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PRESIDENT’S MESSAGE

Upholding standards,
Engendering trust
Dear members,
As I write this message in mid-July,
I am looking forward to the Singapore
Accountancy Convention 2014 where
we will see the convergence of industry
luminaries, thought leaders and our
peers and friends from Singapore and
beyond. Many members have signed
up for the event, which shows that
they are taking ownership of their
professional development.
In my last message, I wrote about
the need for accountants to play a
bigger role in managing risk and
combating financial crime – a common
stance among the global financial
community, and the theme of our
July issue. This issue broadens the
theme by looking at the expectations
of the accountants’ ethics and ethical
behaviour. In particular, we look at what
the profession is doing to regain the
public confidence after several highprofile corporate failures and financial
debacles, and how accountants can
contribute to engendering the public
trust by upholding the highest moral
and ethical standards of behaviour.
Globally, the International Ethics
Standards Board for Accountants is
engaging stakeholders in controversial
proposed revisions to the International
Code of Ethics for Professional
Accountants (the Code) which mandate
that accountants must do more
when they suspect non-compliance
with laws or regulations; the areas

of contention lie in the extent of the
accountants’ responsibilities. The
articles “International Ethics Code
Under Scrutiny” and “Accountants: Held
to Higher Moral and Ethical Standards”
shed light on the discussions to date.
But the Institute is not waiting for
the revised Code nor its adoption by the
local authorities; we have gone ahead
to establish the ISCA Ethics Committee
to proactively spearhead initiatives to
enhance the public trust and confidence
in the accountancy profession in
Singapore, and to provide guidance
to members on issues of ethics. Such
early preparations help familiarise our
members with new requirements so
that they can stay on top of their game.
We follow closely the developments
in the global accountancy sector as they
have an impact on us, and also to give
ourselves sufficient time to respond
to any changes. One example is the
impending changes to the auditor’s
report. We began conducting workshops
and publishing thought leadership
articles about two years earlier to
equip members with the knowledge
and skills for a smooth transition.
We re-visit the topic in the inaugural
“Don’s Column” – an occasional column
where the academe examines an area
of industry interest.
As Singapore moves towards
becoming a global accountancy hub in
2020, it is important for the profession
as a whole to continually advance.

In this respect, we are seeing steady
improvement among our members;
more firms participated in the second
ISCA Productivity Scorecard and
Benchmarking Study, and we received
positive feedback about the value
they derived from it. We share the key
findings here, along with other articles
that are directly relevant to your work.
As we move forward, we must
always remember the people who
have helped us along the way. Last
year, during our 50th anniversary
celebrations, we paid tribute to the
Institute’s long-serving members. This
National Day, as we reflect on our past,
we also take pride in how far we have
come as a nation and as a profession.
Hence, we invited our members to
tell us about the one person who has
inspired and mentored them in their
accountancy journey.
On a lighter note, the popular
ISCA Games are back. Over three
months, we will see a record number
of participating teams battling it out
on the courts, in the fields and at other
venues both indoor and outdoor. As
athletes and supporters come out in
full force, take this opportunity to
also interact with each other so that
together, we can build a united,
cohesive accounting fraternity.

Gerard Ee

FCA (Singapore)

president@isca.org.sg
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HAPPY 49TH BIRTHDAY,
SINGAPORE!
Thank you, mentors

S

ingapore would not be where it is
today without our founding fathers,
for it is through their leadership,
guidance, tenacity and selflessness
that Singapore has come thus far and
prospered as a nation and global city. This
National Day, members of the accountancy
profession pay tribute to their mentors,
leaders and seniors who have inspired and
guided them both directly and indirectly in
their professional journey.

★

“Senior Manager Ms Vivian
Tan has always been there
for the team and me when
timelines are tight. She
has been a constant pillar
of support, knowledge
and advice. She has also
on many occasions asked
me if I could cope with
my workload, and was
even willing to assist me
on certain work-related
matters when she knew
I was busy. ”
Douglas Tian
Assistant Manager,
Deloitte Singapore

★

“Prof Ng Eng Juan from NTU
made Consolidation, a daunting
and complex topic, simple and
interesting for all his students.
He was a mentor who made
accounting fun for us and that
has impacted me greatly in
my journey as an accountant.
Thanks, Prof!”
Teo Seow Tian
Auditor, KPMG Singapore

★

“I am truly grateful to
Mr Lee Chian Yorn and
Mdm Kok Moi Lre, both
Partners of PwC. They were
the ones who interviewed me
and gave me the chance to join
PwC. They are both currently
partners in-charge of me and
I am thankful that even now,
they continue to guide and
nurture me in my journey.”
Edmund Chua
Senior Associate, PwC Singapore

★
“Mr Gerard Ee was my
ex-boss and he is a really
nice guy. He was the one
who interviewed me in 1997,
and I was touched by how
much he believed in me.
Since that interview, I have
been with EY all the way,
I will always remember
his confidence in me.”
Rafi
Admin Support, EY
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★

“I will always remember
Mr Chan Ket Teck, ex-Partner,
PwC, as he was always very
patient with his team, myself
among them. He took time out
of his own busy schedule
to teach each of us about
insolvency as we knew really
little, being fresh graduates.
Thanks, Sir, for all your efforts.”
Lynn Ong
Associate Director, RSM Chio Lim

★

★

“I have always looked upon
Dr Ee Peng Liang and
Mr Gerard Ee as role models
in my life. I am greatly inspired by
their philanthropic activities and
their charitable spirit. I constantly
see Mr Gerard Ee in the papers
giving his best to the Singapore
community. I aspire to
one day follow in the
footsteps of these
two giants.”

“Joycelin Goh, Partner, BDO, is a
very motivational and inspiring
individual. Not only would she
spend her free time giving staff
tuition at her home on her own
time for upcoming exams, on top
of that, she would also conduct
classes for new accountants. She
has laid a foundation for us in
our early years as accountants.
Thanks so much, Joyceline.”
Lim Tock Seng (left) and Winston Lee,
Audit Associates, BDO

Ng Kwong Kai
Senior Audit Manager,
K.G. Tan & Co

★

★

“I felt that Prof Choo Teck Min,
NTU, often went beyond the call of
duty when teaching and answering
students’ queries in relation to
accountancy; his dedication to the
profession is also unwavering. He
offered to be my referee for the CPE
course and gave me advice on what
each of the courses from the various
accountancy bodies encompassed.”

“I would like to thank my audit
senior during my internship
all those years ago in KL. I was
very appreciative of her as she
patiently guided me through all
the audit processes and taught
me a lot about accountancy
when I knew so little.
Thank you.”
Lang Chen Fei
Audit Manager,
Baker Tilly TFW

Clive Ng
Senior Associate, KPMG Singapore

★

★

“Ng Meow Ling, Partner,
Grant Thornton, ingrained in me
daily the processes and audit
procedures required. She has
been crucial in cultivating my
development as an accountant.
I personally feel accounting is
interesting because of the fluid,
ever-changing nature of
the business.”

“This year marks my 20th year in
the profession and I can think of
no better occasion than this to thank
Sim Siew Moon of EY, who not only
guided my entry but more importantly,
taught me to believe in and empower
the young, and to provide opportunities
for them to grow.”
Goh Bun Hiong
Director of Taxes, PKF-CAP Advisory Partners

★

Photo Shutterstock

“On Singapore’s 49th birthday,
I would like to take this
opportunity to thank Dr Koh
Noi Keng of NIE Singapore for
her patience and dedication in
nurturing me over the years.
She has been an inspiration
to me, and continues to inspire
and touch others’ lives.
Cheers to our mentors!”
Alton Neo
Manager, Ardent Associates

Apple Goh
Audit Associate, Grant Thornton

★

“Eleanor Roosevelt once said,
‘A good leader inspires people to have
confidence in the leader, a great leader
inspires people to have confidence in
themselves.’ Thanks to a true leader
in my life, my Dad – Lee Sep Yen –
who imparted the confidence in me
and led me to believe that nothing
is impossible. Happy 49th Birthday,
Singapore! Gracias, our mentors!
Lee Yean Ting
Manager, UOB Bullion and Futures
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In Tune
Industry NEWs

Global Bribery, Corruption Risks
Put Pressure on Boards: EY Survey

E

Y’s 13th global fraud survey,
“Overcoming Compliance
Fatigue: Reinforcing the
Commitment to Ethical
Growth”, has found concerning
levels of perceived fraud, bribery
and corruption across the world.
The survey included indepth
interviews with more than 2,700
executives across 59 countries,
including chief financial officers, chief
compliance officers, general counsel
and heads of internal audit. Nearly
40% of all respondents believe that
bribery and corruption are widespread
in their country. Comparatively, only
20% of Singapore respondents hold
this opinion.
“Even though the perception of
bribery and corruption in Singapore
is relatively low compared to the
global average, organisations need to
be mindful of complacency and the
drive for growth which can predispose
employees and management to
unethical conduct. Organisations must
not relent on continued education
and consistent enforcement of
anti-bribery and corruption policies
that are underpinned by a strong
zero-tolerance tone from the top,
even when fraud risks may not be
apparent,” said Lawrance Lai, Partner

for Fraud Investigation & Dispute
Services (FIDS) at EY in Singapore.

Emerging cybercrime
risks not being taken
seriously enough
On emerging threats, despite the
apparent global consensus on
the significant scale of the threat
of cybercrime, almost half of the
respondents (48%) considered it
to represent a very or fairly low
risk to their business. In Singapore,
particularly, 68% of respondents
believe that cybercrime poses a very
or fairly low risk.
These survey findings suggest
that executives may not have a proper
appreciation of cybercrime risks. With
respondents portraying a business
environment of pervasive corruption
in many countries, it would appear
that management and boards are
struggling to respond to long-standing
threats, let alone addressing emerging
risks such as cybercrime.
Globally, respondents see hackers
as the biggest concern (48%) and
are underestimating the risk from
organised crime syndicates as
well as foreign states. Singapore
respondents believe that the main
sources of cybercrime risks are

EY’s survey of over 2,700 executives across 59 countries highlights that
nearly 40% of executives consider bribery and corruption widespread in
their country
+ Emerging risks are not being taken seriously enough; nearly half of global
respondents and over two-thirds of Singaporeans consider cybercrime a
low risk
+ With management struggling to respond to long-standing and emerging
fraud risks, boards are put under more pressure
+
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expected to come from employees or
contractors (56%), hackers (50%),
and competitors (46%).
“With high-profile cybercrime
incidents making headlines
worldwide on a regular basis, and
given Singapore’s position as a
highly connected business hub for
the region, there inherently lies a
real risk of cybercrimes,” explained
Mr Lai. “Pressure on companies
for timely disclosure of breaches is
rising in many jurisdictions, so these
issues will require attention from
the legal and compliance functions.
Boards should expect management
to have a robust incident response
strategy in place, and as cyber
risks could relate to the integrity of
financial statements, audit committee
members too have to be alert to
today’s cyber threat environment.”
He added that as regulators are
increasingly bolstering their ability to
mine big data from corporations for
potential irregularities, forensic data
analytics can help to identify revenue
recognition or procurement-related
red flags earlier and more efficiently.
Boards should therefore be asking how
management is leveraging big data and
technology to improve compliance
and investigative outcomes.

Is the C-suite making
the right risk
management choices?
The C-suite’s difficulties can only be
heightened by insufficient awareness
of the risks they face. The survey
found that globally, they are less
likely than their teams to attend
anti-bribery/anti-corruption (ABAC)
training (38%) or participate in

Photo Shutterstock

an ABAC risk assessment (30%).
This is alarming given that these
executives are apparently exposed to
circumstances which threaten their
integrity on a regular basis. Twentyone percent of CEOs said that they
had been approached to pay a bribe

in the past, compared with 10% of all
C-suite interviewees.
Worryingly, given their role in
setting an ethical tone from the
top, a significant minority (11%) of
CEOs considered misstating financial
performance to be justifiable in

order to help a business survive an
economic downturn, compared with
6% of all respondents.
“Given the risk of management
overriding financial controls, the
implications for boards from these
findings about C-suite integrity
are serious. Enhancing board
connectivity with business and
finance leaders in the company – but
below the C-suite – would be useful to
confirm that the board is getting the
full and accurate picture,” said David
Stulb, Global Leader of EY’s Fraud
Investigation & Dispute Services.
The global fraud survey report is available for
download at the EY website.
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Unlocking Investment
in Infrastructure

O
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Continuing to improve
financial reporting through
ongoing accounting standards
development, and
Encouraging improved alignment
of regulatory risk calculations
with the actual risk profiles of
infrastructure investments.

The Panel concluded that
for the most part, changes to
accounting principles would not
increase the attractiveness of longterm infrastructure investments,
but it supports the International
Accounting Standards Board
(IASB)’s ongoing work to improve
financial reporting. In particular,
IASB should continue to prioritise
the issuance of a global standard
on insurance contracts in the near
future – with the insurance industry
being a potential major investor
in infrastructure. IASB should
also continue its consideration
of performance reporting as part
of its Conceptual Framework and
Disclosure Initiative projects.
Historical financial information
plays an important role in supporting
investor assessments of potential
project outcomes, but it cannot
provide the complete picture on its
own. Recognising this, the Panel

recommended that the B20, along
with the G20, should actively promote
corporate reporting innovations and
initiatives that provide investors
with a longer-term and broader
perspective on shareholder value
creation to complement the historical
financial performance and current
financial position perspective
provided by financial statements. The
Panel noted the particular relevance
of integrated reporting as an example
in this respect.
In the report, the Panel
acknowledged that other factors –
such as the evaluation of regulatory
requirements, geographic and political
stability or the development of credit
enhancement structures for project
bonds – have a more significant
role to play in making investment
in infrastructure more attractive.
However, it believes that greater
transparency of project data and risks
would help to capture potential capital,
and that certain improvements could
therefore make corporate reporting
more conducive to infrastructure and
other long-term investment.
The report is available for download at the
websites of the six international accounting
networks: BDO, Deloitte, EY, Grant Thornton,
KPMG and PwC.

Photo Shutterstock

ne of the biggest
economic challenges
facing governments
and developers around
the world is how to meet the
growing demand for infrastructure
development.
It has been estimated that
USD3.2 trillion will be needed
each year for the next 15 years to
fund infrastructure development.
However, the shortfall in available
funds is significant, estimated
at USD500 billion annually. So
governments and businesses share
an interest in identifying the causes
and finding solutions to close this
funding gap. The B20 group, which
brings together business leaders
from the G20 countries, asked the
six largest international accounting
networks to come together to
analyse the issue and develop
practical recommendations that
would promote more long-term
investment from non-government
sources in infrastructure.
The B20 Panel of six
international accounting networks,
namely BDO, Deloitte, EY, Grant
Thornton, KPMG and PwC, has
published a report, “Unlocking
Investment in Infrastructure: Is
Current Accounting and Reporting
a Barrier?” (June 2014), which
focuses on possible accounting and
corporate reporting reforms that
could help attract increased private
financing. The Panel identified
recommendations relating to the
following three areas:
Using corporate reporting to
achieve a longer-term focus;

Singapore Strengthens
Measures Against
Money Laundering and
Cross-border Crime

S

ingapore has strengthened
its commitment to fight
money laundering and
cross-border crime
with amendments to its existing
legislation. The amendment Bills
were passed in Parliament on July 7
and July 8 respectively.
With the changes in the
Corruption, Drug Trafficking and
Other Serious Crimes (Confiscation
of Benefits)(Amendment) Bill,
it will become easier to detect
and prosecute money-laundering
offences; Singapore agencies can

also “better prevent illegal monies
from flowing through Singapore,
deter associated criminal activities
and facilitate cooperation with the
international community,” said S.
Iswaran, Second Minister for Trade
and Industry, in Parliament.
Among other things, the
amended law makes it clear that
money-laundering cases involving
foreign tax evasion can be
prosecuted if they are considered
crimes in the foreign location, and the
person had intended to evade tax.
The Mutual Assistance in Criminal

Matters (Amendment) Bill relaxes
some of the requirements that
foreign requests must meet before
Singapore provides assistance.
Presently, requests to Singapore
for mutual legal assistance will
be refused when they relate to
the investigation, prosecution or
punishment of a person for an act
which does not constitute an offence
in Singapore, if it had occurred in
Singapore (that is, dual criminality
is not met). The dual criminality
requirement will be removed for
certain types of assistance, including
some foreign tax evasion offences.
More kinds of offences, beyond
those linked with money laundering
or drug trafficking, are also covered
under the amendments, including
selected Road Traffic Act offences.
These Amendment Bills
complement each other to
safeguard Singapore’s standing
as an international financial and
investment centre.

August 2014

9

In Tune
ISCA NEWs

The signing ceremony took place simultaneously
at two locations via video-conferencing. At ISCA
House were ISCA CEO Lee Fook Chiew (right) and
SAC CE Uantchern Loh, while ICAS CE Anton Colella
(not in the picture) signed the EOI in Scotland.

A group picture to commemorate the
occasion; (from left) ISCA CEO Mr Lee;
ICAS Director of Education Policy
Ann Lamb; ICAS CE Mr Colella;
ICAS Executive Director of Education
Mark Allison; (unnamed photographer),
and SAC CE Mr Loh

SAC, ISCA and
ICAS Explore Routes to
Reciprocal Membership

T

he Singapore Accountancy
Commission (SAC),
Institute of Singapore
Chartered Accountants
(ISCA), and Institute of Chartered
Accountants of Scotland (ICAS)
signed an Expression of Intent (EOI)
on June 25, signalling the intent
to establish a closer relationship
among the three organisations.
The EOI paves the way to explore
potential reciprocity for members
of ICAS and ISCA, the entity
designated under the Singapore
Accountancy Commission Act to
confer the Chartered Accountant of
Singapore professional designation.
A reciprocity agreement sets out the
framework for members of one body
to become a member of the other,
subject to members meeting the
10
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conditions of the agreement.
The EOI was signed by
Uantchern Loh, Chief Executive
of SAC; Lee Fook Chiew, Chief
Executive Officer of ISCA, and Anton
Colella, Chief Executive of ICAS.
“The SAC is delighted to take
the first step in building a strong
relationship with ICAS and its
members. As we work towards
eventual reciprocal arrangements,
we believe ICAS’s long and
illustrious history as a leading
professional accountancy body
will serve to attract Chartered
Accountants of Singapore to explore
career opportunities in Scotland,”
said Mr Loh.
“The EOI represents another
step forward to attain global
recognition for our members,

bringing them more opportunities
worldwide. It is in line with our
vision to be a globally recognised
professional accountancy body,
bringing value to our members, the
profession and wider community.
This collaboration will further
cement the strong relationship we
have with ICAS, an internationally
recognised accountancy body,”
said Mr Lee.
“We welcome the opportunity
to work more closely with the
Institute of Singapore Chartered
Accountants and Singapore
Accountancy Commission. We
believe there is great mutual
benefit in signing this agreement
of reciprocity. It brings together
the Chartered Accountants in one
of the world’s most vibrant and
dynamic financial centres with
the global community of ICAS, the
world’s first professional body of
accountants. Sharing our networks
and knowledge is a hugely positive
and valuable development,” added
Mr Colella.
This EOI is the latest among a
list of EOIs with other accountancy
bodies, coming after the EOI
with the Institute of Chartered
Accountants in Australia and
New Zealand Institute of Chartered
Accountants in April.
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Members Engagement and Events

Calendar of Events 2014
August:08
6
Aug
12
Aug
13
Aug
18
Aug

ISCA-PwC Breakfast Event
ISCA-ACRA Seminar

Introduction to the NEW Legal Requirements
for Corporate Service Providers

ISCA Breakfast Talk

Dialogue on Strategy of Ethics

ISCA-ACRA Seminar

Introduction to the NEW Legal Requirements
for Corporate Service Providers

Upcoming Events
10
Sep

ISCA Breakfast Talk

Sustainability Reporting

17
Sep

ISCA Mingles

25
Sep

ISCA – DBS Working Capital
Advisory Seminar

8
Oct

ISCA Breakfast Talk

GST Risk Management and
Harnessing Technology

20
Aug

ISCA Mingles

9
Oct

ISCA Engagement with
Deloitte & Touche

26
Aug

ISCA Engagement with PwC

15
Oct

ISCA Mingles

18
Oct

IPG Closing Ceremony

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

Members’ Privileges
Flouff the Bakery
10% discount on all orders
HooHa Café
10% off total bill and
a free VIP Membership worth $50
Juup Nails
10% off services and products or
25% off with minimum spend of $125
Szechuan Court Mooncakes
20% off all mooncakes, while stocks last
Wiley
Quote VBH69 to enjoy
20% off selected books at Wiley

For more details
http://members.isca.org.sg/MemberPrivilege.asp

In Tune
ISCA NEWs

How Technology
Impacts Audit Work

O

n June 10, 35 ISCA
members attended the
IT Seminar for Auditors.
Conducted by three highly
experienced technology practitioners,
members learnt more about how
technology has affected the way
auditors carry out their work.
Barun Kumar, Director,
MANTRAN Consulting Pte Ltd,
touched on the topic “Auditors
in the Evolving World of IT”. He
shared about what auditors must
do to remain relevant, maintain and
expand the scope and quality of
their services, as well as contribute
to the new form of wealth in the
contemporary knowledge economy.

AirWatch Head of Sales,
Public Sector, Philip Kwa
explained the need to
embrace enterprise mobility
and assess audit risks.

Participants were actively engaged by the
experienced speakers who elicited their
responses throughout the session.

Eduardo Tsang, Director,
Professional Services–Asia, ACL
Services Limited, covered the topic
“Enhancing Audit Assurance through
Computer-assisted Audit Tools and

Techniques” (CAATTs). Using case
studies and analytics, he showed
how CAATTs enable auditors to
focus their work on high-risk areas
and identify anomalies or patterns
in transactions.
Philip Kwa, Head of Sales,
Public Sector, AirWatch Pte
Ltd, talked about “Embracing
Enterprise Mobility”. He expanded
on the potential risks of embracing
mobility and what auditors need to
do to assess the risks in an audit.
SIATP board members
David Lee (3rd from left)
and Yee Fook Hong
(6th from left) together
with the SIATP secretariat
team who hosted the
Mongolian Association of
Certified Tax Consultants’
Mrs Altanzaya Gunsen
and Mrs Enkhzul Jambal
(4th and 5th from left
respectively).

Cross-border
Taxation

T

he Singapore Institute of Accredited Tax
Professionals (SIATP) strengthened its friendly
ties with stakeholders in the international
arena as it recently hosted Altanzaya Gunsen,
President of the Mongolian Association of Certified Tax
Consultants, and Enkhzul Jambal, Foreign Relationship
Manager of the Association.
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In an open discussion led by SIATP board members
David Lee and Yee Fook Hong, the meeting saw both
organisations sharing the various initiatives that
are organised to boost the respective members’ tax
expertise, enhance their networks and consequently
heighten the recognition of tax specialists.
For more information on how accredited tax
professionals gain greater clarity on tax issues and
enjoy various privileges, visit www.siatp.org.sg today
and sign up to be an accredited tax professional.

ISCA Mingles

From 30°C
to -30°C

CA (Singapore) Sophia Pang
inspired members with her
extraordinary experience
in completing the gruelling
Kaspersky Commonwealth
Antarctic Expedition.

T

he ISCA Mingles session
on June 19 adopted a new
format following feedback
from members. It is now
more engaging, with the infusion
of speed networking to further
enhance interaction among members.
The session was also special
because our very own CA (Singapore),
Sophia Pang, was there to share
an extraordinary experience.
Ms Pang is the first Singapore
woman to accomplish the
Kaspersky Commonwealth
Antarctic Expedition – a gruelling
journey which involved skiing
900 kilometres, climbing as high
as 12,000 feet and staying in
temperatures as low as minus
40-degree Celsius for 38 days.

Members participated in
ice-breaking activities led
by Ms Pang.

In the talk titled “From 30°C to
-30°C, to the Bottom of the Earth”,
she shared that the experience
made her realise the potential of the
human spirit to go beyond its comfort
zone to overcome formidable odds.
Members were fascinated by what

the expedition entailed
and asked her questions
about surviving the
freezing cold, vast
whiteness and emptiness
for 38 days.
Most members were
pleased with the new
format which facilitated
networking, calling it “a definite
ice-breaker which encouraged
active participation”. They
expressed interest in different
topics such as health, stress
management, well-being and
personal development.

ISCA Breakfast Talk

Integrated
Reporting

A

heavy morning downpour
did not deter members
from attending the
monthly ISCA Breakfast
Talk on July 9. Leading the topic
on “Integrated Reporting” for over
90 members were Chen Voon Hoe,
Partner, and Senthilnathan Sampath,
Associate Director, PwC.

PwC Partner
Chen Voon Hoe
shared an overview
of Integrated
Reporting with
over 90 members.

Integrated Reporting (<IR>) is
touted as the next most significant
reporting innovation for firms since
the International Financial Reporting
Standards (IFRS) were adopted.
Mr Chen provided an overview

PwC Associate
Director
Senthilnathan
Sampath provided
examples of
firms that have
embarked on the
<IR> journey.

of the key content elements and
principles of <IR>, best practices, and
the benefits achieved by companies
which had participated in the <IR>
pilot programme. Significantly, he
shared that the benefits they derived
from adopting the <IR> framework
would likely outweigh the initial
efforts put in.
Mr Sentil touched on how to
embark on the <IR> journey, and
shared some examples of firms
that have embraced <IR> elements
including strategic report, strategy
and resource allocation, business
model, risks and opportunities, and
future outlook.
August 2014
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A Great Start to
ISCA Games 2014!

T

he “Olympics” of the
accountancy sector are
back, and keeping to
tradition, brings with it
several notable achievements. ISCA
Games 2014 has attracted more
participating teams – 15 this year,
compared to 13 last year – marking
a steady increase in participation
numbers and teams over the years.
The opening ceremony of this year’s
Games on July 5 took place at
SAFRA Mount Faber, coming back
to the venue of the 2012 Games

opening. And for the first time, ISCA
is joining in the fun – in Badminton,
Bowling, Floor Ball, LAN gaming, Pool
and Street Soccer.
Many of the participants have
been training rigorously for their
respective sports during the hiatus
from competition after the end of
the previous Games, and are ready
and raring to compete. They will be
pitting their skills across 25 different
sporting categories in competitions
that span three months.
As the Institute was preparing

★

ISCA President Gerard Ee sounded
the horn to announce the start of ISCA
Games 2014; with him were the Institute’s
Council Members, senior management
and Community, Social and Sports (CSS)
Advisory Panel Members.

“We are pleased to be
participating in close to 80%
of the games, with more
than half of our 200+ staff
taking part. Our company
has a strong sports culture
and management has always
encouraged us to take part in
the ISCA Games.”
Alan Hoh
Audit Senior, Baker Tilly TFW LLP

ISCA CSS Advisory Panel Chairman
Vincent Lim giving everyone a warm
welcome to ISCA Games 2014!

★

“This is K.G. Tan’s second year
in the competition, and we
are focusing all our efforts on
bowling. We have sent in three
teams for this sport. Many of us
bowl and an internal competition
was held to decide which teams
would represent the firm.”
ISCA President Mr Ee spurring on
his ex-colleagues at EY
14
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Sharon Diaz
HR Associate, K.G. Tan & Co. PAC

ISCA Council Members and senior management showing their
support for the Institute’s bowling teams in their inaugural Games

A group shot
which captured
the eager
expressions
on the
participants’
faces; they
could not wait
for the ISCA
Games
to begin!

(from left) PKF-CAP LLP Partner Lee Eng Kian; ISCA CSS
Advisory Panel Member Yoong Ee Chuan; ISCA President Mr Ee;
ISCA CSS Advisory Panel Chairman Mr Lim, and ISCA Council
Member Professor Ho Yew Kee enjoying some light-hearted
moments before the competition kicked off.

KPMG Partner Robert Tay (right)
handing over the Championship Trophy
to Mr Ee as it awaits a new champion
this year

★

“I have been taking part in
the bowling competition in
the ISCA Games for three
consecutive years. This is
the first year I am taking
part in other sports like
darts and pool.”
Melvin Lai
Senior Associate, KPMG in Singapore

K.G. Tan & Co. PAC members having
a selfie moment

to roll out this year’s Games, we
deliberated on whether to change
our Novelty games (events which
do not contribute points towards
the Championship Trophy) – Darts,
Beach Volleyball and Ultimate
Frisbee – to full-fledged competitive
events, as proposed by many firms
and participants. This enthusiasm
and fervour is a promising sign that
the Games have been growing in
popularity and recognition as they
gain more favour every year.
As we compete in the Games and
cheer on our teams, let us remember

the ethos of the Games – to foster
and strengthen the camaraderie
and sportsmanship in the sector.
We know we will witness friendly
competition and celebration of
team spirit and solidarity.
Who will be the champions
this year? Will it be status quo
with the usual suspects dominating
the Games? Or will new heroes
and heroines rise to the
challenge? – only time will tell.
So stay tuned as we will be
announcing the next champion
nearer the end of the year!

The competition in full swing!
August 2014
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Fun-filled Tropical
Island Getaway

A

lmost 50 members,
together with their
family and friends,
gathered at Tanah Merah
Ferry Terminal on Saturday, June 21,
for the much-anticipated ISCA 2D1N
Bintan Lagoon getaway.
With Bintan Lagoon Resort’s very
own ferry terminal and ferry services,
holidaymakers were whisked directly
to the hotel after a comfortable
75-minute journey. What greeted
them on arrival were the best of
mother nature’s creations – most
notably, the clear blue sea and white
sandy beaches.
After check-in, members boarded
the coaches which brought them
to a jetty for a mangrove tour. An
experience that is new to many
Singaporeans, the 40-minute tour
on a 10-seater boat meandered
along the coastline, giving visitors
a closeup view of the mangrove

flora and fauna. As the guide gave
his commentary and pointed out
the interesting aspects of the
surroundings, timing of the tides and
vast array of animal life populating
the mangroves, some lucky members
even caught sight of snakes hanging
lazily among the branches.
ISCA member Chitra d/o
Ammaiyappan was all praise for the
mangrove tour as it brought her
close to nature, which was different
from other tours she had gone on.
The tour ignited the adventure in
members, and many of them booked
themselves on the firefly tours
operating that evening.
Lunch was a boisterous affair
as members interacted with their
family and friends, and made new
friends with others in the group. As
lunch was served on the beach, it
added to the ambience of a tropical
island getaway.

Ready to ride the waves?

Bintan Lagoon Resort
16
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Glorious sun,
sand and sea

Members and
their family and
friends heading
for the Bintan
Mangrove Tour

ISCA member Chitra d/o Ammaiyappan
(last row, right) found the mangrove tour
interesting and unique.

ISCA member Lok Tian Xu (back row, right)
shared that he had an enjoyable two days.

No trip is complete without
addressing the “shopper” among
Singaporeans. The group headed
to town after lunch, and immersed
themselves in an afternoon of local
products and souvenirs. Then it was
off to a well-deserved massage as
they relaxed under the skilful hands
of the masseurs.
R&R (rest and relax) was spent in

Sunrise

a variety of ways – strolling along the
pristine beaches, soaking in the huge
swimming pool, and enjoying the
amenities that the resort had to offer.
Most of the group members ended
the evening on the beach as they
relaxed over dinner and drinks.
As there wasn’t enough time to
engage in all the activities available,
such as riding the wind on banana

boats, jet skis, kayaks or wakeboards,
as well as bicycling, among other
possible activities, the group was
already looking forward to the next
trip at check-out time. As member
Lok Tian Xu said to the trip organiser,
the ISCA Members Engagement and
Events team, “It was an enjoyable trip
and I had a good time during these
two days.”
August 2014
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International

Ethics Code

UNDER SCRUTINY

ISCA Ethics Committee Leads Local Action

M

Kang Wai Geat
& Ang Soon Lii
18
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by

uch has been said about
the importance of ethics
and ethical conduct in the
financial sector, of which
accountancy is a part.
The increased
focus on ethics is partly
the result of the rude
awakening following
a series of high profile
billion-dollar corporate
failures and corporate rescues by
governments during the global
financial crisis. Not surprisingly,
stakeholders such as politicians,
regulators and more generally the
public at large, have questioned
the supposed responsibilities of
accountants and auditors, and the
extent that these failures had been
contributed by (or could be attributed
to) accountants and auditors not
fulfilling the responsibilities expected
of them. For example, why did the
accountants not blow the whistle?
Should there not have been a
requirement for accountants to do so?

August 2014
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Ethical standards for the
accountancy profession are
unique. It is not just dealing
with matters of fact – that is,
whether or not an accountant
is actually behaving ethically; it
is also about addressing public
perception and expectations.
Why was there not more guidance
for accountants to address pressures
from management? Had the external
audit firm been on the job too long,
and lost some of its objectivity and
professional skepticism?

Perceptions and
Expectations Matter

20
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– that is, whether or not an accountant
is actually behaving ethically; it is also
about addressing public perception and
expectations. Accountants play many
public interest roles – for example,
Chief Financial Officers are seen as
“finance gatekeepers” while auditors
are seen as “financial policemen”. In
these roles, a professional accountant’s
responsibility is not exclusively to
satisfy the needs of an individual client
or employer but also to act in the public
interest. Because accountants serve
many of these public interest roles, the
perception of our stakeholders matter.
Hence, stakeholders must perceive
accountants as being ethical, and this
means meeting the stakeholders’
expectations of what ethical standards
are. So no matter how ethical the
accountants are, if the stakeholders do

not perceive them as such, there will
be no trust. For example, if the public
does not perceive an auditor to be
independent, there will be little trust in
the auditor’s work, even though he had
been absolutely objective in carrying
out the audit.
The challenge for the profession is
how to ensure that there is a balanced
approach. Stakeholders can sometimes
demand “ideal-world” formulation which
is not proportionate nor achievable
in practice. Another challenge is that
ethical expectations change over time,
so the profession needs to continually
adapt and evolve with the changing
expectations. This has become the
difficult task of the International Ethics
Standards Board for Accountants
(International Ethics Board).
The International Ethics Board is
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These failures eroded the trust of
governments and regulators in the
accountancy profession’s ability to
properly self-regulate itself on
ethical matters. As a consequence,
and fuelled by political priorities,
there has been recent trends of
jurisdictions increasing the states’
involvement in regulating the
profession on ethical matters,
including auditor independence.
For instance, the European Council
has, in April 2014, adopted the
European Union (EU) audit reform
package, bringing in a list of significant
changes to the auditing regime for
public companies in EU-member
states. These include requirements
on mandatory audit firm rotation
and audit tenders, and expanding
the list of banned non-audit services
and imposing a fee cap on non-audit
services to audit clients.
There is a growing recognition
that the profession has to do more in
setting high-quality ethical standards
to demonstrate that it is capable of
effective self-regulation.
Ethical standards for the
accountancy profession are unique. It
is not just dealing with matters of fact

remedial actions as soon as possible
with TCWG. The auditor needs to
obtain the concurrence of TCWG that
the remedial actions are sufficient and
that the objectivity of the auditor has
been restored. The International Ethics
Board believes that transparency, and
the involvement of TCWG will give
greater confidence to the public that
an audit has been independently done,
even when there has been a breach of
independence rules.
The new rules came into effect
worldwide in April 2014. Singapore
has yet to adopt them. The Accounting
and Corporate Regulatory Authority
(ACRA) has proposed to include these
new international standards as a
regulation in the very near future.

Whistleblowing: NOCLAR

an independent body tasked to listen
to ethical concerns and expectations
of stakeholders globally (such as
regulators and investors), and to
develop high-quality international
ethics standards for professional
accountants worldwide. These
standards are codified in the Code of
Ethics for Professional Accountants
(International Ethics Code), which
Singapore’s own code (including
regulations on auditor independence)
is based on.
There have been significant
activities at the International
Ethics Board to deal with changing
stakeholders’ expectations, including
demands from regulators post-global
financial crisis. These have resulted
in a number of recent enhancements
and developments to the International

Ethics Code. Let’s take a closer look at
some of these.

Breaching independence
rules: More transparency,
safeguards

The International Ethics Board
received concerns that when an
auditor breaches an independence
rule, the auditor could decide on his
own whether the matter is significant
enough to be discussed with those
charged with governance (TCWG), for
example, the Audit Committee. The
auditor could also decide on his own
whether the remedial actions were
sufficient and that his objectivity had
not been compromised.
As a result, new rules have been
issued mandating auditors to discuss
all independence breaches and

During the course of their work,
professional accountants may
encounter cases of non-compliance
with laws or regulations (NOCLAR).
What should professional
accountants, including auditors, do
when faced with such situations? Postglobal financial crisis, governments
and regulators have raised concerns
that the ethical code for accountants
has not done enough in compelling
accountants to do the right thing by
whistleblowing internally and even
externally to the authorities. There
was also concern that accountants
can, or at least are perceived to be
able to, hide behind confidentiality
duties and not do anything.
The International Ethics Board is
currently debating the introduction
of a controversial proposal to require
accountants to whistleblow suspected
NOCLAR cases. The debate also
touches on whether accountants,
including auditors, should be made to
report suspected NOCLAR cases to
the authorities if management had not
addressed the matters adequately.
The article, “Accountants: Held to
Higher Moral and Ethical Standards”,
by Lim Ai Leen (this issue, pages 52
to 55) provides some interesting
perspectives on the status of the
debate so far.
August 2014
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Pressures and bribery:
More guidance needed
Accountants are humans too – they
are susceptible to temptation and
pressure to do the wrong thing. Many
stakeholders have asked for more
guidance to help accountants when
they face such difficult situations
as being pressured to do the wrong
thing, like manipulating accounts.
The International Ethics Board has
commenced a project to look into
introducing more guidance.

Provision of non-assurance
services

Providing bookkeeping services
is, in theory, incompatible with the
functions of an auditor. Hence, only
under certain very limited situations
can an auditor provide “routine or
mechanical” bookkeeping services
to an audit client. To avoid ambiguity
and abuse, the International Ethics
Board has recently proposed new
clarification of what “routine or
mechanical” means, and proposed new
safeguards to ensure that the audit
firm does not assume management
responsibility (for example, make
management decisions).

What Next for the
Accountancy Profession
in Singapore?
There is a perception that the
Singapore accountancy profession is
detached from many of the significant
and important developments
happening globally. Perhaps due
to Singapore’s strong ethical and

law-and-order environment, and that
regulators and our profession tend to
work collaboratively, we do not face
major ethical challenges that other
jurisdictions face.
Nonetheless, whether we like it or
not, status quo is no longer an option.
Our profession and our CA (Singapore)
qualification risk not being regarded as
of international standard if we do not
subscribe to at least the international
minimum acceptable norms. Further, if
we want to be accepted by others as an
accountancy hub, we must keep pace
with international developments – it
is not a choice. Many countries around
the world have already adopted the
latest International Ethics Code, and
closer to home, these include Australia,
China, Hong Kong, Japan, Malaysia,
New Zealand and South Korea.
ACRA has proposed the adoption
of the latest international code as a
regulation in the very near future.
However, should we continue to wait
for others, such as ACRA, to do what
we should be doing as a professional
body? A leading professional body
must have a code of ethics for its
members that is up-to-date and
internationally recognised.
It is with this in mind that we have
set up the ISCA Ethics Committee
(EC). Established with the mission to
enhance public trust and confidence
in the accountancy profession in
Singapore, the EC aims to:
+ Adapt and adopt the International
Ethics Code into the ISCA Code of
Professional Conduct and Ethics
(ISCA Code);

s
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As can be seen, besides the
conventional role of setting
standards and providing guidance on
interpretations of the ISCA Code, the
other objectives of the EC underscore
ISCA’s intention to give the EC a
broader role of promoting professional
ethics in the accountancy profession
in Singapore.
Although it is still early days, it
is hoped that the EC will over time
take an active role in developing local
guidance and educational resources for
professional accountants in business
who may face ethical dilemmas.

2

Please refer to the article “Combating Money Laundering:
Accountants to Do More” in IS Chartered Accountant , July 2014
issue (pages 20 to 25) for more details.
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It has become a matter of national
interest that accountants in Singapore
adopt, and be seen by the international
community to have, sound practices
to combat money laundering and
terrorism financing.

Provide guidance on
interpretations of the ISCA Code
and to review and improve the
ISCA Code;
+ Provide support to help address
ethical issues faced by professional
accountants in business, and
+ Increase awareness and
acceptance of ethical standards
and guidance by engaging
and collaborating with
key stakeholders.
+

The EC will also look to identify
appropriate platforms to drive
awareness, and facilitate the sharing
of knowledge and experiences with
and among professional accountants.
These platforms include organising
dialogues, roundtables and working
groups on ethics.
The Hong Kong profession, as
a case in point, has a collaborative
arrangement with the Independent
Commission Against Corruption
(ICAC) and has issued a joint
booklet to accountants to provide
guidance relating to bribery. The EC
aims to work towards appropriate
collaboration with key stakeholders
such as the academia and regulators to
further promote our ethics agenda.
The EC is empowered to undertake
any project, as determined by either

the ISCA Council or the EC itself, which
is significant and related to ethics.
One such example is the EC’s special
project to establish requirements and
provide guidance to accountants on
anti-money laundering and prevention
of terrorism financing.2 It has become
a matter of national interest that
accountants in Singapore adopt, and be
seen by the international community
to have, sound practices to combat
money laundering and terrorism
financing. Many professional bodies
and governments have already issued
practice rules that accountants need
to comply with, such as a know-yourcustomer due diligence process.
Singapore must do so too, and is
committed to doing so as a member
country of the Financial Action Task
Force (FATF).

ISCA Ethics Committee

With the mission to enhance public trust and confidence in the accountancy profession in Singapore, the
Ethics Committee aims to:

+ Adapt and adopt the International Ethics Code into the ISCA Code of Professional Conduct and Ethics;
+ Provide guidance on interpretations of the ISCA Code and to review and improve the ISCA Code;
+ Provide support to help address ethical issues faced by professional accountants in business, and
+ Increase awareness and acceptance of ethical standards and guidance by engaging and collaborating
with key stakeholders.

Given its important role, the
EC is made up of a balanced mix of
practitioners and representatives
from the legal profession, investor
community and regulatory bodies.

Moving with the
Changes, Together

Looking at the agenda of the current
developments internationally, the
agenda of the EC, and the impending
adoption of the International Ethics
Code as a regulation in Singapore,
professional accountants in Singapore
can expect significant changes to come.
The formation of the EC is timely,
and it stands ready to help the
Singapore accountancy profession deal
with the impending changes.
Ethical codes and guidance can
only do so much. We must have,
and continue to inculcate, the right
values. As aptly put by Nobel Prize
winner, Russian novelist Aleksandr
Solzhenitsyn, “Even the most rational
approach to ethics is defenseless
if there isn’t the will to do what is
right.” ISCA
Kang Wai Geat is Deputy Head, and Ang Soon Lii
is Manager, Technical Standards Development
and Advisory, ISCA.
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Getting to
the Heart of
the Matter
ISCA Addresses PAIBs’ Challenges

by

Chiang
Fock Pong

O
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ne of the
Institute’s
mandates is to
provide value to
our members and
serve them well,
and this is what
we continually
strive to do and
improve on.
One of our more recent efforts was
to analyse the demographic mix of
our membership base in order to
better align our strategic thrusts
and implement initiatives to enhance
member value.
As at June 16, a large portion (78%)
of our membership base comprises
finance professionals employed in the
commercial industry sectors, often
referred to as professional accountants
in business (PAIBs); some 3% hold the
position of Chief Financial Officers
(CFOs) and equivalent. It is imperative
then, that we look at how to review
our plans to include this sizeable
membership base.
In the May 2014 issue of
IS Chartered Accountant journal,

Top 3
challenges of
accounting
& finance
functions

Recruit
professionals
with three to
five years of
experience

we shared about the need for PAIBs to
stay relevant as ISCA plays its part to
prepare them for career progression
and enhancement in finance leadership.
The article, “Staying Relevant: A
Journey towards Finance Leadership”,
also included how the Institute, as the
national accountancy body, develops
various initiatives such as the ISCA
Strategic CFO Framework, to serve our
large proportion of members who are
finance leaders.
In order to obtain more intimate
and first-hand responses, and also to
connect with these finance leaders,
we visited the CFOs at their offices
where we sought to understand their
challenges and needs.

Evolving roles of CFO

Retain

high-quality staff

Complex
accounting
standards that
are constantly
changing

A CFO is considered the head and
decision-maker of the Accounting
& Finance (A&F) function, and is
typically a part of the organisation’s
top management team. As the CFO’s
roles evolve, some of the CFOs are
given larger portfolios which include
overseeing compliance, managing
shared services and providing advice
for the merger and expansion of their
organisations.
Lynda Goh, Deputy Group CEO &
Group CFO of CWT Limited, shared
that the roles of today’s CFO go beyond
managing finances, treasury and
accounting. They also include risk
management, strategic development
and corporate management. As a core
member of the organisation’s senior

The complexity of the accounting
standards and business transactions
makes it a challenge to establish
a competent Accounting & Finance
team, and the situation is
made worse by the fast-changing
business landscape.
August 2014
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8
“Stay focused on
your passion, be ahead
of the curve – you will
make a difference.”
Lynda Goh
Deputy Group CEO & Group CFO,
CWT Limited
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transparency between the CFO and his
counterparts in the senior leadership
team especially the CEO, are two
aspects that are paramount to drive
performance and achieve better results.
Additionally, it is becoming a norm for
the CFO to be actively involved in the
strategic aspects of the business.

Manpower and
talent crunch

As the Singapore economy expands,
many organisations see the need to
increase their headcount so that they
can readily manage business growth.

However, organisations are currently
facing manpower and talent crunch,
exacerbated by a tightening of the
foreign worker quota and increasing
foreign worker levy. Although there are
areas that can be re-engineered – be it
through technology adoption or process
refinement – the human intervention
aspects are still essential, and that
includes the A&F functions where a lot
of the analyses and procedures require
human involvement as well as people
with specific skill-sets to perform them.
When we visited the CFOs and
requested them to share with us the
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leadership team, the CFO is expected
to work collaboratively with the Chief
Executive Officer (CEO) as well as with
the CFO’s counterparts in planning and
mapping the strategic directions for
the business, and realising them with
a view to deliver shareholder value.
She added that all these roles should
be performed simultaneously while
holding her independent perspective
to ensure proper governance. Ms Goh
won the Best CFO Award at the
Singapore Corporate Awards 2013,
taking the top accolade for Singapore’s
listed companies with more than
SGD300 million to less than SGD1 billion
in market capitalisation.
Ong Wee Gee, Vice President–
Finance of Equinix Asia Pacific,
indicated that in today’s context,
CFOs are expected to be strategic
thinkers who have the ability to deliver
business results as well as influence
and collaborate with the CEO. He feels
that in addition to overseeing the
organisation’s financial health, the
CFO is now more involved in setting
operational and commercial strategies
in a bid to navigate the organisation
safely through an increasingly complex
regulatory landscape and tighter
credit markets.
The views of CWT’s Ms Goh and
Equinix’s Mr Ong clearly underpin the
vital role of the CFO in building and
sustaining an organisation’s business
growth and profitability. The trust and

The trust and transparency between
the CFO and his counterparts in the
senior leadership team, especially
the CEO, are two aspects that are
paramount to drive performance and
achieve better results. Additionally,
it is becoming a norm for the CFO to
be actively involved in the strategic
aspects of the business.
top three challenges faced in the A&F
functions, inevitably, recruitment
and retention of high-quality staff for
the A&F function were the two main
issues singled out by the majority of the
CFOs. CFOs find it difficult to recruit
professionals, particularly those with
about three to five years of relevant
A&F experience.
The complexity of the accounting
standards and business transactions
makes it a challenge to establish a
competent team, and the situation
is made worse by the fast-changing
business landscape. This observable

fact was mentioned by CWT’s Ms Goh,
and echoed by Charles Ng, Finance
Director of Club 21. He shared that
the current A&F function may not have
the depth and capability to keep up
with the broader perspective required
by the dynamic business environment.

A brighter future
for PAIBs

Although the CFOs we met shared
that there were challenges in their
respective A&F function, they also
expressed optimism in overcoming
the issues.

The CFOs were of the view that
more exposure to the practical and
applicability aspects of the profession
should begin as early as possible, such
as during the formative years of tertiary
education. This can be incorporated
as part of the course curriculum, as
well as integrated into an extended
internship period. In addition, key
involvement of employers as part of
this plan is essential as employers are
the best people to accept interns and
familiarise them with the actual work
and environment of A&F.
Senior leaders of organisations can
treat the A&F function as a strategic
unit, instead of a cost centre, as it can
provide valuable financial insights
to spur business growth, help in
budgetary projection and in operational
matters. As Equinix’s Mr Ong succinctly
put it, the A&F function should be
treated as a “business partner”. In this
way, when emphasis is given, resources
will definitely be available to build its
capability and capacity, in particular, in
developing the skill-sets of PAIBs.
Accountancy, as a respected and
highly sought-after profession, needs
to be branded accordingly. We have,
since a long time ago, moved away from
accountants as being bean counters or
relegated to back-end jobs. Today, this
dynamic profession has many vibrant
aspects to it, and is in turn challenging,
exciting and sometimes fun.
Forging ahead together, ISCA
and CFOs can find solutions to the
challenges finance leaders are facing.
On the Institute’s part, ISCA has rolled
out many initiatives and put in the
resources, such as the formation of
the CFO Committee and Industry
Development Department, to support
CFOs. It is part of our mission to
empower our members in achieving
their aspirations, thus creating a
brighter future for PAIBs – as well as for
all members. I like the words of CWT’s
Ms Goh who said, “Stay focused on your
passion, be ahead of the curve – you will
make a difference.” ISCA

Chiang Fock Pong is Deputy Director,
Industry Development, ISCA.
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based on the findings of the industry
clustering of companies, they can
compare their performance against
their local as well as global peers. As
a followup, respondents can decide to
embark on the appropriate efforts to
address their weaknesses and in the
process, raise their productivity.

More participants,
better representation
The increased participation numbers
in this second Study allowed for a more
representative comparison. The number
of respondents rose by 75% from 126
to 221 for the Professional Accountants
in Business (PAIBs), who provided data
for the Accounting & Finance (A&F)
functions in their companies, and by
20% from 65 to 78 for the PA firms.

Revealing the Findings: 2nd ISCA Productivity
Scorecard and Benchmarking Study

On May 22, ISCA launched the findings of the 2nd ISCA Productivity Scorecard and Benchmarking Study
Report at Four Seasons Hotel. Opening the event, Koert Breebaart, Senior Principal–Value Engineering,
SAP, called to attention the increasing focus on productivity among companies.
Participants at the launch event included representatives from Economic Development Board, Public
Utilities Board, Keppel Corporation, Neptune Orient Lines, Jones Lang LaSalle and several public accounting
firms including BDO LLP, Foo Kon Tan Grant Thornton, Mazars LLP and RT LLP.
With the anticipated increased participation from the Accountancy Sector in future benchmarking
surveys, the Institute hopes to build a more robust database of PA firms and A&F functions in companies
so as to drive further productivity improvements. “It was a helpful session for networking, exchanging of
views and improving the industry as a whole,” said Ms Angie Lim, CFO APAC, Jones Lang Lasalle.
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s the national
accountancy
body, ISCA plays
a role in the
national drive
to restructure
the Singapore
economy by
raising the
productivity of
companies, and helping them move up
the value chain. This is another way we
help our SMP members as we add value
to membership.
In May, the Institute released the
findings of the 2nd ISCA Productivity
Scorecard and Benchmarking Survey
Report for the Accountancy Sector
in Singapore (the Study), done in
collaboration with SAP. This builds
upon the inaugural scorecard and
benchmarking study last year and

continues the efforts of the Institute
to enhance SMP productivity. The
objectives of the Study remain relevant,
especially in light of the economic
restructuring efforts.
With the tightening of the foreign
labour supply and the effort to raise
the wages of our workers, there is a
critical need for Singapore companies
to increase productivity – not just to
remain competitive but also to grow.
The Study will enable members in the
public accounting firms as well as those
in the accounting and finance functions
in companies to better measure their
performance in terms of productivity.
Based on their own individual reports,
they will be able to identify their
strengths and weaknesses, and how
they have performed over time. Further,

8
“The Productivity Scorecard and
Benchmarking Study is timely, very
much needed and crucial in tracking the
accountancy sector towards developing
Singapore into a centre of excellence. It
provides a sense of bearing and direction
to achieve the key objectives set out
by CDAS. To be the best, we need
to take stock of where we are now
and how to get to our destination.
I applaud ISCA on its efforts to
instil a culture of productivity at
the very core of the profession.”
Ravinthran Arumugam
Chief Executive Officer & Managing Partner,
RT LLP

Notably, 93.6% of the PAIB respondents
in the Study were Chief Financial
Officers, Finance Directors or Financial
Controllers, compared to 47% in the
inaugural study. For the PA firms,
82.6% of respondents in this Study
were Managing Partners, Partners
or owners compared to 55% in the
inaugural study.
This year, not only will firms be
able to identify their strengths and
weaknesses over time, they will also
be able to expand the assessment areas
of their firm’s performance based on
new elements like the productivity
indicators adapted from SPRING
Singapore’s IMPACT Assessment Tool
Framework, and further compare these
with the revenue bands and companies
by industry clusters respectively. This
Study is supported by the Singapore
Productivity Centre.
August 2014
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Key findings of the SECOND ISCA PRODUCTIVITY SCORECARD
AND BENCHMARKING STUDY
BEST PRACTICES IN TECHNOLOGY ADOPTION BY SINGAPORE COMPANIES
Financial system
supports internal and
external accounting
requirements

Full integration
between the

COMPREHENSIVE
AUDIT TRAIL INFO

AR^ & BILLING
SYSTEM
SYSTEM

to ensure
compliance
leads to

leads to

11.0% to

LOWER
AUDIT
Costs

RECEIVABLES
Overdue

FINANCIAL
DASHBOARD

leads to

leads to

22.0% to

15.6% to

LESSER
DAYS
to close

LOWER

28.7%

30.3%

22.4%
LOWER

Finance leadership
who has access to a

UP-TO-DATE
INSIGHTS
FROM
MULTIPLE
FUNCTIONS
AND REGIONS

leads to

13.2% to

36.4%

Budgeting and
forecasting relies on

SGA*

Annual
books

Expense

5.5% to

24.2%
HIGHER REVENUE
per employee

Adoption among Singapore companies

73%

65%

61%

50%

60%

^Accounts Receivables

*Selling, General & Admin

PERFORMANCE METRICS - ACCOUNTING & FINANCE (A&F) FUNCTIONS
AVERAGE DAYS TO CLOSE ANNUAL BOOKS
SINGAPORE

27.9

FINANCE COST AS A PERCENTAGE OF REVENUE

1.5xLONGER
THAN

ON PAR

SINGAPORE

0.96%

WITH GLOBAL AVERAGE OF 0.93%

GLOBAL AVERAGE OF 18.5 DAYS

DAYS SALES
OUTSTANDING

1.27x

LONGER THAN

56.8 DAYS

SINGAPORE

GLOBAL AVERAGE

GLOBAL AVERAGE

44.9 DAYS

PERFORMANCE METRICS - PUBLIC ACCOUNTING (PA) FIRMS

1.53x

LOWER AS COMPARED TO
THE GLOBAL AVERAGE

2.74x

SINGAPORE:
30.3 HRS

LOWER AS COMPARED TO
THE GLOBAL AVERAGE
GLOBAL
AVERAGE:
$200,000

GLOBAL
AVERAGE:
46.3 HRS

PROPOSAL
CONVERSION RATE
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SINGAPORE:
$73,000

20.8

GREATER THAN
% GLOBAL AVERAGE

62.6%

SINGAPORE
GLOBAL AVERAGE

51.8%

INFOGRAPHICS ISCA Photo Shutterstock

REVENUE PER EMPLOYEE

AVERAGE NUMBER OF TRAINING HOURS PER EMPLOYEE

8
“It is very helpful for me as I have
always been asked to benchmark my
finance department’s productivity to
others and this Scorecard and Benchmarking
Table is really helpful and useful. Now, I can
share with my team how we are doing
vis-à-vis a group of surveyed organisations in
Singapore as well as the global benchmark.”
Chew Siow Nee
Chief Financial Officer, Public Utilities Board

Key findings
Companies which adopted
best practices through
technology in managing their
finance functions saw clear
overall productivity gains
Companies which adopted technology
best practices in managing A&F
functions saw overall productivity
gains in the form of lower costs and
time spent, and higher revenue per
employee. For example, companies
which had a financial dashboard

that provides a timely view of key
metrics saw higher revenue of up to
24% per employee.
Companies which utilised systems
for budgeting and forecasting that
provides integrated and real-time
information lowered their Selling,
General and Administrative (SGA)
expenses by as much as 29%, while
those that had a financial system that
can support internal and external
accounting requirements took 30% less
time to close their annual accounts.

Finance departments in
Singapore companies take
longer to close their books,
compared to global peers
Singapore companies take about
1.5 times longer than their global
peers, on average, to close their annual
and quarterly books. Finance costs
of Singapore companies, defined as
all A&F function-related costs such
as cost of finance staff, outsourcing,
technology spend and all other related
finance spending as a proportion of
their revenue, are on par with their
global peers. Compared to the best in
class, Singapore A&F function has lower
finance cost as a percentage of revenue.
For those companies which are seeking
to reduce the number of days to close
their books, investing in technology is
one way to increase efficiency. ISCA
The full report is available at http://download.
isca.org.sg/ind/ISCA_Productivity%20
Scorecard_Final%20(hardcopy).pdf.

Tracy Tan is Executive, Industry Development,
ISCA.
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Increasing
Expectations
on Treasury
Function

Accountants Prepared for Expanded Role
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T

he global financial crisis and
the subsequent economic
slowdown have brought about
unprecedented challenges and
uncertainties for businesses globally.
This includes dealing with significant
market volatility across most asset
classes, a myriad of new regulations,
and tightening of funding and liquidity.
Businesses operating in Asia face more
daunting challenges unique to the
region – there is no single regulator,
there is no single currency, the finance
landscape is very diverse, and there
are many restrictions relating to
multiple emerging currencies. In
addition, technological advances such
as big data and cloud technology are
changing how businesses operate and
connect with their customers.
In these challenging times,
accountants are faced with multiple
roles within their companies,
which encompass compliance and
governance, risk management,
supporting/making strategic business
decisions and being a change agent to
drive cost and operational efficiencies.

Changes in Accounting
Landscape

In recent years, we have seen a move
to align accounting standards to
reflect risk management practices. An
example of this is the International
Accounting Standards Board (IASB)
release of the hedge accounting rules

s

...our survey found that many
entities in Asia are still
using traditional methods for
managing risks. Many have
yet to implement proactive
management of cash and
liquidity or adopt treasury
technology to drive process
efficiencies and enhance timely
and useful information to
support better decision-making.

under IFRS 9 Financial Instruments in
4Q2013 where the 80% to 125% range
bright-line threshold effectiveness test
was replaced by a prospective basisonly, objectives-based test that focuses
on the economic relationship between
the hedged item and the hedging
instrument, and the effect of credit risk
on that economic relationship. While
the new rules are supposed to be less
complex and easier to apply, it does
require accountants to possess some
risk management knowledge before
they can assess the mechanics of
appropriate economic relationship and
credit risk impacts.
Another example of change is the
introduction of IFRS 13 Fair Value
Measurement in January 2013, which
requires accountants to have more
indepth knowledge of valuation and
credit risks. IFRS 13 explicitly requires
entities to incorporate their own credit
risk into the fair value measurement of
its liabilities.
In addition to fair value,
accountants may also be required
to incorporate more forward-looking
information in developing estimates
with the proposed IASB’s expected
credit loss impairment model under
IFRS 9. The expected loss model
requires accountants to have an
understanding of relevant credit
modelling approaches and how
the probability-weighted cash
flows and various macro-level
economic indicators will impact
recoverable amounts over the life
of the financial assets.

PwC’s Asia Corporate
Treasury Survey

In the face of all these, we would like
to share the relevant extracts from our
recent PwC Asia Corporate Treasury
Survey and link it to how accountants
can play a bigger role in the area
of financial risk management and
treasury technology.
The Survey examines corporate
treasury functions in Asia and shares
insights on, among other issues, the
structure of these treasuries, their
August 2014
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The lack of incentive to
apply hedge accounting
reflects the frustration of
the accountants, treasurers,
boards, investors and
analysts alike with the
existing hedge accounting
rules. The complex rules
have at times made
achieving hedge accounting
impossible or very costly,
resulting in significant
volatility in the financial
reports, even when the
hedges were considered
economically efficient.

Figure 1 Ranking of Treasury Activities
3.43
3.41
3.35
3.34
3.23
3.21

Cash and liquidity management
Financial risk management
Supporting management and business units
Working capital management
Funding
Banking relationship
Tax
Capital structure
Company credit rating

3.01
2.56
2.38
2

3
Score

Least Important

4
Very Important

Figure 2 Role-playing Treasury Functions
70%

key challenges, their risk management
approaches, their relationships with
their bankers, and their approaches to
cash and liquidity management. The
Survey1 revealed that financial risk
management is one of the top two most
important treasury activities (Figure 1).
In the same Survey, it was also
found that almost half of the treasury
functions in Asia is handled by the CFO
and Finance rather than dedicated
treasury resources (Figure 2). Some
54% the respondents also cited
they were not satisfied with their
existing talent management in the
treasury function, regardless of it
being conducted within Finance or a
dedicated treasury team. This high
percentage could be due to a lack of
appropriately skilled personnel in the
market, especially in the wake of the
financial crisis, and because of the
rapid expansion of Asian economies
and companies. Getting the right talent
is challenging as the role requires not
only treasury skill-sets but significant
accounting, tax, and understanding
of the broader business issues and

1

PwC’s Asia Corporate Treasury Survey examines corporate treasury
functions in Asia and shares insights on, among other issues, the
structure of these treasuries, their key challenges, their risk
management approaches, their relationships with their bankers, and
their approaches to cash and liquidity management. The survey is
based on information gathered from 117 organisations across seven
countries in Asia, covering a broad range of industries, including
commodities, manufacturing and consumer products.

34

IS Chartered Accountant

60%
50%
40%

52%

46%
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30%
20%

5%
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0%

CFO & Finance
Group Level

challenges. Clearly, accountants with
their expansive skill-sets are ideally
placed to embrace the increasing
expectations and demands of this role.

Accountant’s Role in
Driving Risk Management
and Treasury
Our Survey also showed that
approximately half of the respondents
used basic risk management
techniques or a standardised approach
to manage their financial risks. The
question is, is this sufficient given the
growing market volatility? In our view,
there is scope for corporates to make
changes to their risk management so
that they can forecast or manage risk
more dynamically and proactively.
Our results also revealed that 62%
of respondents perceived themselves

Treasurer
Regional Level

5%

Other
Subsidiary Level

to be “value-added” treasuries,
where treasury works actively with
the business to achieve its strategic
goals. However, our Survey found that
many entities in Asia are still using
traditional methods for managing
risks. Many have yet to implement
proactive management of cash and
liquidity or adopt treasury technology
to drive process efficiencies and
enhance timely and useful information
to support better decision-making.
The responses seem to imply the
respondents may aspire to be valueadded treasury centres rather than
actually performing as one. As such,
there appears to be some scope for
moving treasury functions away from
acting as a transactional treasury and
towards a process-efficient, valueenhancing or strategic treasury.

Transactional Treasury

A Treasury that plays a focused
execution role, enabling the
business to carry out necessary
transactions; primarily impacting
financial functions
2

The Treasury Development Model

Process-efficient Treasury

A Treasury that provides excellence
in execution, ensuring optimal
use of cash via integration with
underlying finance processes and
banking providers
3

Figure 3 Which Treasury model is right for you?

Value/return

1

Value-enhancing Treasury

3

A Treasury that delivers quantifiable
value for the business as a whole,
optimising financial flexibility and
efficiency, and acting as an enabler
to the business to achieve its
strategic goals
4

4

2
111

Strategic
Treasury

Value-enhancing
Treasury

Process-efficient
Treasury

Transactional
Treasury

Strategic Treasury

A Treasury that actively contributes
to the strategic decisions of the
whole business and provides
financial leadership

Organisational reach
Note: The curve’s gradient is dependent upon your organisation’s specific circumstances

Leverage on Risk
Management Knowledge
to Optimise Hedge
Accounting
We saw that the unprecedented swings
and uncertainties seen in recent years
in the financial markets have led
many organisations to deploy some
form of risk management strategy,
the most common being the use of
financial derivatives. However, half
of the respondents did not apply
hedge accounting, citing reasons
such as the immaterial impact
to the financial statements, the
complexity and restrictive nature of
the current accounting standards, the
administrative burden, and the lack
of appropriate systems to deal with
hedge accounting requirements.
The lack of incentive to apply hedge
accounting reflects the frustration of
the accountants, treasurers, boards,
investors and analysts alike with the
existing hedge accounting rules. The
complex rules have at times made
achieving hedge accounting impossible
or very costly, resulting in significant
volatility in the financial reports, even
when the hedges were considered
economically efficient. As mentioned

earlier, most entities believe that the
new rules introduced by the IASB will
simplify and align hedge accounting
to better reflect risk management
practice but this will require
accountants to develop a deeper grasp
of risk management to apply this
standard effectively.

Optimising Technology

While there are clear advantages in
leveraging technology, the Survey found
that 53% of companies surveyed did not
have a treasury management system
(TMS). For those that have a TMS, the
majority seemed to be using the basic
functions. However, the importance of
TMS cannot be understated. Entities
in Asia are faced with significant and
complex risks across a number of
geographic locations, and effective
management of these risks requires
timely, accurate and complete data, as
well as risk analytics and reporting,
to enable better decision-making.
Without technology, entities may
spend a greater proportion of their
time performing transactional
activities rather than looking for
strategic opportunities to perform
value-added activities.

Accountants also need to start
identifying new opportunities to
expand outside of their current scopes,
by using technological advances to
their advantage. Cloud technology
and other advanced computing tools
could help accountants automate data
collection, improve data quality as well
as reduce data validation time. These
productivity improvements could
help accountants gather and analyse
huge amounts of valuable data more
effectively and efficiently.

Accountant’s Role
Continues to Grow

It is clear that every aspect of the
accountant’s role is evolving. Their
traditional role in bookkeeping and
reporting has grown undesirably
complex as the accounting standards
evolve to cope with changes in
the business. The latest drive is to
make sense of the complexity with
more relevant reporting through
integrated reporting. As highlighted
in our Corporate Treasury Survey,
the accountant also plays critical
roles in leveraging technology to
more effectively manage risk, obtain
funding/liquidity, make investment
decisions and become a strategic
partner to the business.
There had been some debate on the
relevance of accountants. In a study
performed by the University of Oxford
in September 2013, “The Future of
Employment: How Susceptible are Jobs
to Computerisation?” reported that
accountants and auditors were deemed
to have a probability of 0.94 of being
replaced by computerisation. As our
roles continue to evolve, that fear is
unfounded.
The question is: Are accountants
doing enough to cope with these
challenges? ISCA
The PwC Asia Corporate Treasury Survey is
available at www.pwc.com/corporatetreasury.

Chen Voon Hoe is Partner leading the
Accounting and Financial Reporting
and Corporate Treasury Services,
PricewaterhouseCoopers Singapore.
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What
Constitutes
Income

T

here is no single concept of what
constitutes income. It is not
defined explicitly in the Income
Tax Act. In practice, the meaning of
income is largely determined with
reference to decided cases (common
law) in order to distinguish between
income and capital gain as the former
is taxable and the latter is not.
This article aims to provide some
guidance on this area of complexity
in tax. Although no infallible criterion
has emerged from the decided cases,
the following tests may be applied as
a guide:

1

Permanent structure
versus subject
matter of the business
Profits derived from the realisation of
assets forming part of the permanent
structure of a business would be
regarded as capital in nature while
those relating to transactions in the
course of a business are liable to
be taxed.

2

Fixed or circulating
capital

According to Lord Haldane in
John Smith & Son v Moore (1921),
“Adam Smith, in his book Wealth of
Nations, described fixed capital as what
the owner turns to profit by keeping
it in his own possession, circulating
capital as what he makes a profit of by
parting with it and letting it change
masters.” Receipts from the disposal
of fixed capital would accordingly be
capital in nature and receipts from the
disposal of circulating capital would be
revenue in nature.

3

The test of intention

Possibly the most important test
laid down by the courts is the “purpose
test” for which the asset was originally
acquired. If an asset is acquired
for resale with a view to profit,
the proceed from the sale of such
asset is generally revenue in nature.
Conversely, if an asset is acquired with
the object of deriving income from
it and not for resale at a profit, the
proceed from the sale of the asset is
generally considered capital in nature.
Justice Andrew Phang explained in
CIT v IA (2006) 4SLR (R) 161 that the
“purpose test” provides an eminently
appropriate starting point for any
inquiry of this nature. Simply put, the
purpose of the transaction must be
considered in the light of the objective
facts and not the subjective intentions
of the taxpayer.
In addition, Sharma J also stated in
NYF Realty Sdn Bhd v CIR (1974), “The
focal point is the dominant purpose
for which the particular property was
originally acquired. If it is established

that the dominant purpose was its
resale at a profit, the presence of other
purposes… does not remove any profit
on ultimate sale from the taxable area.”

4

Period of holding

5

Frequency of
similar transactions

In Reliance Land Investment Co
(Pty) Ltd v CIR 1946 WLD (1971),
it was held that “recurrence of a
receipt or the holding period is not
necessarily a decisive test… though it
is an important element to be taken
into consideration”. A profit derived
after a long holding period may suggest
that the asset was held as a long-term
investment whereas an asset disposed
of shortly after acquisition may
prima facie be regarded as an asset
purchased for resale in the short term
for a profit. This may not necessarily
be the case and it must be considered
in conjunction with all other factors.
If any particular transaction is found to
be one of a series and there is evidence
of habitual and repetitious activity,
then the transaction may fall into
the general pattern which as a whole
constitutes a trade. On the other hand,
it may be argued that a number of
desultory transactions over a number
of years do not constitute a trade.
The test of frequency must be
considered in relation to the subject
matter as Rowlatt J stated in Pickford
v Quike (1927), “It is very well known
that one transaction of buying and
selling a thing does not make a man a
trader, but if it is repeated and becomes
systematic, then he becomes a trader
and the profits of the transactions not
taxable so long as they remain isolated,
become taxable as items in a trade as
a whole.”

6

Supplementary work
made to property to
render it more saleable
In IRC v Livingstone (1926), the fact
that material alterations were made to
a cargo vessel to improve its character
and to make it more marketable was
August 2014
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Income is not
defined explicitly in the
Income Tax Act. Yet it is
necessary to distinguish
between income and
capital gain as the
former is taxable and
the latter is not.

significant in indicating a trading
transaction, because there was an
organised effort to obtain profit.

7

Circumstances
responsible for
the sale

In West v Phillips (1958), “If an asset
is sold because of some unanticipated
factors or a sudden need for ready
money, such causative circumstances
would indicate a presumption that the
asset was not originally acquired for
trading purposes.”

8

Existence of a
profit-seeking motive

In Iswera Ceylon v CIT (1965), Lord
Reid upheld that “if his acts are
equivocal, his purpose or object
may be a very material factor when
weighing the total effect of all
the circumstances”. However, the
presence of a desire to make a profit
is not conclusive either. As Lord
Buckmaster observed in Leeming v
Jones, “an accretion to capital does not
become income because the original
capital was invested in the hope
and expectation that it would rise in
value…”.

9

The manner in which
a disposal is secured
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Methods of
financing

If the financing is from external
borrowed funds, the obligation of
having to repay the loan facilities
periodically would point to the
presumption of trade, for example,
the need to realise income so as to
repay the loan.

Applying any one of the above
factors is not by itself conclusive. One
has to consider all the circumstances
and facts of each particular scenario.
Nonetheless, the following five basic
propositions could be said to have
emerged from the decision of the Courts:
a. Payments received for the sale
of fixed assets of a business are
prima facie capital;
b. Payments received for the
destruction of the profit-making
apparatus of a business are
generally capital;
c. Payments in lieu of trading receipts
are generally revenue;

d. Payments in return for the
imposition of substantial
restrictions on the activities of a
trader are generally capital, and
e. Payments of a recurrent nature are
more likely to be revenue.
In summary, in determining the
liability to income tax in Singapore,
it is necessary to draw a distinction
between taxable income and nontaxable capital gains. This is not
always an easy task. Applying the
above factors will help to draw out
the relevant facts and circumstances
under which the receipt arose and
enable a holistic picture to emerge as
to the nature of the receipt so as to
determine if the income is revenue or
capital in nature. ISCA
Yee Fook Hong is a Board Member of the
Singapore Institute of Accredited Tax
Professionals and Partner at Ng, Lee &
Associates DFK. For more tax insights,
please visit www.siatp.org.sg.
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In Martin v Lowry (1927), it was
held that if special effort was made
to find or attract purchasers (sales
campaign by extensive advertising)
or a business organisation was used
to effect the sale, then there is a
presumption of trade.
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Tax Perplexities amid Vast Opportunities

By
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n a little red dot, as Singapore is
sometimes referred to, many local
businesses spearhead growth through
overseas ventures or various offshore
activities to achieve greater heights.
Just as much as vast opportunities
abound, risks are aplenty too. Peeling
away layers of complexities pertaining
to cross-border transactions was
Accredited Tax Advisor (Income
Tax) Linda Foo, Tax Partner, Deloitte
Singapore. At a packed Tax Excellence
Decoded session organised by the
Singapore Institute of Accredited Tax
Professionals (SIATP), participants
from the industry, consultancies and
financial institutions peppered Ms Foo
with a generous dose of questions.

Crossing Borders

Starting with the bare basics,
companies extending their footprint
beyond Singapore and which are

Singapore tax residents must first be
mindful of any double tax agreement
(DTA) Singapore has with the country
they are venturing into as DTAs
take precedence over the domestic
tax legislation.
Secondly, companies will also
need to be familiar with the rules of
Permanent Establishment (PE). It is
imperative to consider such tax issues
upfront at the strategic planning stage as
a reactive hindsight approach may result
in unnecessary higher tax obligations
and worse, be faced with unnecessary
queries from the tax authorities both in
Singapore and overseas.
In understanding PE, one must be
familiar with the various types found
in a typical DTA.

Physical PE

In determining if a company has a physical
PE, businesses have to determine if the
place of business has some permanence
and is at the disposal of the company.
It does not need to be a venue that the
Singapore company owns or rents;
it could even be a space within the
customer’s premises which the Singapore
company uses at its disposal. Some of

the examples provided in the Model
Convention are a branch, factory, mine and
oil or gas well. The list is not exhaustive.

Construction PE

A construction PE does not solely refer
to a building or a road, it also refers
to any installation of equipment. A
construction PE is created if a project
lasts for more than 12 months.
However, companies should be mindful
to take reference from the specific DTA
as it may state a different timeframe.

Service PE

Service refers to the furnishing of
services, including consultancy
services, by a business through its
employees or other personnel engaged
by the company for such purpose. The
term “personnel” refers to a natural
person, be it the venturing company’s
employee or an individual engaged by
the company.
A service PE may be created if
the above activity (for the same or a
connected project) continues within
a specific overseas jurisdiction for a
period or periods aggregating more
than six months within a 12-month
August 2014
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period. Again, companies must take
reference from the specific DTA with
regard to the timeframe as it may vary
across different DTAs.

Substantial Equipment PE
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Where a Singapore company has a
person acting on its behalf overseas
and habitually exercises an authority
to conclude contracts in its name, the
Singapore company shall be deemed
to have a PE in that country in respect
of the activity which that person
undertakes for the enterprise.
A person could be an individual,
a company or any body of persons,
other than an agent of an independent
status. Again, businesses should refer
to the specific DTA for the specific

technicalities on the definition
of “agency”.

Subsidiary and PE

It should be noted that an overseas
subsidiary, unlike a branch, does
not automatically indicate that the
subsidiary is a PE for the venturing
company as the overseas subsidiary
is a separate legal entity. However, if
a subsidiary performs activities that
may constitute it as a dependent agent
of the Singapore company, it may then
create a PE for the Singapore company.
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Some DTAs, such as the DTA with
Australia, include a provision for
a substantial equipment PE. This
refers to companies with substantial
equipment installed in another
country. This equipment is leased
to the client. This arrangement may
create a PE for the Singapore company.

Agency PE

s
It is also advisable to
engage the services of
a local tax consultant
familiar with the
domestic tax laws
as tax authorities
may have different
interpretations of
various definitions
stipulated in DTAs.
A local tax agent may
provide insight into
the local tax authority’s
interpretation.
stipulated in DTAs. A local tax agent
may provide insight into the local tax
authority’s interpretation.
It should also be noted that
business profits are defined differently
across DTAs, thus it is important to
refer to the definitions section of
each DTA.

Avoiding a PE scenario

Profits attributable
to PE
After determining if there is a PE
overseas, companies also need to
take into consideration the profits
attributable to the PE. If the project is
a one-off activity, it may be feasible to
simply pay the taxes overseas on the
profits attributable to the PE.
It is also advisable to engage
the services of a local tax consultant
familiar with the domestic tax laws
as tax authorities may have different
interpretations of various definitions

A PE potentially results in additional
tax costs. One way to avoid a service
PE is to consider staff secondment as
opposed to having staff travel overseas
from the Singapore entity for the
provision of services. By seconding a
staff to the overseas entity, the staff
would be rendering the services as an
employee of that local company and
not as an employee of the Singapore
company, thus avoiding a service PE for
the Singapore company.
In contracting arrangements, the
project may comprise offshore and
onshore activities where part of the
activities is rendered in the home
country and the remainder in the
overseas jurisdiction. In such cases,
where possible, it may be advisable
to perform the onshore portion
by the local entity and offshore by
the Singapore company so that the
Singapore company does not create a

PE through the physical presence of its
own employees overseas.
Besides PE, companies branching
overseas come head-on with
withholding tax.

Withholding Tax

When a company in Singapore makes
payments to an overseas entity which
is not a Singapore tax resident, the
overseas entity may have a tax liability
to the Inland Revenue Authority of
Singapore (IRAS) on the income it
received from Singapore. However, it
is often not practical for IRAS to collect
taxes from the overseas entity which
has no presence in Singapore.
The payer, typically a Singapore
company, thus bears the tax
compliance obligation when it is
making certain types of payments
to non-residents, such as interest,
royalties, know-how, show-how,
technical assistance fees, management
fees or rent for the use of movable
property. They are required under
the tax law to withhold tax and remit
the tax amount to IRAS. The various
withholding tax rates are provided in
the Income Tax Act. Such rates may be
reduced under a relevant DTA if the
payee is tax resident in a country that
has a DTA with Singapore. A flowchart
on when a withholding tax obligation
incurs is available in the IRAS website.
Companies need to ensure that
withholding tax obligations are met
as non-compliance may result in hefty
fines and even a jail term. If there is a
lapse in this area, companies should
submit a voluntary disclosure before
this is discovered by IRAS.
As observed, a plethora of tax
issues and risks lurk when companies
tread beyond local shores and venture
overseas. Carpe diem (Seize the day)
but certainly not with eyes wide shut.
Do seek professional advice. ISCA

Joanna Wong is Assistant Director, SIATP.
This article is based on a presentation by Tax
Advisor (Income Tax) Linda Foo, Tax Partner,
Deloitte Singapore. For more tax insights,
please visit www.siatp.org.sg.
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Fundamental
Review of the
Trading Book

Proposed Framework, Implications and Preparations

by

Frederic
BertholonLampiris
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T

he Basel Committee is currently
in the process of revising its
approach towards capital
requirements for market risk in the
trading book. It has recently issued
its second consultation paper on this
topic and there have been a lot of
reactions from the market participants
including banks and national
regulators. Most of them openly worry
about the challenges underlying
the new approach proposed by the
international regulator. Chief Financial
Officers (CFOs) who are responsible
for implementing and ensuring
compliance with a fundamental
review of the trading book (FRTB)
will be faced with the need to spend
significant time and resources
ensuring adherence. Accountants
will have to analyse and anticipate
potential joint impact of accounting
and IFRS classification of trading
versus banking books, as there will be
capital-requirement considerations
entailed by FRTB.
In this article, we give some
background on this proposed
framework and the elements
introduced by the recent Basel
Committee on Banking Supervision
(BCBS) paper. Then we review the

s
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... possibly the most significant
evolution is the introduction of
the use of correlations under
the standardised approach
for market risk. Although
this measure is designed to
introduce more flexibility
and risk sensitivity into the
standardised approach for
market risk, it will introduce
more complexity in the way the
banks will have to handle their
market risk data and compute
their capital requirements...

implications and what banks need to
be aware of to prepare for this change.

What’s so “fundamental”
about the review
With its second consultation paper on
the FRTB1, the BCBS has prefigured
what the Basel III.5 or Basel IV future
methodological framework for the
capital requirements associated
with market risk will be. One of the
key changes introduced by the BCBS
is to strengthen the delineation,
also known as the “boundary”,
between the trading book (mainly the
proprietary trading activities) and
the banking book (mainly the lending
activities). This is to avoid regulatory
arbitrage in the way capital
requirements attached to a particular
instrument will be determined. To
do so, the BCBS proposes additional
criteria in order to assign the
instruments to one or the other book,
and introduces requirements and
constraints on positions’ turnover,
instruments’ switching between
books, and enhancement of the
monitoring framework.
Directly linked to this refinement
of the boundary is a better alignment
between the capital requirements
for credit risk (banking book) and
market risk (trading book) for the
same instrument. For instance, the
BCBS is considering the introduction of
capital charges for default risk within
the trading book and for interest rate
risk and credit spread risk within
the banking book. The new approach
will also be calibrated to consider the
differentials in the underlying market
liquidity risk.
So far, the implicit assumption
of the models behind market risk
requirements was a 10-day holding
period for the Value-at-Risk (VaR)
computations. Going forward, various
market liquidity horizons will be
factored into the models, depending on
the risk factor sensitivities attached to
1
Fundamental Review of the Trading Book: A Revised Market Risk
Framework, October 2013, BCBS
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... it is important to note that
the BCBS plans to have all the
banks, small and large, compute,
monitor and report their capital
requirements for market risk under
the revised standardised approach,
and that these should ultimately
serve as a fall-back to the internal
models-based capital charges.
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Implications entailed by
the revised approach
The diversification and hedging
benefits introduced by the revised
standardised approach will come at
the price of higher complexity. This
complexity will force most of the
banking institutions to implement
innovative and compliant solutions
for data management and governance
to handle the volume of data and the
way they will be computed. Enhanced
collaboration between the different
key functions within the organisation
will be required: CFO, Chief Risk
Officer, Chief Investment Officer, head
of IT and heads of trading desks, as
well as at senior management level
with the active involvement of the CEO
and the board. An efficient alchemy
will also have to be found between
financial and risk management
knowledge and IT and programming
skills, in particular object-oriented
programming languages such as C++,
C#, Java or Python.

In addition, it is important to
note that the BCBS plans to have all
the banks, small and large, compute,
monitor and report their capital
requirements for market risk under
the revised standardised approach,
and that these should ultimately
serve as a fall-back to the internal
models-based capital charges. In
that context, even though the bigger
banking organisations will keep on
producing their capital requirements
figures for market risk based on their
internal models, investors and main
stakeholders might increasingly
rely on the more comparable
revised standardised approach to
benchmark market risk profiles
across institutions.
In terms of business implications,
the use of correlation factors will
tend to better reflect potential
diversifications and hedging
relationships between risk exposures
across the trading book. In each of
the broad risk categories defined by
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each instrument in the trading book.
For example, large-cap equity category
will still be applied a 10-day horizon
but structured credit instruments
such as credit default swap (CDS)
will be applied a 250-day horizon.
All things being equal, the longer
the liquidity horizon, the higher the
capital requirement.
The utilisation of the expected
shortfall model in lieu of the VaR
is another significant change. The
expected shortfall reflects the
expected loss of a given portfolio,
based on a certain confidence level
and time horizon, assuming the VaR
threshold has already been exceeded.
In the paper, this metric is defined
to better capture the tail risk of the loss
distribution associated with a trading
portfolio. This is a simplification and
correction from Basel II.5 framework,
which required banks to sum up a VaR
figure with a stressed VaR figure for
the same portfolio, because it was not
consistent from a mathematical and
economic perspective.
Finally and possibly the
most significant evolution is the
introduction of the use of correlations
under the standardised approach for
market risk. Although this measure
is designed to introduce more
flexibility and risk sensitivity into the
standardised approach for market
risk, it will introduce more complexity
in the way the banks will have to
handle their market risk data and
compute their capital requirements
going forward.

the regulator (general interest rate,
credit spread, equity, default, foreign
exchange, commodity and non-delta
option), banks will have the ability to
apply prescriptive correlation factors
and the level will depend on certain
attributes of the instruments (issuer,
maturity, sector, credit quality, etc).
In this instance, there could be an
opportunity for banks to free up some
additional loss-absorbing capacity
and/or redeploy the risk-taking
function, although this will mostly
depend on the future quantitative
impact surveys outcome and final
calibration. The fact that the capital
requirements under the proposed
standardised approach will have to be
computed at each trading desk level,
on top of the global trading portfolio,
may also contribute to certain shifts
in the underlying trading business

2

Request to Revise the FRTB and QIS Timeline, 6 January 2014
Basel III: The Liquidity Coverage Ratio and Liquidity Monitoring Tools,
January 2013, BCBS
4
The revised Standardized Approach for Market Risk, March 2014, BCSB
3

model and risk appetite function
of the banks. Overall, the risktaking function, and subsequently
the trading business model, may
standardise across financial
institutions and ultimately contribute
to a reduction in the potential for
arbitrage opportunities, risk-taking
and thus profit-making,
at least in the short term.

Conclusion

It is important not to forget that one
of the main objectives of the regulator
in proposing this revised framework
is to promote the implementation
and dissemination of a level playing
field for the banking institutions,
by increasing their comparability
across jurisdictions. This should lead
to an enhanced harmonisation of the
operational practices, provided that
national regulators do not significantly
deviate from the BCBS text.
At the current juncture, this
BCBS consultation paper is in the

form of a proposal, and may still be
subject to further evolutions. A recent
joint response to the BCBS from the
International Standard Derivatives
Association (ISDA), the Global
Financial Markets Association (GFMA)
and the Institute of International
Finance (IIF) dated 6 January 20142,
has addressed some concerns from
the financial industry, especially in
terms of the significant amount of
work and preparation required by
the implementation of the revised
standardised approach.
These three international
organisations consider that it would
take at least one year to build the
corresponding infrastructure in order
to be compliant with the framework
as proposed by the BCBS in its current
version. Although the quantitative
impact surveys have been postponed
by European regulators to a later date
in 2014, it is difficult to anticipate
whether significant changes will
eventually be made to the current
version of the FRTB. Besides, recent
history has shown us that regulators
are not in favour of taking a step back
with regard to its initiatives, such as
the Basel III framework for managing
liquidity risk 3 which, despite an
intense lobbying from the industry,
will eventually be adopted by all
banks by 1 January 2015. However
the Basel Committee has recently
reverted with two possible alternative
frameworks for the standardised
approach, with a view to address
some of the concerns expressed by the
industry, especially regarding general
interest rate risk and credit spread
risk.4 In this context, the definitive
framework should be decided by end2014 and, whatever its final design,
should have a significant impact for
financial institutions. ISCA
Frederic Bertholon-Lampiris is Director,
Financial Services Industry, Deloitte
Singapore. He specialises in the field of
risk management governance, tools and
methodologies applied to banking activities.
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Big or
Small Data

It’s Analytics that Brings Home the Bacon

by

Bill Lee

T

he term “big data” has been much
talked about but the sudden
interest in big (or small) data and
analytics is not a phenomenon. Rather,
it is the logical result of the increase in
digitised data available today.
“Big data” refers to data sets
that are too large, complex or added
at too fast a pace for regular tools
and techniques to manipulate or
interrogate. The benefits of big data
are well-publicised, but before looking
at “big” data, most organisations may
want to begin by first managing their
“small” data.
There is only one real difference
between big and small data – the
size and type – which in turn affects
the velocity at which the data are
generated and context in which they
are used. Small data are of a smaller
volume, generated at a slower speed,
and typically comprise structured or
organised data.
With the cost of computing
shrinking substantially, the crunching
of large amounts of data is within the
reach of most organisations. There
are more software vendors offering
analytics solutions that are more
intuitive and easier to use, and at a
more affordable price. Over the years,
organisations have invested billions
of dollars in computerisation and
implementing enterprise resource
46
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Data analytics gives insights into
why it happened, what will happen
in future, and what is the best that
can happen. Thus, analytics has the
potential to make organisations
more efficient and effective, and
reduce waste. It helps businesses
understand behaviours through
study of data, and leverage
them to forecast and optimise
(through operation research
methods) those behaviours.
planning solutions. These investments
have brought about standardisation of
processes and quality, and contributed
to productivity gains.
Due to these investments, data,
which used to exist in physical printed
forms, have now been digitised and
are stored in servers. Yet, other
than serving as digital records of
transactions, much of these digitised
data are only used in reporting and
analysis. Storing digitised data can be
very expensive, so keeping the data for
transaction recording and generation
of monthly reports offers very low
returns on the investments.

A strategic and
operational issue
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Often, organisations in their
discussions on big data fail to
recognise what is more important:
analytics. Companies big or small can
benefit from the insights generated
from data that they possess. Data
analytics is different from data
reporting. Data reporting helps
organisations to understand what
happened. Data analytics gives insights
into why it happened, what will
happen in future, and what is the best
that can happen. Thus, analytics has
the potential to make organisations
more efficient and effective, and
reduce waste. It helps businesses
understand behaviours through the

study of data, and leverage them
to forecast and optimise (through
operation research methods) those
behaviours. It enables organisations to
enhance revenue, optimise the use of
resources for bottom line or customer
experience enhancement, and allow
understanding of anomalous events in
fraud or money-laundering detection
or prediction.
Analytics is also the productivity
tool that unlocks gains from the data
collected. Productivity gains from
the use of analytics can span the
front and back offices as well as
the operations of any organisation.
Some examples include:
Higher accuracy in forecasting
demand and revenue by product
and market;
Optimal inventory levels and
automated replenishment trigger;
Optimised logistics network,
reduced logistics costs while
improving cost effectiveness;
Better understanding of customer
behaviour and ability to predict
buying patterns;
Optimised marketing investments;
Mark-down or discount (trade
discount) optimisation or price
optimisation;
Fraud detection and prediction;
Employee attrition prediction;
Workforce optimisation.

As the marketplace becomes more
competitive, and borders are open to
competitors from around the world,
organisations face global competitors
with stronger capabilities – in addition
to competition on the home front.
With analytics, opportunities
in productivity gains, which used
to reside in the data collected,
become more readily available
and organisations can gain new
perspectives and insights to
improve operations and employee
management, and better serve
customers thereby improving their
competitiveness. Thus, analytics is
no longer just a technology issue but
a strategic and operational one.
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in bringing in professionals who are
familiar with analytics techniques
and the implementation of technical
solutions, which is easier to achieve
despite the limited talent pool.
The “art” in resolving the challenge
will require a mindset shift throughout
the entire organisation, to enable an
update of processes. Instituting a
change in habits and mindset is never
easy, especially convincing people to
change what they have been doing for
a while, and asking them to trust what
their data are telling them.
But for organisations which
have taken the leap and persevered
through the initial pain, the insights
obtained from analytics have proven
to be worthwhile.

Size does not matter

The key to succeeding with analytics is
to take small steps and not attempt to

introduce it in one big project. Pick an
area that has a well-defined issue and
is yet small enough to manage so that
success is more assured.
Upon a successful trial, the
organisation can then develop an
analytics or productivity vision,
defining where they would be in the
application of analytics in, say, five
years’ time, and describing the areas
of focus with prioritised projects
and timeline.
Fundamentally and ultimately,
organisations must realise that the
real benefit of data is not the
availability of data but the insights
and foresights gleaned through the
use of analytics techniques.
The size of the data does not
matter as much. ISCA
Bill Lee is Partner, Advisory Services,
Ernst & Young Advisory Pte Ltd.
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While organisations have invested in
the creation and storage of data, many
of them face challenges in unlocking
value and achieving productivity gains
from the investments.
One major hurdle is that much
of the small data sit across various
departments in the organisation;
another hurdle is the lack of a proper
data governance framework. For
example, a single data type may reside
in more than one department and
often, the record may not even be
consistent. There may also be data
quality issues that make the data
validity questionable. Additionally,
many analytics techniques require
data collected across departments to
be linked but data owners may not
want to share these data. Furthermore,
there may not be a common data
dictionary across the organisation.
Another key challenge is the
availability of specialised capabilities
and resources.
Resolving data governance and
analytics capability issues is part
science and part art. The “science” lies
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FINANCIAL REPORTING

IASB and FASB Issue Converged
Standard on Revenue Recognition
IASB, which is responsible for IFRS, and FASB, responsible
for US Generally Accepted Accounting Principles (US GAAP),
have jointly issued a converged Standard on the recognition
of revenue from contracts with customers. The Standard
will improve the financial reporting of revenue and improve
comparability of the top line in financial statements globally.
For more information, please visit
www.ifrs.org/Alerts/ProjectUpdate/Pages/IASB-andFASB-issue-converged-Standard-on-revenue-recognitionMay-2014.aspx

Revenue Recognition:
A Common Universal Language
for Top Line Reporting
ASC has published an article on IFRS 15 Revenue from
Contracts with Customers to outline key areas that may
have significant impact on entities in Singapore and hence
strongly encourage entities to start assessing the impact to
their existing contacts, regulators and legal framework.
For more information, please visit
www.asc.gov.sg/news.htm

IASB and FASB Announce the
Formation of Joint Transition
Resource Group (TRG) for
Revenue Recognition
The TRG will inform IASB and FASB about potential
implementation issues that could arise when companies
and organisations implement the new Revenue Standard.
The TRG will also provide stakeholders with an opportunity
to learn about the new Standard from others involved in the
implementation. No guidance will be issued by the TRG.
For more information, please visit
www.ifrs.org/Alerts/ProjectUpdate/Pages/FASB-and-IASBannounce-the-formation-of-Joint-Transition-ResourceGroup-for-Revenue-Recognition-June-2014.aspx

IASB Publishes ED Investment
Entities – Applying the
Consolidation Exception
The proposed amendments to IFRS 10 Consolidated
Financial Statements and IAS 28 Investments in Associates
and Joint Ventures are designed to clarify three issues about
the application of the requirement for investment entities to
measure subsidiaries at fair value instead of consolidating
them. The deadline for submission of comments to IASB for
this ED is 15 September 2014.
For more information, please visit
www.ifrs.org/Alerts/Publication/Pages/ExposureDraft-Investment-Entities-Applying-the-ConsolidationException-June-2014.aspx
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IASB Update on the
Disclosure Initiative
The Disclosure Initiative is a portfolio of projects designed
to improve the quality of information provided in financial
reports. These projects include:
(1) Principles of Disclosure project whose aim is to replace
IAS 1, IAS 7 and IAS 8;
(2) Targeted improvements to disclosure requirements, and
(3) Defining, interpreting and applied materiality.
For more information, please visit
www.ifrs.org/Alerts/ProjectUpdate/Pages/
Update-on-the-Disclosure-Initiative-June-2014.aspx

AUDITING AND ASSURANCE

IAASB Notes Progress toward a
Single, Robust Language for Audit
IAASB is pleased to note that the number of jurisdictions
using, or committed to using, the clarified International
Standards on Auditing (ISAs) has passed 100 – marking an
important achievement in global convergence.
For more information, please visit
www.ifac.org/news-events/2014-05/iaasb-notesprogress-toward-single-robust-language-audit

REGULATORY

Singapore-Listed Companies to
Embrace Full Convergence with IFRS
in 2018
ASC and SGX announced that Singapore-incorporated
companies listed on Singapore Exchange will apply a new
financial reporting framework identical to the IFRS in 2018.
For more information, please visit
www.asc.gov.sg/news/press_release_29052014.html

ACRA Issues PD No. 3 of 2014
ACRA issues Practice Direction (PD) No. 3 of 2014:
Clarifications on Procedures for Applications under Sections
23(2), 29(1), 29(2), 29(4), 200(3), 201(14), 202, 373(5) and
373(7) of the Companies Act, Chapter 50, on 23 May 2014.
For more information, please visit
www.acra.gov.sg/components/templates/newsDetails.
aspx?id=71e29b0e-7a16-49d8-8cf3-a10af8975afb
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Accountants:

Held to Higher Moral and Ethical Standards

by

Lim Ai Leen

I
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magine you are having lunch and
across the table, two colleagues
of yours are talking about your
organisation’s potential violation
of workplace safety regulations at a
construction site. Their conversation
is within your earshot. You are
the company’s accountant and
understand the grave consequences
the potential violation may bring.
What do you do? Is walking away
an option?
Besides relying on your moral
compass, global ethics standards can
provide guiding principles to aid you
in resolving such a dilemma.
Currently, the International
Ethics Standards Board for
Accountants (International Ethics
Board) is engaging regulators, the
profession, company directors
and other stakeholders around the
world on controversial proposed
revisions to the International Code of
Ethics for Professional Accountants
(International Ethics Code) which
mandates that accountants should
not turn a blind eye to a suspected
non-compliance with laws or
regulations (NOCLAR) that comes to
their attention. This is regardless of
whether the suspected NOCLAR has
an impact on the financial statements
of the company where the illegal act
was committed.
Singapore seeks to mirror closely
its code of ethics for professional
accountants to the International
Ethics Code. It is likely any revisions

to it will be adopted in Singapore,
thus impacting professional
accountants here. Therefore, the
global developments underway are
worth paying heed to.
Under the proposal, it does not
mean that professional accountants
will end up whistleblowing all
NOCLARs. The current thinking of
the International Ethics Board is that
if a suspected NOCLAR comes to the
attention of a professional accountant,
he should first seek to understand the
nature of the potential breach and the
gravity of the potential consequences
to his organisation (or his client if the
professional accountant is providing
service to a client) or others.
The professional accountant
should then confirm his
understanding and pursue the
matter with the management of
his organisation or his client. If
the response is not appropriate, he
should escalate the matter to higher
management levels and also involve
those charged with governance
(TCWG) if the response is still not
acceptable. TCWG would be the board
of directors and in the case of
a listed company, would also
include the audit committee.
However, the professional
The current thinking of the
accountant’s responsibility
International Ethics Board is
does not end there. According
that if a suspected NOCLAR
to the proposal by the
International Ethics
comes to the attention of
Board, should he decide
a professional accountant,
that the matter could have
he should first seek to
significant consequences
understand
the nature of
for his organisation or his
the
potential
breach and
client or others, he has to
the gravity of the potential
evaluate whether TCWG
consequences to his
have taken appropriate
actions to address the issue,
organisation (or his client
including whether the
if the professional
matter has been adequately
accountant is providing
reported to a relevant
service to a client) or others.
authority (for example, a law
enforcement agency).
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On this note, the International
Ethics Board has also recently
organised a series of regional
roundtables to seek feedback on
whether the accountant should breach
confidentiality and be expected to
whistleblow the matter directly to the
relevant authority if he finds that it
has not been adequately addressed.

Actions and dilemmas
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of a major financial fraud, it is
becoming harder to convince the
public (for example, investors) of any
justification for turning a blind eye.
Under this alternative approach,
the International Ethics Board is
suggesting that whistleblowing to an
external authority should perhaps not
be the focus. The focus should be on
the process in which a professional
accountant has to go through in
understanding the potential NOCLAR,
confirming his understanding with
the management, escalating it to
TCWG if need be and evaluating
the adequacy of the TCWG’s
remedial action.

Photo Shutterstock

Accountants generally want to do
the right thing, including escalating
significant issues to TCWG and to
an authority. However, in the real
world, whistleblowing often creates
a dilemma not just for an accountant
but for any persons, and their
concerns are understandable. Firstly,
any whistleblower has to grapple
with the dilemma of wanting to do
the right thing while fearing personal
reprisal and potentially implicating
his loved ones. Such fears include risk
of physical harm, unfair dismissal and
being sued for reporting a matter that
turns out not to be true.
Secondly, there is the concern
about whether there exists an
effective legal framework for the
protection of whistleblowers. Lastly,
there may also be the question of
whether management or even the
relevant law enforcement agency can
be trusted.
Cynics will describe the
professional accountant’s proposed
new responsibility as, for lack of a
better word, intrusive. Why should
he be made responsible for checking
on whether or not TCWG reports
NOCLAR?
Nonetheless, proponents of the
proposed revised code think that
professional accountants should be
made responsible because they
belong to a profession that serves
the public interest.
James M. Sylph, Executive Director
of Professional Standards and
External Relations at the International
Federation of Accountants (IFAC), led
one of the International Ethics Board’s
roundtables in Hong Kong in May to

further deliberate the proposals.
At the roundtable, which
was attended by a wide range of
stakeholders including the Accounting
and Corporate Regulatory Authority
and Institute of Singapore Chartered
Accountants (ISCA), he posed a
difficult challenge to participants.
“Would wilfully ignoring
suspected NOCLARs, particularly
those that are of significance to the
public interest, be tantamount to
not living up to the public’s high
expectation of the profession to act in
the public interest? Is there a growing
belief among regulators that retaining
the status quo is eroding public trust
in the profession?”
As a result of significant concerns
raised by various stakeholders
globally, the International Ethics
Board has introduced, for debate,
a new “watered-down” alternative
approach to the original proposal in
2012. The original proposal actually
made it mandatory for professional
accountants to whistleblow suspected
and actual illegal acts that are of the
public interest (for example, serious
crimes endangering public safety) if
TCWG did not adequately address
the matters.
The alternative approach may
be more palatable compared to the
original proposal in that it gives
professional accountants the right
but do not require or expect them
to report NOCLAR to an external
authority. Provided that the
professional accountant reports
in good faith and as long as such
disclosure is not prohibited by laws
or regulations, he is permitted to
override confidentiality.
One thing is for sure. The
International Ethics Board believes
that public expectations of the role
of professional accountants are
changing, and the profession must
be cognisant of not eroding the
trust of the public. If a professional
accountant suspects that a NOCLAR
has been committed or is about to
be committed such as in the case
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Accountants generally want
to do the right thing, including
escalating significant issues
to TCWG and to an authority.
However, in the real world,
whistleblowing often creates
a dilemma not just for
an accountant but for any
persons, and their concerns
are understandable.

This is because it is expected
that the great majority of TCWG will
want to know about any NOCLAR,
and will want to do the right thing to
remediate the matter. The internal
escalation process would, arguably,
bring the most significant NOCLARs
to light and be properly dealt with
at the TCWG level, without needing
escalation to an authority. This is
certainly true in Singapore. Given
our strong corporate governance
environment, those NOCLARs that
come to light have a very high chance
of being investigated and addressed
by TCWG, especially those with grave
consequences. It would therefore be

reasonable to expect this alternative
approach to receive less opposition by
professional accountants in Singapore.

Other issues of concern

Some participants at the Hong Kong
roundtable have raised some
concerns even with this “watereddown” alternative approach.
These concerns include the risk
of professional accountants being
perceived as “informants” and may
result in employers preferring to hire
accountants who are not members
of professional bodies. Other
participants have raised concerns
about potentially impeding the free

flow of information which auditors
and auditees currently enjoy.
Participants have also asked
the International Ethics Board
to review certain concepts in the
proposal that are not easy to apply in
practice. There is the need to exercise
significant professional judgement
in determining what “significant
consequences” are, what the matters
considered to be of the public interest
are, and what if the matters are not in
the professional accountants’ areas
of expertise.
At the Hong Kong roundtable, the
Interim Chair of the International
Ethics Board and Chair of ISCA’s
Ethics Committee, Kwok Wui San,
empathised with the participants’
concerns – both for and against – and
assured them that their comments,
along with those at the roundtables
in Brussels and Washington DC,
will be considered carefully when
redrafting the exposure draft. He
revealed that there will be revisions
to the upcoming exposure draft on
this topic. He also added that “the
International Ethics Board commits
to working towards a balanced
approach. It will, however, be totally
unacceptable for a re-exposed draft to
be rejected on grounds of wanting the
status quo”.
The message is very clear. The
revisions are here to stay, it is
the extent of the revisions that is
uncertain for now. ISCA

Lim Ai Leen is Executive Director, Technical
Knowledge Centre and Quality Assurance,
ISCA. An edited version of this article was
first published in CFO Innovation Asia on
27 June 2014.
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Use Current and Expanded Auditing Tools

by

Dr Barry Jay
Epstein

F

1

Auditors’ efforts to side-step the duty to find fraudulent reporting
practices include the decades-long refusal to even use the word
“fraud” in auditing standards, instead invoking the more ambiguous
term, “irregularities”. Only in recent decades have standards
forthrightly addressed financial reporting fraud and, in response to
demands from the user communities, expanded the obligation to plan
and conduct audits to control, at a low level, the risk of undetected
fraud having material impact on the financial statements. Earnings
management falls within the definition of financial reporting fraud.
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In general, the use of what
are called analytical auditing
procedures – required in
both the planning and final
review stages of every audit,
and optional for use in the
substantive testing phase –
provide a powerful tool for the
uncovering of a wide range
of fraud schemes, and for
assessing the existence and
impact of deteriorating quality
of earnings.
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inance and investment
professionals have long spoken
of “quality of earnings”, a
phrase generally defined in terms
of accounting conservatism and the
replicability of reported earnings –
that is, that current reported profit has
not been driven by non-recurring onetime events or accounting gimmicks.
However, in actual practice, obtaining
valid information by which to assess
quality of earnings has not been
easy. The reporting entity’s financial
statements, including informative
disclosures (also called footnotes),
are the best place, and sometimes the
only place, to begin the analysis. But
because of the high-level aggregation
of information presented, various
aberrations and anomalies, including
the effects of financial reporting fraud,
they may temporarily be hidden from
the outside observers’ view. Indeed,
auditors have long sought to avoid

responsibility for the detection of
fraud, and have attempted to educate
users of financial statements to their
limited role, even as professional
auditing standards have slowly
ratcheted up the obligation to do so.1
However, even if the obligation to
opine runs only to the consolidated
financial statements, the auditors, if
properly applying generally accepted
auditing standards (which are quite
consistent under varying regimes
worldwide), should be able to detect
anomalies and distortions from
their analytical and other auditing
procedures, if these procedures
are applied to disaggregated
accounting data. The odds of detecting
manipulations are even further
enhanced if forensic-type auditing

August 2014

57

Technical Excellence
Auditing Tools and Quality

procedures are employed, as can be
done even in the context of routine
annual audits.

Using sophisticated
auditing tools
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It is in the detailed data that fraud will
normally be identified, other than those
instances (WorldCom was one example)
where the effects of fraud were so
enormous as to be visible, ultimately, even
in the highly aggregated consolidated
financial statements. In other words,
attention to disaggregated financial
statement data is necessary if financial
reporting fraud is to be more frequently
uncovered, and if earnings management
attempts are to be detected.
identified, other than those instances
(WorldCom was one example) where
the effects of fraud were so enormous
as to be visible, ultimately, even in
the highly aggregated consolidated
financial statements. In other words,
attention to disaggregated financial
statement data is necessary if financial
reporting fraud is to be more frequently
uncovered, and if earnings management
attempts are to be detected.
If auditors were to apply standard
audit and forensic-like tools, including
more highly developed analytical
methods, to disaggregated company
information, this would serve two
purposes. First, it would make the
certified audit more meaningful and
more likely to comply with both the
letter and the spirit of the definition
of an independent examination. And,
second, it would contribute to the
reporting of better information to
stakeholders, including that which

would provide insights into quality of
earnings, because once uncovered by
the auditors, there would be enhanced
pressure on management to provide
clearer, expanded discussions in the
financial statements and in corollary
information, such as the management
discussion required for public
company filings and increasingly
used even by private companies
for reporting to lenders and other
interested parties.

Uncovering fraud,
detecting manipulations

In general, the use of what are called
analytical auditing procedures –
required in both the planning and
final review stages of every audit, and
optional for use in the substantive
testing phase – provide a powerful
tool for the uncovering of a wide
range of fraud schemes, and for
assessing the existence and impact
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Although accountants and auditors are
renowned as “numbers people”, they
surprisingly have often resisted the
use of sophisticated quantitative tools,
such as the application of statistical
methods, to audit sampling; models to
predict insolvency for making going
concern evaluations, and analytical
procedures more involved than the
simplistic “last year vs this year”
comparisons that are commonly seen.
However, the more knowledgeable and
adroit auditors have employed such
devices, and auditors practising in the
sub-field of forensic accounting are
commonly more adept at the use of
such tools, including use of the Altman
Z-score model for predicting near-term
insolvency, regression analyses to
detect monthly or quarterly anomalies
possibly caused by revenue recognition
frauds such as channel stuffing, and
variance analyses to corroborate
or refute management assertions
regarding the effects of changes in
product mix.
One area not yet fully exploited
is that pertaining to assessment of
quality of earnings, although this
seemingly would fit nicely into the
auditors’ toolkit when evaluating
management integrity, aggressiveness
of accounting policies selected, and
risk of financial reporting fraud.
Although auditors normally opine on
the financial statements taken as a
whole, and not on specific accounts
or transactions, clearly they must
examine – on only a test basis, of
course – detailed transactions, and
they must furthermore have access
to the reporting entity’s books and
records, thus facilitating drawingdown detailed information on, say,
sales of a given product, or those made
from a given location, or those made to
a given customer. It is in the detailed
data that fraud will normally be

of deteriorating quality of earnings.
For example, if the reporting entity
changed the accounting method being
used for a given class of transactions
in the current year, the auditors’ use
of variance analysis to break down
the “last year vs this year” number
according to underlying cause – for
example, price change, volume change,
product mix change, and effect of
change in accounting principles
employed – this could provide analysts
and others with actual evidence of the
earnings quality effects.
A model developed by Professor
Messod Beneish over a decade ago
may also be highly useful for assessing
quality of earnings.2 It uses eight
indices derived from the company’s
accounting records for the current
2

Messod D. Beneish, “Earnings Management: A Perspective”,
Managerial Finance, Vol. 27, Issue 12 (April 2001), pp. 3-17
3
Many now-accepted standard auditing practices, such as observation
of inventories and confirmation of customer receivables, were only
added to auditors’ repertoire of mandatory procedures in response to
major financial reporting frauds.

and immediate prior years, which
are combined into a linear model
which results in a numerical score,
much as the famous Altman model
computes a Z-value, using a variant
of regression called discriminant
analysis, separating companies likely
to face insolvency in the near term
from those which do not. The Beneish
model computes what is called the
M-score by applying another derivative
of regression modelling known as
probit analysis, the end result of which
is an admittedly imperfect indicator
of the risk of manipulation present
in the financial statements, based on
characteristics pertaining to rapid
growth, deteriorating fundamentals,
and use of aggressive accounting
methods, which are not only germane
to fraud risk, but to quality of earnings
concerns as well.
There are other techniques
for assessing fraudulent financial

reporting risk and its close cousin,
deteriorating quality of earnings.
One, Benford’s Law – which relies
upon the non-intuitive distribution
of first digits in a series of numbers,
such as dollar amounts of invoices
presumptively issued to customers
– has been used increasingly by both
auditors and forensic investigators
with good results. Currently, the US
Securities and Exchange Commission
(SEC) is working on developing a
fraudulent reporting model that would
identify “red flags” in company filings
suggesting possible manipulations and
thus the need for closer examination
by SEC staff. Presumably this model,
if and when completed, will find its
way into the public domain as well.
Private sector financial analysts
and some academicians have also
developed variations on these “redflag” warning devices to single out
financial reports having attributes of
possible manipulation.
Little or none of these efforts
have been tracked adequately by the
auditing profession, which is thereby
missing the chance to apply “cuttingedge” tools to financial statement
examinations. In the cat-and-mouse
game that is carried out between
managements intent on committing
financial reporting irregularities and
their companies’ auditors, the auditors
can ill afford to be constantly playing
catch-up, but history demonstrates
that such has most often been the
case.3 If the auditing profession were
to seek to collaborate with other
interested groups, including financial
analysts and regulatory bodies, this
could increase the likelihood that
future developments will further
all of their respective objectives.
If properly constructed, new or
enhanced analytical tools might well
usefully accommodate all their
myriad needs. ISCA
Barry Jay Epstein, PhD, CPA , CFF is a
Principal at Cendrowski Corporate Advisors
(www.cca-advisors.com) and the co-author
of Wiley GAAP 2010, Wiley IFRS 2010, Wiley
IFRS Policies and Procedures, the WG&L
Handbook of Accounting and Auditing, and
other books.
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DON’S COLU M N

Exposure Draft:
Reporting on
Audited Financial
Statements

Clarification or Confusion?

by

Goh Kia Hong

A

cross the world, changes have
either been made or are in
the process of being made to
the auditor’s report due to users’
criticisms on the lack of relevance
or insight provided by the Pass/Fail
model of the report. Major accounting
standard-setters and regulators in
the world are in agreement that an
expanded auditor’s report is required
to enhance the informational value to
users by highlighting matters that are
of most significance to the audit of an
entity’s financial statements.
The International Auditing and
Assurance Standards Board (IAASB)
issued an exposure draft (ED) on
enhanced auditor reporting in July 2013.
Comments for IAASB’s ED were
solicited and the new and revised
standards on auditor reporting are
expected to be issued in the second
half of 2014. While the industry largely
supports enhanced reporting by
auditors, there were disparate views
as to how such reporting can be made
without causing confusion among
60
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the users of financial statements. The
communication of key audit matters
(KAM) and the need to comment about
the going concern of the entity in a
separate section of the auditor’s report
can pose an application challenge for
both the auditor and management.

KEY AUDIT MATTERS:
MATTERS FOR CONSIDERATION
Determining KAM
Paragraph 8 of the new ISA 701
provides the following guidance in
determining KAM:

ISA 701
8. The auditor shall determine which
of the matters communicated with
those charged with governance are
the key audit matters. In making
this determination, the auditor
shall take into account areas of
significant auditor attention in
performing the audit, including:
(Ref: Para. A1–A14, A24)
(a) Areas identified as significant
risks in accordance with
ISA 315 (Revised) or involving
significant auditor judgement.
(Ref: Para. A15–A19)
(b) Areas in which the auditor
encountered significant
difficulty during the audit,
including with respect
to obtaining sufficient
appropriate audit evidence.
(Ref: Para. A20–A21)

(c) Circumstances that required
significant modification of the
auditor’s planned approach
to the audit, including as a
result of the identification
of a significant deficiency in
internal control. (Ref: Para.
A22–A23)

Based on the above, identifying
KAM for disclosure should not be an
issue, but it is also precisely this that
some respondents have concerns with
as it might lead to over-reporting
of KAM and cause confusion among
users. Management and those charged
with governance (TCWG) may have
concerns over certain KAM which
could be sensitive for disclosure or
convey a misconception of failure in
governance in the entity. This would
lead to protracted debates among the
auditor, management and TCWG, and
the fear that over time, would lead to
another boilerplate auditor’s report.
Some respondents are of the view
that paragraphs (b) and (c) seek to
expand the identification of potential
matters for KAM disclosure when it
should not be the case. The view is
that any area in which the auditor
encounters significant difficulty

s
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Going concern reporting is a
matter that needs to be first
addressed in the financial
reporting framework, before
being dealt with in the
auditor’s report. Insisting
on a mandatory audit
comment on going concern
may be viewed that the
auditor’s obligation exceeds
that of the obligation on
management and those
charged with governance in
opining on this matter.
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or in which the audit plan requires
significant modification need not
necessarily be of significant risk,
and they would have been ultimately
resolved before the auditor issues his
audit opinion. Otherwise, this would
be a case of limitation of scope which
will lead to a disclaimer of opinion if it
has material financial impact.
Some respondents have also
expressed concerns over the
reporting of significant deficiencies in
internal control under paragraph (c).
Requiring the auditor to report on
such deficiencies as a KAM may
cause the auditor to disclose original
information. The auditor may risk
divulging information which is
particularly sensitive to the company.
Removing paragraphs (b) and (c)
will align IAASB’s concept of KAM to
those of the EU and UK which require
more restrictive reporting to those
“most significant assessed risks of
material misstatements”.

Guidance on matters
“of most significance”

1

2

Comment letter from CPAB, 22 November 2013
Joint comment letter from CSOEC and CNCC, 21 November 2013
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Many respondents have expressed
concern that the lack of guidance may
result in inconsistent disclosure by
auditors in the initial years. Their
fear is that over time, directors
and management are expected to
be engaged in protracted debates
with their auditors over language
use and what is to be included as
KAM, resulting in generic boilerplate
disclosures. Interestingly, France has,
since 2003, a similar requirement
which requires auditors to report
“justifications of assessments”.
According to France’s National
Accountancy Body (CSOEC) and
National Institute of Statutory
Auditors (CNCC), the auditor’s report
has become increasingly homogeneous
over time. 2 In spite of that, they have
commented that their system of
reporting has proven to be useful.
Many respondents have also

expressed concern that users will be
confused by the difference between
KAM and emphasis-of-matter (EOM)
and other-matter (OM) paragraphs
as there is presently nothing in their
respective titles to distinguish the
two sections.

Framework on reporting
on KAM

Several respondents have commented
that ISA 701 provides too much
flexibility as to what should be
included in the descriptions
of individual KAM. In the four
illustrations provided, only three
provide overviews of the audit
procedures performed. Of the three,
only two provide some indication of
outcomes of the auditor’s procedures.
Users may be confused as to why
only certain audit procedures are
mentioned in a KAM and may be left
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ISA 701.7 defines KAM as those
matters that, in the auditor’s
professional judgement, are of most
significance in the audit of the
financial statements. The concept of
“of most significance” will be
challenging to apply in practice,
despite ISA 701.A2 guidance on “an
objective analysis of the facts and
circumstances”. Many respondents
have called for more guidance on
what constitutes areas “of most
significance” in an audit.
Regulators such as the Canadian
Public Accountability Board (CPAB)
have noted from inspections that
auditors often struggle with the
identification of significant risks.1
The nature and number of risks being
identified are notably inconsistent
among auditors. Without a definition
of “significance”, comparability between
entities may become unfeasible.

s
The new and revised IAASB
standards will bring about
substantial changes on how
auditors contemplate and
approach communication with
users of their reports. The
current boilerplate auditor’s
opinion falls short in terms of
providing useful information on
the significant risks associated
with the business of the entity.

entity’s ability to continue as a going
concern”, many respondents view
such a statement as unnecessary.
By including a caveat only on going
concern and not on other parts of the
auditor’s report may cause users to
place undue reliance on other aspects
of the audit. In particular, they may
get a wrong impression that the
level of assurance on the financial
statements is absolute.
It is worthy to note that there
is no similar requirement for going
concern reporting in the US’s
version of exposure drafts on
auditor reporting.

CONCLUSION

guessing why no audit procedure
is disclosed for another KAM.
Inconsistency in disclosures of audit
procedures and their outcomes may
create confusion for users.
Many respondents have also
expressed concern on the specific
phraseology used in the illustrations.
The choice of words used, such as
“challenged management’s rationale”,
may inadvertently decrease users’
level of confidence in financial
statements. In addition, some of the
words used, such as “we conclude”
and “we did not find evidence”,
can create a false impression that
piecemeal opinion is being issued for
each matter.

GOING CONCERN REPORTING:
A MAJOR CONCERN
Many respondents have commented
that boilerplate statements on going

concern will be of limited value to
users and can potentially increase
expectation gaps. The proposed
statements are confusing and are
open to misinterpretation by lessinformed users.
Going concern reporting is
a matter that needs to be first
addressed in the financial reporting
framework, before being dealt with
in the auditor’s report. Insisting on a
mandatory audit comment on going
concern may be viewed that the
auditor’s obligation exceeds that of
the obligation on management and
TCWG in opining on this matter. The
general feedback is that the extant
ISA 570 on reporting going concern
issues by exceptions is serving its
purpose well.
On the proposed explicit
statement, “neither management
nor the auditor can guarantee the

The new and revised IAASB
standards will bring about
substantial changes on how
auditors contemplate and approach
communication with users of their
reports. The current boilerplate
auditor’s opinion falls short in terms
of providing useful information on
the significant risks associated with
the business of the entity. However,
one must be mindful that providing
too much information especially
in the auditor’s report can create
undesirable anxiety to users who
may not be so familiar with how
the accounting and auditor world
works. It may bring about changed
behaviour on how management and
TCWG view this enhanced reporting
by their auditors. As is often the
case, the hard work starts when one
applies theory to practice.
Auditors would do well to start
thinking about how they can explain
this new enhanced auditor reporting
to their clients and TCWG to allay
any fears arising from greater
transparency in reporting. ISCA
Goh Kia Hong is a lecturer of auditing
at Nanyang Business School, Nanyang
Technological University. He was previously
an audit partner of a public accounting firm.
He is currently a member of ISCA’s Auditing
and Assurance Standards Committee.
The writer would like to thank Associate
Professor Premila Gowri Shankar of NTU for
her valuable input to this article.
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Core Auditing
Standards for
Practitioners

The market approach aims to
establish the value of a company
based on how similar firms are priced
on the stock exchange or through
company transactions. Using the
market approach, price-related
indicators such as price to earnings,
sales and book values are utilised.
The book bridges the gap that exists
between what is taught in academia
and what is actually put into practice
in the “real world”.

QUIZ

A comprehensive practical and
theoretical guide to the key ISAs that
underpin audit methodologies and
the recently-revised ISAs that cause
practitioners the most concern, the
book provides key examples of critical
ISAs in practice, as well as the tools
for auditors to change the way they
do things.

Jean-Paul Louisot,
Christopher H. Ketcham
ISBN13: 978-1-118-53952-1
S$143.33 including GST

The introduction of the ISO 31000
ERM framework has kickstarted
efforts to standardise ERM practices.
Leveraging international cases studies
illustrating ERM best practices,
the book helps risk management
practitioners grasp the scope of the
ERM project and its challenges.
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In “Getting to the Heart
of the Matter”, the CFO’s
role has evolved from
managing largely finances,
treasury and accounting to
include risk management,
strategic development and
corporate management.
A True

B Maybe

C False

2

ERM – Enterprise
Risk Management
Issues and Cases

Congratulations
Winners of the
JuLY 2014 quiz:

Stand to win the book of
your choice! Simply email
your answers to the quiz
questions to comms@isca.
org.sg by 15 August 2014.
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the book you’re interested in.

Katharine Bagshaw,
John Selwood
ISBN13: 978-1-118-70711-1
S$96.25 including GST

Valuation: The
Market Approach
Seth Bernstrom
ISBN13: 978-1-118-90392-6
S$102.67 including GST
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Prizes Up
for Grabs

In “Big or Small Data”,
analytics helps companies
gain insights into their
data by:
a Serving principally as a
reporting tool
b Helping them understand
what happened and why
c Organising the data to save
on storage
d Detecting patterns and
predicting trends

A a only
C a and c only

B b only
D b and d only

3

In “Crossing Borders”,
companies which are
Singapore tax residents
and looking to extend their
footprint beyond Singapore
should be mindful of any double
tax agreement Singapore has
with the country they are
venturing into.
A True

B Maybe

C False
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