ee,
President, ISCA

“Companies should take more
ownership over their financial
statements and commit more
resources towards preparing them.
Auditors should audit competently,
and at the same time, rebalance
accountability and push back
responsibility to the preparers.”
Dr Themin Suwardy, Professor of Accounting, SMU

expanding the education and skill-sets
of auditors and accountants, as well as
the recent revision to the “Guidebook
for Audit Committees in Singapore” to
help audit committees better govern
and oversee their companies.

Changes to ACRA’s
Practice Monitoring
Programme

The second report released at the
Conference was ACRA’s “8th Practice
Monitoring Programme (PMP) Public
Report”, which unveiled the latest
findings of ACRA’s audit inspections
on audit firms and other activities to
promote audit quality. Koh Chin Beng,
Director of ACRA’s Public Accountancy
Sector Division, spoke to delegates
about the new reforms to ACRA’s
audit inspection process under the

PMP. These reforms, which came into
effect on 1 May 2014, are aimed at
reducing the regulatory burden on the
audit profession while simultaneously
providing added assurance for investors.
“ACRA’s risk-based selection process
has been further refined to ensure
that it is targeted towards areas where
potential risks and impact of audit
failure are greatest. Public Accountants
with a higher risk profile (due to a
combination of risk factors such as
failure in previous inspections or firm’s
internal reviews and/or excessive
client portfolio with similar year-ends,
etc) will be targeted and subjected to
more frequent inspections. ACRA’s
inspection has also moved from a coverto-cover approach to one that focuses on
significant risk areas of an audit,” said
Mr Koh.

A four-member panel comprising
ISCA President Gerard Ee and other
panellists then discussed the merits
of the enhanced PMP methodology.
They all agreed that it not only allows
for a more reasonable assessment of
Public Accountants, it also increases
efficiency and effectiveness. They
highlighted the importance of hard
evidence or documentation to back up
professional judgements, and the need
to redress the ongoing downward
pressure on audit fees.
The last speaker before the
breakout session was Quek Siew
Eng, Head of ACRA’s Practice
Monitoring Department. She pointed
out recurring and persistent audit
deficiencies that ACRA found while
inspecting Public Accountants’
work in the process of preparing
this year’s PMP report. Deficiencies
were repeatedly observed in the
areas of revenue recognition,
accounting estimates and fair value
measurement, and group audits,
and these will thus be regarded
as significant risk areas in future
inspections. The observations also
featured in ACRA’s “8th PMP Public
Report”, which used a fresh approach
of presenting the PMP inspection
findings as a case study. The case
study drew on observations and
scenarios encountered during
the PMP inspections. The real-life
examples in the case study promoted
a better understanding of the nature
and circumstances in which the
findings arose, and why the audit
work did not meet the requirements
of the audit standards.
In addition to presentations,
the Conference featured a series of
breakout sessions led by experts in
their respective fields. Here, delegates
obtained local and international
perspectives on practice management,
gained practical insights on auditing
standards, and learned how to apply
new financial reporting standards. ISCA
Materials for the Public Accountants Conference
are available at www.acra.gov.sg/Public_
Accountants_Conference_2014.aspx.
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Shadow Banking in China

China: Shadow
Banking and
Formal Banking
Close Ties Increase Risks

by

Suan Teck Kin

L
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ate January 2014, the near
default of a RMB3-trillion
“Credit Equals Gold #1” wealth
management product (WMP) which
was distributed by China’s largest
bank, Industrial & Commercial Bank
of China, cast the spotlight on the
opaque and murky world of shadowbanking activities in the country.
The WMP, which promised an
annual yield of 10% (compared to
the regulated, benchmark one-year
deposit rate of 3%), and linked to
a trust product invested in a coal
company called Shanxi Zhenfu
Energy Group, was repaid in full
after a mystery investor injected the
required funds to pay off the trust
loan. Thus, a default of the large-size
WMP was averted. This could have
otherwise set off a chain effect that
impacts on other similar WMPs,
confidence in the banking system
– and non-banking system such as
trust companies, credit guarantee
companies, among others – and also
the broader economy.
The development came right
after the media disclosed earlier
in the year that the State Council
(China’s Cabinet) had released a
directive named “Document 107”
which acknowledged the importance
of the shadow-banking sector, but

“Document 107” further clarified
the definition of China’s shadow
banking into three types, highlighting
the lack of regulation or even licensing
in some areas:
1. No operating licenses and
unregulated, for example, internet
finance companies;
2. No operating licenses and only
partially regulated, for example,
credit guarantee companies;
3. Licensed but face inadequate
regulation, for example,
money-market funds and asset
securitisation, etc.

s
As long as the Chinese
economy is able to
maintain its positive
growth momentum of
around 7.5% per year for
the foreseeable future, and
with proper regulations
put in place, the shadowbanking sector will become
less of a “problem” and
could in fact turn into a
properly functioning part
of the financial system.

There is no direct answer in
determining the size of shadow
banking in China because of the
opacity of the sector and the lack of
reliable data. Based on data from
Financial Stability Board, a body set
up by the G-20 to promote financial
stability, China’s shadow-banking
sector is estimated at 26% of GDP
at end-2012, which is less than that
of the smaller developed countries
such as Australia (50.3%) and
Switzerland (233.5%).
Monthly credit data published by
China’s central bank, People’s Bank of
China or PBoC, suggest that the figure
is much larger, at more than 60% of
GDP at end-2013, or RMB34.5 trillion
(Figures 2a and 2b), from about 20%
of GDP at end-2008.

with the need for tighter and clearer
regulations of its activities.
As shown in Figure 1, shadow
banking is a common activity in most
developed economies. This basically
involves the intermediation of credit
by non-bank entities. The size of the
sector can be in multiples of GDP, as in
the case of the UK and Switzerland.
Shadow banking can broadly be
defined as financing/credit activities
outside the formal banking sector.
These range from bond financing,
equity raising, securitisation and
private equity to other activities
such as pawnshop lending and “high
interest” loans.

Figure 1 Size of Non-bank Financial Intermediaries
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Figure 2a China: Non-bank Financing
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Figure 2b China: Non-bank Financing
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Figures 2a and 2b suggest that the
size of China’s shadow-banking sector
ranges from 26% to nearly 61% of
GDP, while some estimates even put
it at more than 80% of China’s GDP.
In any case, these estimates do not
appear to be overwhelmingly large.
Of more critical concern, however, is
the nature of regulation (or lack of).

Shadow Banking:
How Did It Come About?

Figures 2a and 2b show that
shadow-banking activities in China
accelerated sharply after 2008
and when the Chinese government
implemented its RMB4-trillion fiscal
stimulus programme in response
to the global financial crisis. The
34
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stimulus programme caused ripple
effects through the domestic
economy in the form of a property
price boom and excess industrial and
manufacturing capacity in a variety
of sectors, among others, in the
subsequent years.
As a result and arising from
concerns of overheating in property
prices and potential credit losses,

the Chinese regulators started to
impose additional restrictions to curb
credit activities in the formal banking
sector. This resulted in liquidity
flowing out and into the shadowbanking sector in order to circumvent
these restrictions. These regulations
included bank loan quotas, lending
restrictions on certain sectors such
as property and mining, interest rate
floors and ceilings, loan-to-deposit
(LD) ratios, and banks’ reserve
requirement ratios (RRR).
In addition, the business
landscape also helped spur the
rise of shadow-banking activities,
given that dominance of large
state-owned commercial banks
restricted financing channels, and
compounded by the lack of clear
regulations or enforcement in the
non-bank sector, the lack of domestic
investment alternatives (other than
equity and property markets), and
the lack of international investment
opportunities with the closed capital
account. These resulted in liquidity
seeking higher returns in the nontraditional banking area, and creditstarved borrowers willing to pay
above the regulated interest rates to
institutions willing to lend to them.
Trust companies thus became a
main player in this intermediation
space, offering trust products at
attractive yields through traditional
banks (with fee income tagged on)
to investors, in the form of WMP
(Figure 3).
As a consequence, trust
companies’ assets ballooned to
RMB10.9 trillion by end-2013, a 45%
increase from RMB7.5 trillion at end2012, and more than twice the size of
RMB4.8 trillion at end-2011.

Figure 3 A Typical Shadow Bank Arrangement
WMP
pool

Bank
customers

Funds for
management

Bank

Loans

Trust*

Borrower

Interest payments + fees
*Trust companies are only one form of China’s shadow-banking system; others include small loan companies,
investment companies, credit guarantee companies, insurance brokerage firms, pawn shops, private equity
investment funds, venture capital funds, and other informal credit arrangements such as pawn shops,
underground financing, etc.

Shadow Banking:
How Will It End?
There are a number of risks in this vastly
expanded shadow-banking system,
with its opacity and unclear regulations,
and perhaps lack of enforcement.
The intertwining of the formal
and shadow-banking sectors also
means that trouble at one end, for
example, default by major borrowers
of trust loans, could impact bank
customers at the other end of the
financing chain who invested in the
WMP that funded the loans. This has
implications for the larger economy
as well as confidence in the financial
sector. When there is a sudden and
major loss of consumer confidence, as
a result of or perhaps due to failure
of borrowers in the shadow-banking
system to make repayments, the wider
economy will also become negatively
affected – as evidenced by the failure
of Lehman Brothers and its impact on
the global economy.

Given what we know, if we tally up
the amount of debt in China, including
all the bank loans, shadow-banking
loans, local government debt, and
central government debt, we found
that at the minimum, the total debt
in China is about 233% of GDP at end2013 (Figure 4). This is largely in line
with Germany and UK’s experience,
and well below that of Japan’s. Note
also in China’s case, the central
government debt is comparatively low
at about 22% of GDP.
What this means is that if it comes
to the crunch, and the banking system
in China needs to be saved, the central
government, putting aside the issue
of moral hazard, appears to have
sufficient flexibility and resources to
come to the rescue given the size of
the central government debt.
In addition, the shadow-banking
situation in China is a purely
domestic-currency problem. This
means that if there is a major problem

Figure 4 China: Debt Threat — A Comparison
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Source: China NAO, CEIC, IMF, OECD UOB Econ-Treasury Research estimates

•	The proliferation of shadow-banking activities in China in recent years was partly due to the regulated
nature of the formal banking sector, as abundant liquidity looked for higher returns through
intermediation in the non-bank sector.
• Based on available credit data, the size of China’s shadow-banking system is estimated at around 60%
of GDP or RMB34.5 trillion (approximately USD5.6 trillion) – three times larger than the 20% level at
end-2008.
• As China looks for ways to regulate the role of and improve transparency in the shadow-banking
sector, more failures of trust/wealth management products are likely with the market playing an
increased role. Based on the events so far and the central government’s resources, and the closed
capital account in China, our core view is that the risks to the broader economy and financial sector
are manageable.

in the financial sector, the central
bank PBoC would have to step up as
the lender of last resort, instead of
turning to some external agency such
as the International Monetary Fund
(IMF) with its stringent criteria.
As long as the Chinese economy
is able to expand by around 7.5%
per year for the foreseeable future,
and with proper regulations put in
place, the shadow-banking sector will
become less of a “problem” and could
in fact turn into a properly functioning
part of the financial system.

Conclusion

One key difference in China compared
to other countries is the lack of clear
regulation of the sector, giving rise
to potential conflict of rights and
responsibilities especially in the event
of a default, as demonstrated in the
near default of a WMP early this year.
In addition, the closely connected
nature of the financial sector also
results in the possibility that a default
in shadow banking could spill into the
formal banking sector, with negative
impact on confidence as well as the
broader economy. One key lesson
learnt from the Lehman Brothers’
episode is that “confidence” is a fragile
entity and once broken, would take
years to rebuild.
However, we are positive that the
situation is unlikely to deteriorate to
such extent as these loans and credit
are denominated in local currency,
and the central bank can step in
where necessary. In addition, the
central government’s relatively low
debt level means that it has ample
fiscal flexibility if there is a need to
rescue the financial system, as it had
done before.
As the Chinese economy continues
to maintain its growth momentum,
there is a high probability that
shadow banking may become a part of
the country’s financial system. ISCA
Suan Teck Kin CFA is Senior Vice President
and Senior Economist, Economic-Treasury
Research, United Overseas Bank Ltd,
Singapore.
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GST Purposes?

Creating Clarity amid the Murkiness
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With

Michael Choh
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n the recent Monetary Authority of
Singapore (MAS) circular FDD Cir
02/2014, clarification was made
on the “belonging status” of a fund for
GST purposes. The Inland Revenue
Authority of Singapore (IRAS) had also
revised its e-tax guide, “Guide for Fund
Management Industry”, to clarify on
the same.
For GST purposes, the belonging
status is used to determine where
a supply of services takes place and
whether a supply of services qualify
for zero-rating relief under section
21(3) of the GST Act (GSTA). Fund
management services typically
include research, investment advice,
and compliance with fiduciary
and regulatory requirements, etc.
Generally, such services do not fall
within the Fourth Schedule to the GSTA
and are regarded as taxable supplies
for GST purposes. Fund management
services may qualify for zero-rating
under section 21(3)(j) of the GSTA,
subject to the conditions described
later in the article.
Fund management services
supplied by a Singapore fund manager
may be zero-rated if an investment
agreement is entered into with the
fund client who belongs outside

s
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Fund management services
supplied by a Singapore fund
manager may be zero-rated
if an investment agreement
is entered into with the fund
client who belongs outside
Singapore, the services directly
benefit the overseas fund
client who is not in Singapore
at the time the services are
performed, and the services
are not directly in connection
with land or goods situated
in Singapore at the time the
services are performed.

Singapore, the services directly
benefit the overseas fund client who
is not in Singapore at the time the
services are performed, and the
services are not directly supplied in
connection with land or goods situated
in Singapore at the time the services
are performed.

Offshore Trusts:
BE and FE

In a scenario where the offshore fund is
set up as a trust, notwithstanding that
both the beneficiaries belong wholly
outside Singapore, such an offshore
trust fund will be treated as belonging
in Singapore if the trustee belongs in
Singapore. Where the fund client is
other than a trust fund, it is treated as
belonging in Singapore if:
(a) It has a business establishment (BE)
or some other fixed establishment
(FE) in Singapore and no such
establishment elsewhere;
(b) It has no such establishment (that
is, BE or FE) in any country but
the usual place of residence is in
Singapore, or
(c) It has such establishments (that is,
BE or FE) both in Singapore and
elsewhere, and the establishment
that most directly used or to be
used is in Singapore.
Generally, the BE of a person is the
principal place at which the business
activities (of that person) are carried
out. Under section 15(6) of the GSTA,
a person carrying on a business
through a branch or agency in any
country is also treated as having a
BE in that country.
On the other hand, FE is not defined
in GSTA and in practice, IRAS takes the
view that it is an establishment (other
than a BE) that has both the technical
and human resources necessary for
providing or receiving services on a
permanent basis.
In connection to the above, a
non-trust fund client is treated as
belonging in Singapore if the fund
has an administration office with
employees in Singapore. However, if
October 2014
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... if the non-trust fund client
does not have any employees and
administration office of its own
in any country but conducts its
board meetings at a fixed place
outside Singapore on a permanent
basis such that it gives rise to a
fixed establishment, the supply
of fund management services will
be treated as most directly used
by the FE outside Singapore.

38

IS Chartered Accountant

their respective locations) is used to
hold board meetings on investment
strategy and the making of investment
and divestment decisions.
Where a non-trust offshore fund
does not have an administration
office with employees anywhere and
the fund has both directors who are
residing in Singapore and outside
of Singapore, it remains to be seen
how fund managers can prove that
the “establishment” of which is most
directly concerned with the services
are the overseas directors.

Complexity from
“Belonging” Status

The recent clarification by MAS
and IRAS on the belonging status of
non-trust funds has added another
layer of complexity for the other
service providers (for example, fund

administrators, auditors, registrars
and tax agents) since they are also
required to assess whether their
services provided to an offshore fund
with a fund manager in Singapore
should be subject to GST at the
standard rate.
The authors are of the view that
where there is an FE in and outside of
Singapore, there must be a close nexus
between (i) the fund management
services provided by the Singapore fund
manager; (ii) other services provided by
other service providers, and (iii) the FE
receiving those services, to determine
which FE is most directly concerned
with that supply.
Following the above clarification,
Singapore fund managers should
re-examine their existing service
arrangement and structure with
offshore non-trust fund clients to
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the fund does not have any employees
and administration office of its own
in any country but wholly relies on a
Singapore fund manager to carry on
its business activities, the fund will
be treated as belonging in Singapore.
Conversely, if the fund’s activities are
not carried on wholly by a Singapore
fund manager, the Singapore fund
manager will not constitute a BE of the
fund in Singapore.
On the other hand, if the nontrust fund client does not have any
employees and administration office of
its own in any country but conducts its
board meetings at a fixed place outside
Singapore on a permanent basis such
that it gives rise to an FE, the supply
of fund management services will be
treated as most directly used by the FE
outside Singapore.
From the above discussion, it
seems that the practice of holding
board meetings by non-trust funds at
a fixed place outside Singapore on a
regular basis creates an establishment
which has both the technical and
human resources necessary to receive
the services on a permanent basis.
In the current age where
communications technology is
pervasive, board members do not
have to be physically present at a fixed
location to convene, plan and make key
decisions. It is currently unclear how
the above guidelines will apply in the
case where video-conferencing (with
individual board members staying in

offshore funds may be treated as
belonging in Singapore and GST
incurred on fund management fees
are not fully creditable.

(iii) Where the offshore funds do not
meet all the qualifying conditions
for income tax concession under
the relevant section mentioned
in point (ii) earlier, the GST costs
incurred by the offshore funds
will likely be passed on to the
investors and beneficiaries who
may belong outside Singapore.
This could result in erosion in
both the fund managers’ and
funds’ cost competitiveness.

Conclusion

determine if the offshore funds
belong in Singapore so as to accord
the appropriate GST treatment on the
services provided.
Some key takeaways for Singapore
fund managers providing services to
offshore funds are as follows:
(i) Fund managers who have been
exempted from GST registration on
the basis that they provide wholly
zero-rated supplies to offshore
funds may be required to register
for GST if their taxable turnover,
comprising both standard-rated
services supplied to fund clients
belonging in Singapore (based on
the earlier clarification) and zerorated services supplied to fund
clients belonging outside Singapore,
exceed the GST registration
threshold of SGD1 million over a
12-month period.

(ii) Offshore funds that meet all the
qualifying conditions for income tax
concession under section 13C, 13CA1,
13G, 13R and 13X of the Singapore
Income Tax Act or a fund or a
designated unit trust or a unit trust
included under the CPF Investment
Scheme (CPFIS) are able to recover
a percentile of the GST incurred
for expenses incurred for the
purposes of the fund’s investment
activities. The GST remission does
not apply to disallowed expenses
under the GST regulations 26 and
27, and the current applicable GST
recovery rate is at 90%. This means
that qualifying offshore funds (for
income tax purposes) may still
incur some GST costs since these
1

GST remission for Section 13CA Funds is only applicable with effect
from 1 April 2014.

From an investment perspective,
funds are pooling vehicles and the
true recipients or beneficiaries are
the underlying investors in the funds.
It then follows that benefit of services
provided by the fund manager(s) or
other service providers indirectly
accrue to investors of the funds and
not the funds themselves. Perhaps
it is timely to revisit the question of
whether there is a need to track the
underlying investors of the funds and
should the investors turn out to be
foreign holding companies, whether
there is a further need to identify the
ultimate investors.
The new rules to determine if an
offshore fund belongs in Singapore are
effective from 1 April 2014. Without
further clarification on certain grey
areas, this may put a damper on our
fund management industry where
continued efforts have been made to
promote the use of Singapore Fund
Managers or relocation of excellent
Fund Managers with stellar track
records to Singapore. ISCA
Chris Loh and Ho Soon Wing are Directors,
Ascentia Tax Services. This article was
written in collaboration with accredited tax
professional Michael Choh. Mr Loh is also
Deputy Chairperson, ISCA Young Professional
Advisory Committee.
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Indirect
Taxation in the
Digital Economy
An Evolution of Indirect Taxes may be Happening

by

Joanna Wong
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dvancements in Internet
technology and the availability of
electronic payment facilities have
led to an increase in online transactions
involving both physical and digitised
goods particularly for business-toconsumer (B2C) transactions.
It was against this backdrop that
the Singapore Institute of Accredited
Tax Professionals (SIATP) recently
organised a Technical Excellence
Decoded session to bring greater
clarity to the indirect tax issues of
today. Facilitated by Irving Aw, a
lawyer who specialises in domestic and
cross-border tax issues and tax dispute
resolution, the session highlighted
the Goods and Services Tax (GST)
issues relating to e-commerce and
international developments affecting
this area of tax.

Purchases from
overseas suppliers

The wide acceptance and adoption of
online shopping has resulted in tax
neutrality concerns. Under current GST
rules, a traditional domestic supply of
physical goods by a local GST-registered
supplier is taxable at the standard rate
(except for the supply of goods that are
meant for export, which is a zero-rated
supply). On the other hand, consumers
purchasing
physical goods
(with the exception
of tobacco and
... a supply of digitised goods
liquor) from
overseas enjoy a
by a local supplier to a local
relief on import
consumer will attract GST at 7%.
GST for goods
On the other hand, a supply of
imported by
digitised goods by an overseas
air or post into
supplier to a local consumer
Singapore, as long
will not be subject to any GST
as the value of the
as the reverse charge regime
supply does not
exceed SGD400.
is effectively suspended in
From a tax
Singapore. This again puts an
perspective, it
overseas supplier in a better
would therefore be
position than a local supplier in
more beneficial for
respect of supplies of digitised
a consumer who
goods to local consumers.
intends to make a
purchase whose

s

value does not exceed SGD400 (as
well as purchases that can be split into
multiple transactions, each of which
does not exceed SGD400) to do so from
an overseas supplier online than from
a local GST-registered supplier. This
places local GST-registered suppliers
making local supplies at a competitive
disadvantage, and the problem is
compounded by the fact that online
shopping is fast gaining popularity,
made possible by improvements in,
and lower entry barriers to, technology.

Goods/Services
Dichotomy

The change in consumption behaviour
from traditional media formats to
digital media also presents additional
concerns. Since GST is chargeable only
on supplies made in Singapore, it is
important to determine whether a
supply is treated as a supply of goods
or a supply of services as the place of
supply rules for GST purposes differ for
both types of supplies.
However, the mode of delivery
for certain consumer items, such as
music, books and software, can have
an effect on the classification of a
supply. Digitised products, such as
digital downloads of music, books and
software, are considered to be a supply
of services, whereas the supply of such
contents in a physical form (such as a
CD or a paperback book) is generally
considered to be a supply of goods.
Virtual currencies and items purchased
in online games are also considered to
be a supply of services.
This again raises tax neutrality
concerns. For a local supplier, a
supply of digitised goods will only be
zero-rated if it qualifies as a supply of
international services under section
21(3) of the GST Act. This in turn
depends on the belonging status of the
recipient. The belonging status of an
individual is generally determined by
his place of residency.
The rules are slightly more
complicated for companies. For
companies with a business or fixed
establishment in one country, the
October 2014
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company is deemed to belong to that
country. For companies with no business
or fixed establishment in any country,
the company belongs in its country of
incorporation. Where the company has
business or fixed establishments in more
than one country, the company belongs
to the country with the establishment
most directly concerned with the supply
of service.
In other words, a supply of
digitised goods by a local supplier to a
local consumer will attract GST at 7%.
On the other hand, a supply of digitised
goods by an overseas supplier to a
local consumer will not be subject to
any GST as the reverse charge regime
is effectively suspended in Singapore.
This again puts an overseas supplier in
a better position than a local supplier
in respect of supplies of digitised goods
to local consumers.

International
Developments

Increase in international trade
has created an impetus to address
uncertainty and risks of double
taxation that arise from inconsistent
application of indirect taxes to
international trade. Moreover, as
governments rely ever more heavily
on indirect taxation as a source of
revenue, there is political will to clamp
down on unintended non-taxation.
There has therefore been a number
of developments on the international
front in respect of consumption taxes.
The Organisation for Economic Cooperation and Development (OECD)’s
Committee of Fiscal Affairs (CFA) is
developing a set of International VAT/
GST Guidelines (the Guidelines) to
address such indirect taxation concerns
relating to international trade, with
an emphasis on trade in services and
intangibles. The Guidelines are based
on two core principles: (a) VAT/GST is a
tax that should be neutral for businesses
and passed on to the final consumer
(that is, the neutrality principle), and
(b) internationally-traded services and
intangibles should be subject to VAT in
their jurisdiction of consumption (that
is, the destination principle).
42
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Tax lawyer Irving Aw highlighted the GST issues relating to e-commerce and
international developments affecting indirect taxation.

In its latest draft of the Guidelines
published in April 2014, CFA sets
out the main rule that VAT/GST for
internationally-traded services and
intangibles should be collected in the
jurisdiction where business use is
deemed to occur, but also recognises
that complications may arise when the
consumer is in multiple locations.
CFA has considered a number
of plausible alternatives to address
such a situation. It also considered
the possibility of specific rules (for
example, relying on the supplier’s
location) instead of the main rule, but
the use of such specific rules should be
minimised and where used, should be
supported by clear criteria. These rules
should be evaluated using principles of
neutrality, efficiency of compliance and
administration, certainty and simplicity,
effectiveness and fairness.
Two issues in relation to crossborder B2C supplies have also been
considered by OECD as part of its Base
Erosion and Profit Shifting (BEPS)
Action Plan 1. The first relates to
exemptions under domestic VAT/GST
laws for imports of low-value goods.
The issue is one of revenue leakage
and competitive distortion against the
administrative and compliance cost of
collecting GST on low-value goods. In
this regard, OECD recommends that
tax administrators consider improving
the efficiency of processing low-value

imports and collecting VAT/GST,
especially by requiring non-resident
vendors of low-value parcels to charge,
collect and remit tax on imports of
goods in the importing jurisdiction,
coupled with simplified registration and
compliance mechanism for suppliers.
The second issue relates to remote
digital supplies to consumers. OECD
recommends that non-resident
suppliers should register and account
for VAT/GST on supplies in the
jurisdiction of the consumer. This
can be facilitated by a simplified
registration regime and online
threshold. While recognising that
there would be challenges in enforcing
such collection, OECD considers that
there is potential for international
cooperation in this regard, for example,
through the OECD Convention on
Mutual Administrative Assistance in
Tax Matters.
It is noted that jurisdictions such
as the European Union and South
Africa have already changed their
indirect tax laws to be more in line with
international standards.
The winds of change are set to
continue. ISCA
Joanna Wong is Assistant Director, SIATP.
This article is based on a presentation
by Irving Aw, a lawyer who specialises in
domestic and international tax issues and
tax dispute resolution. For more tax insights,
please visit www.siatp.org.sg.
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Qualities of a Good Chairman

What Makes
a Good
Chairman?
Knowing to Whom They are Accountable

It starts with humility

by

Stanislav Shekshnia &
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Challenge and support
A good chair knows what the mission
of the board is, how to stay focused
on it and how to measure progress.
No two companies are alike and the

board’s mission may vary from one
organisation to another depending on
its maturity, regulatory context, industry
and ownership structure. For example,
at privately-held startups, boards usually
provide a lot of strategic advice to
management and help to secure external
resources (enterprising function)
while at mature public companies, they
focus on executive compensation and
evaluation and controls (monitoring
function). However, the group believed
that every Board of Directors should
concentrate on long-term value creation
and, especially, value (and company)
protection. A good chair understands
that and focuses on effectiveness rather
than the efficiency of her board’s work
– the decisions it makes are far too
important to be rushed.
A good chair organises the
board’s work inside and outside the
boardroom. She makes sure the board
tackles issues which are strategic
and material for the organisation and
mature for discussion. A good chair
frames the discussion questions in such
a way that directors are clear about
the context, understand important
facts and assumptions, see challenges
and risks for the organisation and find
specific solutions for them. A good
chair makes sure board resolutions
are concrete, actionable and
understandable for people who will
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am a member of the founding family,
but I know that as a chairman, I
work for the company, for its longterm sustainable development, not for
the family. I am aware of the family’s
interests, I take them into account as I do
the interests of other stakeholders, but I
put the company’s interests first.”
This comment from a programme
participant of “Leading from the Chair”,
our executive development programme
at INSEAD for board leaders, was a
response to a question we put to the
20 chairs from 13 countries we had in
the classroom: “What makes a good
chair today?” Collectively, we developed
some interesting insights.
Reflecting on research findings, cases
and simulations, the group agreed that
the right mindset and sufficient time
commitment (30 to 40 days a year) are
more important than specific personal
attributes such as tenacity, extraversion,
public speaking or debating facility.
Yet the participants identified three
characteristics of good chairs – personal
humility; listening, while challenging and
supporting the board, and the “guts” to
do what is right for the company.

A good chair knows who she works for
and is ultimately accountable to the
organisation of which board she leads.
Not its stakeholders – shareowners,
customers, employees, executives – but
the institution itself.
A good chair unequivocally
understands her role – to lead the board
of directors. The board is a very special
institution at every company – it meets
only a few times a year for a few hours,
but makes decisions that define the
organisation’s destiny for years to come.
It is an expensive institution – one hour
of the board’s time costs a company
listed on the New York Stock Exchange
(NYSE) upwards of USD100,000. To lead
the board is a challenging and noble
undertaking, but many chairs are not
content with this role and try to move
beyond it to leading the company, leading
its management team or leading its
public relations efforts. The participants
agreed that in most cases, such duality
reduces the chair’s effectiveness in
executing her core role – to lead the
board. The consensus was that a good
chair gets the board to work seamlessly
before taking on any additional roles.
A good chair understands that
first and foremost, she is accountable
to people who elected her – the board
members, but also recognises the
importance of other organisational
stakeholders.

s
A good chair knows who
she works for and is
ultimately accountable to
the organisation of which
board she leads. Not its
stakeholders – shareowners,
customers, employees,
executives – but the
institution itself.
Doing what is right
If crisis strikes a good chair… well,
she remains a good chair. She
thinks about the interests of the
organisation, takes a long-term view,
and sticks to her mission – to lead the
board and to make its work effective.
If the situation requires it, a good
chair is prepared to sacrifice personal
interests for the interests of the
company – to deal with unpleasant
counterparts, to put in as many hours
as needed and even to step down from
her job.
A good chair knows when and
how to leave. She does not designate
a successor, but lets the board choose
its new leader. The outgoing chair
makes her intention to step down
known to directors early, leaving
enough time (six to 18 months) to
select a successor and to prepare
them for the job. The outgoing chair
takes time to introduce her future
successor to the key stakeholders,
passes on information, shares “secrets
of the house”, but when the new
Chairman is elected, immediately
leaves the stage.

execute them. She also organises the
followup process, tracks progress and
makes sure the board is aware of it.
A good chair sets clear behaviour
standards for directors and ensures
adherence to them by providing
feedback, encouraging appropriate
behaviours and dealing with misconduct
in a strict, but constructive manner. She
resolves conflicts at the board by being
fair, consistent and attentive to individual
board members, but keeping in mind her

ultimate mission – long-term interests of
the organisation.
A good chair effectively represents
the board in relations with its key
stakeholders – shareholders, regulators,
management, communities – and
ensures that directors are fully informed
but does not replace the company
executives in their dealings with the
stakeholders unless this responsibility
has been explicitly given to her by the
CEO and directors.

The majority of our participants felt
that the programme had helped them
to realise that they have the humility
and the guts to do what is right, but they
admitted to the need to sharpen their
listening, challenging and supporting
skills. For this, we believe that they
had all taken another step towards
becoming truly good chairs. ISCA

Stanislav Shekshnia is Affiliate Professor
of Entrepreneurship and Family Enterprise,
and Timothy Rowley is Visiting Professor
of Strategy from the Rotman School of
Management, University of Toronto, INSEAD.
This article was first published by INSEAD
Knowledge on 8 May 2014. Reproduced
with permission.
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IASB Publishes Narrow-Scope
Amendments to IAS 27
The amendments to IAS 27 Separate Financial Statements
will allow entities to use the equity method to account for
investments in subsidiaries, joint ventures and associates
in their separate financial statements. These amendments
are effective for annual periods beginning on or after
1 January 2016 and early application is permitted.
For more information, please visit
www.ifrs.org/Alerts/Publication/Pages/IASB-publishesnarrow-scope-amendments-to-IAS-27-Separate-Financialstatements-August-2014.aspx

IASB Issues Remaining Chapters
of IFRS 9

IASB completed the final element of its comprehensive
response to the financial crisis by issuing IFRS 9 Financial
Instruments. The new Standard will come into effect on
1 January 2018 with early application permitted.
For more information, please visit
www.ifrs.org/Alerts/PressRelease/Pages/IASB-completesreform-of-financial-instruments-accounting-July-2014.aspx

IASB’s Update on the Leases Project

IASB published a document that provided an update on the
most important tentative decisions reached on the Leases
project during the first half of 2014. It also explained IASB’s
reasons for reaching those decisions and the remaining
work to be done in completing the project.
For more information, please visit
www.ifrs.org/Alerts/ProjectUpdate/Pages/
Leases-project-update-August-2014.aspx
AUDITING AND ASSURANCE

Clarification of Scope of AGS 9
The principles in AGS 9 Opinion on Receipts, Expenditure,
Investment of Moneys and the Acquisition and Disposal of
Assets by Statutory Boards may be applied by analogy to
the compliance audit of entities other than statutory boards,
which have similar statutory reporting requirements in
their respective Acts.
For more information, please visit
http://caa.isca.org.sg/news-events/news/8-augprinciples-in-ags-9-may-be-applied-to-the-complianceaudit-of-other-entities

ISCA Provides Comments to
Proposed ISA 720 (Revised)
The Auditor’s Responsibilities
Relating to Other Information

While ISCA acknowledges that the IAASB Exposure Draft (ED)
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is a much improved document compared to the
previous version, ISCA also highlights a few concerns
for IAASB’s consideration.
For more information, please visit
http://caa.isca.org.sg/wp-content/uploads/2013/06/
Comment-letter-to-IAASB-ED-ISA-720-REVISED.pdf
REGULATORY

ACRA to Raise the Bar for
Public Accountants
ACRA has announced more stringent registration
requirements for Public Accountants. Applicants will have
to acquire more years of work experience and this includes
specific mandatory audit management experience. The change
will take effect from 1 February 2015.
For more information, please visit
www.acra.gov.sg/Public_Accountants/News_and_Events/
Future_Changes_to_the_Qualifications_Requirement_for_
Registration_as_a_Public_Accountant
ETHICS

ISCA Provides Comments to
Proposed Changes to the IESBA
Code Addressing Non-Assurance
Services for Audit Clients
ISCA is of the view that the proposed changes are of no
significant consequence and prefers to defer making any
changes in relation to the non-assurance provisions of the
Code until such time when these changes could be made in
conjunction with other more substantial changes to the Code.
For more information, please visit
http://ethics.isca.org.sg/wp-content/uploads/2014/01/
Comment-Letter-IESBA-ED-on-NAS.pdf

IESBA Proposes Strengthened
Auditor Independence Standard
Addressing Long Association in
Ethics Code

IESBA released for public comment the ED, Proposed Changes
to Certain Provisions of the Code Addressing the Long
Association of Personnel with an Audit or Assurance Client.
The proposals respond to stakeholder concern about the
appearance of independence and the need to ensure that
the threats created by the long association of audit firm
personnel with an audit client are appropriately addressed
on all audit engagements. Comments are due to IESBA by
12 November 2014.
For more information, please visit
www.ifac.org/news-events/2014-08/ethics-boardproposes-strengthened-auditor-independence-standardaddressing-long
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The Quality
of Compliance
with FRS 1.61
A Study of SGX-listed Property Developers

by

Miao Bin & Choo Wen Yi

U

nder FRS 1, a company is allowed
to classify an asset as current
if it expects to realise the asset
within its normal operating cycle, even
if it is longer than the 12-month period
that is typically used to define current
assets (FRS 1.66 to 1.68). To inform
users of financial statements about
the expected period of realisation of
the current assets, FRS 1.61 further
requires that “an entity shall disclose
the amount expected to be recovered
or settled after 12 months for each
asset and liability line item that
combines amounts expected to be
recovered or settled:
a) No more than 12 months after the
reporting period, and
b) More than 12 months after the
reporting period”.
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... compliance with the
disclosure requirement of
FRS 1.61 is necessary for
investors and creditors to
understand the expected period
of realisation of a company’s
current assets and the duration
of its operating cycle, and
hence help them make better
investing or lending decisions.
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Separate presentation of current
and non-current assets in the balance
sheet provides important information
for a company’s capital providers
to assess the company’s liquidity
risk and general financial strength.
Similarly, compliance with the
disclosure requirement of FRS 1.61 is
necessary for investors and creditors

to understand the expected period
of realisation of a company’s current
assets and the duration of its operating
cycle, and hence help them make better
investing or lending decisions.
In this study, we examine the
disclosure practice of a sample of
property development companies
listed on the Singapore Exchange
(SGX), with regard to their compliance
with FRS 1.61. While FRS 1.61 applies
to every current asset line item, we
focus our analysis on the “property
under development”1 account because
(1) this is typically the most significant
current assets account for property
developers, and (2) the expected
period of realisation for assets under
this account are usually longer than
12 months.
For the 35 companies included
in our analysis, we find that a great
majority (91%, or 32 companies)
classify their entire property under
development portfolio as current

assets. However, only 22% (seven)
of these 32 companies disclosed
the amount of properties under
development that are expected to
be completed beyond 12 months, as
required by FRS 1.61. Of these seven
companies, four have operations
mainly in China. The remaining
three companies have properties in
other countries besides Singapore.
These data suggest that 78% of
the companies in our sample failed
to comply with the disclosure
requirement of FRS for their property
under development account.
We further explore several
alternative explanations for the
seemingly high non-compliance rate.
First, we find that property under
development on average accounts
for 57% of our sample companies’
total current assets, a significant
amount that suggests immateriality
is unlikely to be the reason for nondisclosure. Furthermore, for 62%
of these companies, property under
development accounts for more than
half of their total current assets.
We then collect from the companies’
annual reports information about the
list of properties under development,
especially the expected date of
completion, to check that FRS 1.61 is
applicable to the companies that did
not disclose the expected period of
realisation of current assets. Our data
show that at least 19 companies in our
sample have projects that are expected
to be completed more than 12 months
after the reporting period and classified
as current assets, but failed to disclose
the amount of these assets. Finally,
we examine the financial statements
of a group of property development
companies in Hong Kong to compare
the practices between Singapore and
Hong Kong companies with regard to
compliance with FRS 1.61. 2 Based on a
sample of nine property development
companies that are also constituents of
the Hang Seng Index, we find that the
compliance rate in Hong Kong is much
higher – at 67%.
1

Also termed as “Development Properties” in some companies’
financial statements
2
Hong Kong mandates IFRS for all listed companies; IAS 1 and FRS 1
are equivalents.
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Sample and Data
Our sample consists of 35 property
development companies listed on
SGX. The following information was
collected from their latest annual
reports (2013):
1) Whether the company classified
“Properties under Development”
as current assets;
2) Ending balance of “Properties
under Development” and “Total
Current Assets”;
3) Whether the company disclosed
the details of the properties under
development such as stage of
completion and expected date
of completion;
4) Whether the company disclosed
the composition (amounts to be
recovered more than 12 months
after the reporting period
and less than 12 months after
the reporting period) of the
properties under development
classified as current assets;
5) Auditor and country of
incorporation of auditor;
6) Country of incorporation
of company.
For comparative analysis, we also
collected information from a sample
of property development companies
listed on the Hong Kong Exchange.
We included all of the nine property
companies in the Hang Seng Index and
collected relevant information from
their latest annual reports.

Discussion of Findings
Do companies classify
properties under
development as current
assets? What is the
significance of this item
for total current assets?

Q1
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current and partially as non-current
assets on the balance sheet. For this
company, it was stated in the notes
to financial statement that assets
are classified as current when it
expects to realise them in its normal
operating cycle and within 12 months
after the reporting period. All other
development properties are classified
as non-current.
On average, Property under
Development accounts for 57% of the
total current assets for the
companies in our sample. And for
62% of the companies, it accounts
for more than half of the total current
assets. Therefore, Property under
Development is a material account
and users of financial statements
would benefit from additional
disclosures regarding its expected
period of realisation.

Q2

Do companies
disclose the details
of the properties under
development, such as stage
of completion and expected
date of completion?

Twenty-eight of the 35 companies
(80%) disclosed details of their
properties under development. These
companies disclosed the stage and

expected date of completion. These
details are usually found in the notes to
financial statement or portfolio review
section of the annual report. Seven
companies did not disclose the details
of their properties under development.
Of these seven companies, six
have classified properties under
development as current assets; one
company classified it under noncurrent assets.
Out of the 32 companies that
have classified properties under
development as current assets,
26 (81%) disclosed the details of
these properties (Table 1).

Q3

Do companies
disclose the amount
of the properties under
development that are
expected to be completed
more than 12 months after
reporting period?

Of the 32 companies that classified
properties under development as
current assets, only seven (22%)
disclosed the amounts that are
expected to be realised beyond
12 months. Of these seven companies,

Table 1 Companies that Disclosed Details of Properties under Development

i

CA i

NCA ii

Disclosed the details of properties under development

26

Did not disclose the details of properties under development

6
32

Classified properties under development entirely as current assets
Classified properties under development entirely as non-current assets
Classified properties under development partially as current and partially as non-current assets

ii

iii

CA/NCA iii

Total

1

1

26

1

-

7

2

1

35
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Of the 35 companies, 32 companies
(91%) classified properties under
development entirely as current
assets. Two companies classified
properties under development entirely
as non-current assets while one
company presented its properties
under development partially as

Given the significance of the properties
under development account on the
property developers’ balance sheets, it is
recommended that property developers
should strictly follow the requirement of
FRS 1.61 to disclose the composition of
their development properties that are
classified as current assets, either in the
notes or in the financial statements proper.

four companies were incorporated
outside Singapore and audited by
auditors from overseas. In addition,
of the seven companies, four have
operations mainly in China. The
remaining three companies have
properties in other countries
besides Singapore.
In other words, only three
Singapore-incorporated property
development companies followed the
requirement of FRS 1.61 to disclose
the expected period of realisation of
the properties under development that
were classified as current assets. This
compliance rate seems alarmingly low.
Figure 1 illustrates the relationship
observed among the 32 companies
that have classified properties under

development as current assets. The
majority of the companies (21) did
not disclose expected period of
realisation of their properties under
development classified as current
assets but have disclosed the details
of these properties.

Q4

How do Hong Kong
property development
companies comply with
IAS 1.61?
Nine property companies which are
constituents of the Hang Seng Index
were used for our analysis. All of these
companies classified development
properties as current assets on the
balance sheet and disclosed the details
of these properties, including stage

Figure 1 Relationship Observed among Companies that
Classified Properties under Development as Current Assets
Disclosed the details of properties under development

21
5
Disclosed the expected
period of realisation of
the properties under
development classified
as current assets

4
2

Did not disclose the
expected period of
realisation of the
properties under
development classified
as current assets

Did not disclose the details of properties under development

of completion and expected date
of completion. More importantly,
six (67%) of these nine companies
disclosed the exact amount of the
development properties that are
expected to be completed beyond
12 months after the reporting period,
as required by IAS 1.61.
The data show that while not all
the sample companies in Hong Kong
are in compliance with IAS 1.61, the
compliance rate is significantly higher
than their Singapore peers. However,
we note that the Hong Kong sample
used in this analysis is relatively small
and biased towards covering large
companies, so the comparison should
be interpreted with caution.

Conclusion

Our analysis shows that most SGXlisted property developers do not
disclose the amount of properties
under development that are expected
to be completed beyond 12 months,
and hence are not in compliance with
FRS 1.61. While these companies
mostly provide other details about
their development projects, such as
the stage of completion or expected
date of completion, the information
cannot replace the FRS 1.61
disclosures because the monetary
value of the properties under
development cannot be inferred by
the users of financial statements.
Given the significance of the
Property under Development
account on the property developers’
balance sheets, it is recommended
that property developers should
strictly follow the requirement of
FRS 1.61 to disclose the composition
of their development properties
that are classified as current assets,
either in the notes or in the financial
statements proper. Such information
is important for investors and
lenders to more accurately evaluate
companies’ financial health and
liquidity risk. ISCA

Miao Bin is Director, Research, and Choo Wen Yi
is Manager, Technical Research, ISCA.
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New Revenue
Standard IFRS 15
Implementation, Impact and Implications (Part 1)

by

Kok Moi Lre, Sanjna Punjabi & Choo Wen Yi

I

52

IS Chartered Accountant

s
Companies most
significantly affected
are those that offer
bundled products
and services, provide
arrangements where the
amount of consideration
varies, or have complex
licensing arrangements.
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n 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. The
standard (IFRS 15) moves away from
a revenue recognition model that is
based on an “earnings process” by
the entity selling goods and services
to one that is based on transfer of
control of goods and services from
the perspective of the customer. Some
argue that many of the changes from
the original proposals mean that the
outcome of applying IFRS 15 will
not be that different from today. But
one thing is for certain – application
of IFRS 15 will require a change
in mindset.
Why? – Simply put, there is just
more to think about. IFRS currently
says very little about complex revenue
transactions. There is limited or no
guidance on, for example, multiple
element arrangements or variable
consideration, to name a few. Practice
has developed and IASB did not
necessarily set out to change that
practice. The Boards’ objective was
not about redefining accounting for
revenue but rather looking for a single
converged standard that probably
fell somewhere in between today’s

guidance under IFRS and US GAAP.
“Somewhere in between” was not
a hard target given the big gap. But
where in that gap have we landed?
IFRS 15’s standard and
implementation guidance is 87 pages
long, with another 175 pages for
the basis for conclusions. They are
accompanied by 63 examples across a
number of industries. Is this enough?
Prima facie so, given that we have
lived with much less to date. That
said, preparers will now need to do
more than simply think about
“commercial effect”, “fair value”
and “risk and rewards”.
IFRS 15 is effective from
1 January 2017, and early adoption
is permitted. It seems a long time to
get there but there is a lot to learn.
Changes are in store for all
entities that recognise revenue –
some more than others. The timing of
revenue recognition may be similar
to current practice for some but you
won’t know for others until you have
applied the new guidance to your
company’s respective circumstances.
Companies most significantly affected
are those that offer bundled products
and services, provide arrangements
where the amount of consideration
varies, or have complex licensing
arrangements.
A new 5-step model (Figure 1)
has been introduced, and in this
article, we will illustrate each step
with an example.

Figure 1 A Step-by-step Approach to Recognising Revenue

Step 5
Step 4
Step 3
Step 2
Step 1
Identify the
contract

Separate
performance
obligations

Determine
transaction price

Recognise
revenue

Allocate
transaction
price

$

$
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Step 1: Identifying
the contract(s) with
a customer
The new standard defines a contract
as an agreement between two or more
parties that creates enforceable rights
and obligations. It can be written, oral,
or implied by an entity’s customary
business practice.
Two or more contracts can be
combined and accounted for as a single
contract with a customer. Specific
guidance about contract modifications

Engineering and construction
(E&C) industry

There should not be significant
changes to the assessment of whether
contracts should be combined.
However, the new standard
provides structure
in accounting
Figure 2 Identifying the Contract
guidance for contract
modifications
which previously
No change to
was non-existent
Is the correct
accounting until
No
modification
in most industries
modification
approved?
approved
and arrangements.
Construction
companies currently
exercise significant
judgement to
Yes
determine when to
include change orders
and other contract
modifications in
Account for
Is the scope of the
contract revenue and
modification
change due to the
through a
No
there is diversity in
addition of
cumulative catchup
practice. We expect
distinct goods or
adjustment
services?
the use of judgement
will continue to
be needed when
evaluating whether
Yes
goods or services in
a modification are
distinct and thus
result in a separate
Did the
performance
contract price increase
Account for
by an amount that
obligation, and
No
modification
reflects the standalone
whether the price
selling price of the
prospectively
additional distinct
reflects the standalone
goods
or services?
selling price of the
additional goods or
services. This may
be more challenging
Yes
in situations where
there are multiple
components in
Account for
a contract and
modification as a
separate contract
when change
occurs frequently.
IS Chartered Accountant

Let’s say Builder enters into a
two-year arrangement with Customer
to build a manufacturing facility
for $300,000. The construction of
the facility is a single performance
obligation. Builder and Customer
agree to modify the original floor
plan at the end of the first year, which
will increase the transaction price
and expected cost by approximately
$100,000 and $75,000, respectively.
Builder should account for
the modification as if it were
part of the original contract. The
modification does not create a
separate performance obligation and
the remaining goods and services
to be provided under the modified
contract are not distinct (See Step 2
for discussion of “distinct”). Builder
should update its estimate of the
transaction price and its measure of
progress to account for the effect of
the modification. This will result in a
cumulative catchup adjustment at the
date of the contract modification.

Step 2: Identify the
performance obligations
in the contract
Performance obligations are promises
to transfer goods or services in a
contract to a customer. These promised
goods or services should be distinct to
constitute performance obligations.
A good or service is distinct if the
customer can benefit from the good or
service either on its own or together
with other resources that are readily
available to the customer, and if the
entity’s promise to transfer the good or
service to the customer is separately
identifiable from other promises in
the contract (unbundling). Otherwise,
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are also prescribed to account for
modifications as a separate contract or
an adjustment to the original contract
prospectively or with cumulative
catchup. The flow chart (Figure 2)
explains the considerations involved.

the promised good or service is not
distinct and should be combined with
other goods and services (bundling).
In addition, if the good or service does
significantly modify or customise
another good or service promised in
the contract, it can be an indicator
that a performance obligation is not
separately identifiable.

Software industry

Often, software developers have
bundled arrangements consisting
of software license, installation
services, unspecified future software
updates and technical support for a
certain time period. Usually these four
components are considered separate
performance obligations. For instance,
in some cases, the customers can
benefit from the software because it’s
functional without the installation
services, future upgrades and support.
Each good/service is separately
identifiable and the company does not
modify/customise software.
However, in cases where as part of
the installation service, the software
is customised to add new functionality
to interface with other existing
customised software applications
used by the customer, the customised
installation service is bundled together
with the software license as a separate
performance obligation (not distinct).
There are three performance
obligations: (1) License to customised
software; (2) Unspecified future
upgrades, and (3) Telephone support.
The contractual obligation to provide
a customised software solution
results in a significant service of
integrating the licensed software
with the customer’s other computer

systems. The customer has contracted
with the software company to receive
customised software and is utilising
the license and installation services
as inputs to produce the customised
software. The nature of the installation
services also results in the software
being significantly modified and
customised by the service. Based on
these considerations, the customised
software license and installation
services are not distinct in the context
of the contract and the company
bundles the software license with
the installation services as a single
performance obligation.
The new standard provides clearer
guidance to determine when a good or
service is distinct within the context
of the contract. It allows management
to apply judgement to identify the
separate performance obligations
that will best reflect the economic
substance of a transaction.

Step 3: Determine the
transaction price

Under the proposed guidance,
transaction price can be based on the
expected value or the most likely amount
but is constrained up to the amount
that is highly probable of no significant
reversal in the future. The minimum
amount that meets this criterion is
included in the transaction price.
Entities may agree to provide
goods or services for consideration
that vary upon certain future events
occurring or not occurring. Examples
include refund rights, performance
bonuses and penalties, etc. These
amounts are often not recognised as
revenue today until the contingency
is resolved and the final consideration
is known. Now, an estimate of
variable consideration is included
in the transaction price if it is highly
probable that the amount will not
result in a significant revenue reversal
if estimates change. Even if the entire
amount of variable consideration fails
to meet this threshold, management
will need to consider whether at least
some portion (a minimum amount)

does meet the criterion. This amount
is recognised as revenue when goods
or services are transferred to the
customer. This could affect entities
in multiple industries where variable
consideration is currently not recorded
until all contingencies are resolved.
Management will need to reassess
estimates in each reporting period,
and adjust revenue accordingly.

Asset management industry

Performance-based incentive fees
in the asset management industry
such as fees that vary based on the
achievement of a contract milestone or
an investment portfolio’s performance
(which are in turn dependent on
the future market conditions), are
considered as variable consideration
and thus subject to the constraint.
As such, the realisability and the
time of recognition of such variable
consideration require more judgement
from management. In such cases for
incentive fees, management may not
recognise the amount for incentive fees
until the end of the performance period
when it is certain about the portfolio’s
performance. However, the asset
manager may recognise the revenue
before the end of the performance
period if it is highly probable that a
significant reversal of such revenue
recognised will not occur. Hence, this
may result in changes to the time of
recognition for such incentive fees.
The reach of the variable
consideration guidance introduced
in the revenue standard is broad and
includes amounts that historically
might not have been viewed as
variable consideration. Management
will need to think broadly about
amounts, whether fixed or variable,
that will be accounted for as variable
consideration. ISCA
Part 2 of the article will discuss steps 4 and 5 of
the 5-step model, the impact on other business
areas and how it affects you and your business.

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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New Accounting
Standard for
Financial
Instruments
A Complete Package for Investors (Part 1)

by

Sue LLOYD

I

n July 2014, the International
Accounting Standards Board (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.
What are the main differences
for investors?

Impairment
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The biggest difference under
the new Standard will be in
the accounting for impairment.
IFRS 9 will require entities
to estimate and account for
expected credit losses for
all relevant financial assets,
starting from when they first
lend money or invest in a
financial instrument.
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The biggest difference under the new
Standard will be in the accounting
for impairment. IFRS 9 will require
entities to estimate and account for
expected credit losses for all relevant
financial assets, starting from when
they first lend money or invest in a
financial instrument. In addition,

when measuring expected credit
losses, entities will be required to
use all relevant information that is
available to them (without undue
cost or effort). This is important in
that it includes not only historical
loss and current information, but
also reasonable and supportable
forward-looking information. These
changes, in the timing of recognition
and consideration of reasonable
and supportable forward-looking
information, are important changes
from existing IFRS, which only allowed
impairment losses to be recognised
when a loss had been “incurred”. Even
then, only the effect of events that had
already occurred could be considered
in measuring those impairment losses.
The new requirements should help to
address concerns by many investors
about the recognition of impairment
being “too little, too late”.

In addition, under current IFRS,
impairment is measured differently
depending on how a financial
instrument is classified. This was
a major criticism of accounting for
financial assets in the financial
crisis. For example, we were told
that it was confusing that the same
credit-impaired bond could have
an impairment amount recognised
based on either market prices, or on
contractual cash flows, simply because
it was classified as available for sale
or held to maturity, respectively.
Under the new model, measurement
of impairment will be the same
regardless of the type of instrument
held and how it is classified.
We were also told by investors
and analysts that an impairment
model that differentiates financial
instruments based on whether they
are performing as expected provides
useful information. In this regard, the
new impairment model provides two
important pieces of information to
assist users of financial statements
in understanding changes in the
credit risk performance of financial
instruments.
Firstly, a portion of expected
credit losses (a 12-month measure) is
recognised for all relevant financial
instruments from when they were
first originated or acquired. In
subsequent reporting periods, if there
has been a significant increase in the
credit risk of a financial instrument
since it was first entered into or
acquired, full lifetime expected credit
losses would then be recognised.
Secondly, the way in which interest
revenue is calculated depends on
whether an asset is considered to be
actually credit-impaired. Initially,
interest is calculated by applying
the effective interest rate to the
gross amount of an asset. However,
if an asset is considered to be creditimpaired, the calculation changes to
applying the effective interest rate to
the amortised cost amount (that is, net
of the impairment allowance) of the
asset. We felt that this better reflected
the economic situation.
October 2014
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Table 1 Accounting for Impairment: General Model

Change in credit quality since initial recognition
Expected credit losses recognised
12-month expected
credit losses

Lifetime expected
credit losses

Lifetime expected
credit losses

Interest revenue recognised
Gross basis

Gross basis

Net basis

Stage 1

Stage 2

Stage 3

I have provided a diagram of the
general model, including the interest
revenue calculations (Table 1).

Classification and
measurement of
financial instruments
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Accounting for changes
in “own credit”

Accounting for financial liabilities was
not considered to need a fundamental
overhaul, so IFRS 9 essentially
does not change this accounting.
Consequently, the vast majority of
financial liabilities will continue to be
measured at amortised cost. However,
the main criticism we did hear about
today’s accounting for financial
liabilities was about the accounting
treatment of changes in “own credit”.
IFRS 9 will still require liabilities that
an entity elects to measure at fair
value to be recognised on the balance
sheet at (full) fair value, because
investors and analysts told us that
changes in fair value provide useful
early warning signals of changes in an
entity’s own credit risk. However, to
address the concerns about accounting
for “own credit”, IFRS 9 will require
the portion of fair value changes
caused by changes in the entity’s
own credit risk to be recognised in

OCI rather than in profit or loss. This
will remove the counterintuitive
effects (especially apparent during
the financial crisis) that result from
accounting for changes in “own credit”
through profit or loss.
To make this improvement more
readily accessible, an entity that
applies IFRS 9 before 1 January 2018
can choose to apply this change to its
accounting for financial instruments
in isolation (that is, prior to applying
any other parts of IFRS 9). We expect
early application to be likely for banks,
because they often choose to measure
their structured debt financing at fair
value and are often asked by those
reading their financial statements to
provide “non-GAAP” adjustments to
remove the “own credit” effect from
profit or loss. ISCA
Look out for Part 2 of the article, which discusses
other differences under IFRS 9 on hedge
accounting and disclosures.

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
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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.
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In contrast to the fundamental change
in the accounting for impairment, at
first glance, the new classification
and measurement requirements may
not seem very different from what we
have today. In particular, similar to
what happens today, financial assets
will either be measured at amortised
cost, fair value through other
comprehensive income (OCI) or fair
value through profit or loss. However,
the new requirements will in fact
result in differences that matter for
those reading the financial statements.
For example, under the new
requirements, debt instruments can
only be measured at fair value through
OCI if they are held in a particular
business model. That is different from
the available-for-sale category today,
which is generally an unrestricted
option. Under IFRS 9, in order to be
classified at fair value through OCI, a
debt instrument needs to both have
simple principal and interest cash
flows and be held in a business model
in which both holding and selling
financial assets are integral to meeting
management’s objectives. This change
provides more structure around the
classification of these types of assets,
which results in better information
in the primary financial statements

because it directly reflects both the
nature of the instrument’s contractual
cash flows and the business model in
which that instrument is held.
In addition, as mentioned earlier,
because the same impairment
model is applied to this category
and to financial assets measured at
amortised cost, investors will get a
true amortised cost picture in profit or
loss, while fair value measurement for
these instruments will be provided on
the balance sheet.
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In “New Revenue Standard
IFRS 15”, the standard
(IFRS 15) moves away from a
revenue recognition model that is
based on an “earnings process”
by the entity selling goods and
services to one that is based on
transfer of control of goods and
services from the perspective of
the customer.
A True

B Maybe

C False

2

In “What Qualify as Funds
for GST Purposes”, from
an investment perspective,
funds are pooling vehicles
and the true recipients or
beneficiaries are the underlying
investors in the funds. It then
follows that benefit of services
provided by the fund manager(s)
or other service providers
indirectly accrue to:

A Not investors of the funds
but the funds themselves.
B Investors of the funds and
not the funds themselves.
C Investors of the funds as well
as the funds themselves.

3

In “China: Shadow Banking
and Formal Banking”,
as the Chinese economy
continues to maintain its
growth momentum, there is no
probability that shadow banking
may become a part of the
country’s financial system.

A True

B Maybe

C False
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