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Official Opening of ISCA House
with Guest-of-Honour Josephine Teo
Senior Minister of State for
Finance and Transport
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ISCA PRE-BUDGET ROUNDTABLE
with Jessica Tan, Chairman, Government Parliamentary
Committee, Finance and Trade & Industry

PRESIDENT’S MESSAGE

One big stride
for the profession
One giant leap
for the Institute
Dear members,
I am pleased to welcome you to the
brand new ISCA House – your new
home in the city. Our move to the heart
of Singapore’s financial and commercial
centre is a significant milestone in the
Institute’s transformation towards
becoming a leading global accountancy
hub, and underscores our commitment
to continually add value to our members,
the profession and the wider community.
Ramping up the momentum from
the Institute’s 50th anniversary and
rebranding last year, our re-location is a
“giant leap” on several levels – it brings
us closer to our members, many of whom
work in the business district, and the
organisations and agencies with which
we have a symbiotic relationship.

Symbolically, having ISCA House
in the CBD advances our identity as
a national accountancy body that is
dynamic, resolute and driven, ready to
steer the profession towards attaining
international standing. This “giant leap”
for the Institute is a “big stride” for the
profession, and this was acknowledged
by Senior Minister of State for Finance
and Transport Josephine Teo, the guestof-honour at the official opening of ISCA
House on January 16. In her speech, she
commended the Institute on its foresight
as our new address not only brings us
closer to our members, it clearly signals
ISCA’s readiness to play its part in the
growth of the financial services sector
as we assume a strategic role to drive

the development of the accountancy
profession. Read about our “giant leap”
in the cover story “Stepping Out,
Reaching Up”.
We are striding ahead with our
transformation – expanding the
career pathways for our members
and contributing to the growth of the
profession and to Singapore through
two recent MOUs. The MOU with ICAEW
extends the portability of ISCA members
as it allows qualified members to attain
ICAEW’s highly-regarded Associate
Chartered Accountant designation.
The second MOU marks the formal
collaboration with ACRA to increase
the breadth and depth of the financial
reporting surveillance regime. This
collaboration will strengthen the
financial reporting eco-system and
enhance Singapore’s position as a
reputable global financial hub.
The Institute has also been
contributing to Singapore in other
ways. Read about the highlights of the
ISCA Pre-Budget Roundtable, an annual
platform for industry leaders to share
their thoughts on key issues that could be
considered for Singapore Budget 2014.
ISCA, as the voice of the profession,
has submitted the key points to the
government for consideration.
As the business landscape becomes
more competitive, it is important to
keep in touch with what is happening in
the broader business and accountancy
landscape. In this issue, we stride
through Asia and the progress of
different nations’ GST implementation,
walk through India’s taxation system and
see the pace pick up in Myanmar. There
are also various technical articles that are
directly relevant to your work.
With your continued support, ISCA
House can be the nexus of the profession
as we confidently step forward in our
continuous transformation efforts to
realise our vision.

Ernest Kan
FCA (Singapore), PBM

president@isca.org.sg
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Scaling up on
International
Taxation at SIATP

The networking session with the Taipei City Tax Attorney Association (TCTAA)
delegates was hosted by SIATP Chairman and ISCA President Dr Ernest Kan
(seated, 3rd from left); with him were his counterpart Charles Chen (seated, 4th
from left), delegates from TCTAA and ISCA COO Goh Puay Cheh (seated, 1st
from right).

S

IATP continued to scale up
in the area of international
taxation for the benefit of
accredited tax professionals,
through collaborations with various
industry partners.
In a recent technical discussion,
Accredited Tax Advisor (Income Tax)
Rohan Solapurkar, Partner, Deloitte
Singapore, cast light on various
tax issues to note in order to gain
an effective foothold in India. With
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participants from multinational
corporations and consultancies
interjecting with questions and
Mr Rohan’s no-holds barred insights,
everyone gave the fruitful session a
thumbs-up.
Further promoting tax excellence
in the area of international taxation,
SIATP supported business information
publisher CCH’s annual conference,
where SIATP Board member Simon
Poh delivered the keynote address

centring on various aspects of
Permanent Establishments. The other
speakers comprised largely Accredited
Tax Advisors.
Last but certainly not least,
SIATP hosted a delegation from the
Taipei City Tax Attorney Association.
In an open discussion led by SIATP
Chairman Dr Ernest Kan and his
counterpart Charles Chen, the tax
scene in both countries was discussed.
For more information on how
you too can seek greater clarity and
priority access to tax insights, visit
www.siatp.org.sg today and sign up to
be an accredited tax professional.

join us for this fun-filled event
as a finale to our 50th anniversary Celebration,
let us come together in a big way to support a worthwhile cause!
all funds raised will aid in funding therapeutic and social activities for visually impaired
persons under its “white cane club”, and daily administrative & operation costs.

www.iscarun.sg
organised by:

beneficiary:

In Tune
ISCA NEWs

New, Customised
Audit Training
Programme for
SMPs

A
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seniors, who themselves may not
have received proper training in
the first place. This can be a major
issue for the profession, especially if
knowledge is incorrectly imparted.
If this potential problem is not
addressed, over time, the quality
of engagements of the SMPs will
be affected.
After assessing the various
courses available in the market,
ISCA concluded that they were not
targeted at the right competency
level of professional staff. Some
of the existing courses packed in
audit partners along with audit staff
and would not be able to meet the
learning objectives of these different
groups of participants in the same
course. As the tasks and scope of
work of each professional staff level
are different, a course will lose its
effectiveness if it tries to meet the
needs of all staff levels at the same
time. The ideal course should be
comprehensive, practical and most

importantly, targeted at the right
level of professional staff. It was with
these three characteristics in mind
that ISCA decided to develop the
PAW programme.
The PAW programme is a
comprehensive audit training
programme developed to help
improve audit quality and enhance
the technical capabilities of SMPs.
The modules are highly customised to
meet the needs of audit professionals
at different levels of proficiency, and
emphasis on knowledge application
is the key differentiating factor of
each module.
Together with the course
developer, ISCA successfully
completed the pilot programme
“PAW–AWP 1” for level 1 last year
and will officially launch the course
this year together with the pilots for
the next two levels targeting audit
seniors, managers and partners.
Lim Ai Leen, Executive Director,
Technical Knowledge Centre and

Photo shutterstock

s the national
accountancy body, ISCA is
committed to deepening
the expertise of the
profession and constantly steps
forward to assess the needs of its
members. Acting on industry trends
and member feedback, the Institute
has been rolling out various industry
development initiatives to help build
the capacity and capability of the
accounting profession.
One such initiative is the Practical
Audit Workshop (PAW) programme
which ISCA has developed following
feedback from members about the
need for practical audit training
for staff in small and medium-sized
practices (SMPs).
The Institute understands the
importance of having well-trained
staff as it indicates the difference
between a poorly-conducted
engagement which will create risk
to the public accountant, and a wellcompleted one. SMPs do not have
the luxury of resources and time to
create training materials to train
their staff. Their training, if any, is
largely informal and done on the job.
While this is practical and useful,
it lacks structure and may not be
comprehensive. Furthermore, the
effectiveness of the training is very
much dependent on the audit partner
or manager and in some cases, audit

that both the need and duration
of physical training courses would
shrink accordingly. The frequency
of courses will likely go up, and staff
can e-learn about 70% to 80% of the
entire course, with the remainder
done through face-to-face sharing
sessions with their own firm’s partners
or external facilitators in relation to
case studies and practical application
challenges. More importantly, the
course fees will drop as expert
presenters are engaged for a shorter
time, and venue rental is cut back.
We want to eventually provide a
world-class training experience to
our SMPs at more affordable fees.”
The PAW programme will take
place in different phases over the
2013 to 2015 period, and will not
be limited to SMPs in Singapore.
Once the programme is up on the
e-learning platform, ISCA intends
to bring it regional by working
with professional bodies in other
jurisdictions to promote PAW to their
SMPs as well.

Comments on the Pilot Programme
More than 40 participants have undergone the
pilot programme; hear what they say:
Quality Assurance, ISCA, whose
department is responsible for
developing and rolling out the
programme, said, “After the
successful launch of the pilot
programme last year, we aim to
prepare for the next phase to bring
the programme to the next level.
ISCA members, especially those
who are more technologically
savvy, want training to be easily
accessible from wherever they are,
at a time of their choice. Hence, our
Institute will explore capitalising on
technology in the delivery of content
and knowledge by putting PAW on
an e-learning platform. When it is
fully up and running, it will bring
positive changes to the way content
and knowledge are delivered to
ISCA members. Staff training will no
longer be limited by the availability
of physical courses as staff can learn
anytime, anywhere.”
“This does not mean there will
be no physical training at all, but

The PAW-AWP 1 provided detailed and
practical audit guidance for audit assistants.
Attending this workshop will improve their understanding
of the SSA requirements. Audit assistants will also be
able to better appreciate the importance of their work
and their role in the audit engagement.”

Chew Whye Lee
Managing Partner
Chew Whye Lee & Co

The course is more indepth compared to
the one-day seminar I usually attend. A
lot of practical knowledge and cases shared by the
speaker are useful in my professional career.”

Rusmaini

Audit Assistant
Ng Lee & Associates-DFK

I learnt about proper procedures and gained
practical knowledge after attending the
workshop. This has given me a deeper understanding
of my work and is particularly helpful in my daily tasks.
I am looking forward to PAW-AWP 2.”

Lim Wei Chen
Audit Assistant
CA Practice PAC

February 2014
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ISCA Breakfast Talk

WhoWants to be
a Fraud Buster?

O

n 11 December 2013,
over 90 ISCA members
attended the Breakfast
Talk on “Who Wants to be a
Fraud Buster?” The speaker, Nanyang
Technological University Adjunct
Associate Professor SS Sandhu,
shared about how to identify the
tell-tale signs of fraud in companies
using the Fraud Triangle devised
by Dr Donald Cressey. Prof Sandhu

NTU Adjunct Assoc Prof SS Sandhu spoke about identifying the red flags
of corporate fraud using Dr Donald Cressey’s Fraud Triangle.

spoke on why recent
ethical compromises
occurred, the risk
conditions to look out
for, and the top eight
elements that create a
“perfect fraud storm”.
About half of those Participants were actively engaged in the session.
who attended the talk
gave the speaker the thumbs-up for
as he successfully brought the topic to
being very interesting and engaging
life with a good dose of humour.

ISCA Breakfast Talk

Maximising the
Value of Big Data
by Finance and
Accounting
Professionals

O

The Breakfast Talk provided an ideal
platform for interaction among members.

8
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EMC Global Services Senior Solutions Principal Low Chee Juee
shared some of the competitive advantages that big data can
bring to businesses.

n 8 January 2014, over
40 members attended
the Breakfast Talk on
“Maximising the Value of
Big Data by Finance and Accounting
Professionals”. It was conducted by
Low Chee Juee, Senior Solutions
Principal, EMC Global Services, who
shared with ISCA members the latest
strategies and technologies to extract
maximum value from big data.

Mr Low discussed the tremendous
growth in various types of big data
that have proven to transform
businesses, and the benefits that
businesses can reap from having a
concerted big data programme. Most
participants felt that the presentation
was very comprehensive and some
expressed interest in further exploring
the impact of big data, especially in
the fields of Finance and Accounting.

ISCA distinguished Toastmaster Helen Lee presented
a token to Language Evaluator John Sih.

ISCA Mingles

Communicating
Effectively

O

n 17 December 2013,
42 ISCA members, 17 of
whom are also part of ISCA
Toastmasters, attended the
Mingles session on “Communicating
Effectively”.
Two special
OFT PRO AD 12/22/10
5:31
PM ›¶ guests,
1
Michael Wee, past-District Governor,
and John Sih, Language Evaluator,

Past-District Governor Michael Wee spoke about
the Toastmaster Educational Programme.

spoke about the Toastmaster
Educational Programme and language
evaluation respectively.
This session was a light-hearted
mock Toastmaster Meeting with
prepared speeches and project
evaluations. It focused on incorporating
the four elements of vocal variety
C

M

Y

to better deliver a speech, namely pace,
pitch, power and pause. After a short
break, members learnt how to intersperse
a speech with personal experiences so
that it is entertaining and engaging for
the audience. Mr Sih then provided the
language evaluation and shared a few
anecdotes about speech preparation.
CM

MY

CY CMY
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Festive Shopping!

O

breakfast. Reminiscent of
Members were spoilt for choice with the array of
the 1960s in both setup
Chinese New Year and other goodies available.
and food offerings, we
stopover at a confectionery where
tucked into our own choice of local
members were spoilt for choice with
delights such as noodles, prata,
more Chinese New Year offerings.
dim sum and bak kut teh.
To our surprise and delight, the tour
Revitalised by the substantial
guide had arranged for “special”
breakfast, everyone was ready for
stops en route to our final destination
the shopping spree ahead. The first
stop was Layang Layang, where
(shopping mall); we went behind the
there were plenty of snacks such
scenes and saw how noodles and
as tapioca crisps, chips, sweets and
biscuits were made.
Chinese New Year goodies on offer.
With the day coming to an end,
The next stop was a local produce
members gathered at a local restaurant
shop whose shelves were packed to
for a delectable and satisfying eightoverflowing with traditional biscuits
course dinner before heading back
and cakes. We also had a quick
to Singapore.

n Saturday, January 11,
36 ISCA members, along
with their families and
friends, hopped onto a
coach bound for our neighbouring
country, Malaysia, for a day of
shopping, eating and friendly
interaction with fellow members.
Bright and early, members were
already eagerly waiting for their
ride at the two pickup points – the
former CPA House and Jurong East
MRT – before proceeding to the Tuas
Immigration Checkpoint. After the
Malaysia Customs, we were greeted
by our friendly guide, who brought
us to an old-style coffeeshop for

Members Engagement and Events

Calendar of Events 2014

Feb:02

Upcoming Events

12
Feb

ISCA Breakfast Talk
Role of Accounting and Finance
Professionals in M&A Transactions

5
Mar

ISCA Budget 2014 Update and its Tax
Implications:
Impact on Corporate Firms and Individuals

19
Feb

ISCA Mingles
Equities Market Outlook for H1 2014

7
Mar

ISCA Seminar
Increasing Productivity through Technology
with Government Schemes

20
Feb

NUS Accountancy Networking Event
In Collaboration with ISCA

12
Mar

ISCA Breakfast Talk
Forensic Accounting Demystified

19
Mar

ISCA Mingles
Call or Put : How I Learned to Stop Worrying
and Love the Option

29
Mar

ISCA Run
Organised in aid of the Singapore Association
of the Visually Handicapped

Limited spaces are available for each event and they are
on a first-come-first-served basis. Dates and events are
subject to change.

For more details www.iscarun.sg
For more details
http://corp.isca.org.sg/membership/events-calendar
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9
Apr
16
Apr

ISCA Breakfast Talk

ISCA Mingles

Members’ Privileges
FotoHub
10% off digital prints & FotoIdeas services
in-store and 10% off online printing
HARNN
10% discount for purchases of
$100 and above
National Geographic
Up to 42% off bundle and
single subscriptions
The Wine Company
10% savings on dine-in and up to
30% savings on bottled wines for take away
We Need A Hero
20% off first treatment and
10% off all ala carte services and
package purchases
Zalora
10% off storewide with the
Promotional Code ‘ISCA10’
For more details
http://members.isca.org.sg/MemberPrivilege.asp

SAP.indd 2

12/29/10 12:07:43 PM

FOCUS

Opening of ISCA House

Magnus Bocker, CEO,
Singapore Exchange, and
Ong Pang Thye, Head of
Audit, KPMG in Singapore
and ISCA Council Member

Stepping Out,
Reaching Up
Marking a Milestone with Opening of ISCA House

By

Pauline Chee

ISCA President Dr Ernest Kan; Michael Lim, Chairman, Singapore Accountancy Commission;
Arthur Bailey,
Deputy
President,
ICAEW; Mark Billington, Regional Director, South East Asia, ICAEW
12 IS
Chartered
Accountant
and ISCA CEO Lee Fook Chiew

Khoo Ho Tong, Director,
SIATP; Tan Boen Eng,
former President,
ISCA, and Loh Hoon Sun,
MD, Philip Securities

Ho Tuck Chuen, Group CFO, JTC Corporation and ISCA Treasurer;
R Dhinakaran, MD, Jay Gee Group of Companies and ISCA Vice
President; Yeoh Oon Jin, Executive Chairman, PwC and ISCA
Council Member

Chaly Mah, CEO, Deloitte Asia Pacific;
Prof Pang Yang Hoong, Dean, SMU and
ISCA Council Member, and Don Ho, CEO,
Don Ho & Associates

Alan Ross and Yee Fook Hong,
Directors, SIATP

Cheng Ai Phing, Partner, Deloitte Singapore,
and Kok Moi Lre, Partner, PwC Singapore

ISCA CEO Lee Fook Chiew and Chew Choon Seng,
Chairman, Singapore Exchange

Paul Lee, Managing Partner, RSM Chio Lim and
ISCA Council Member; Julia Tay, Asst Chief
Executive (Accountancy and Finance), ACRA,
and Max Loh, Managing Partner for Singapore
and ASEAN, EY and ISCA Council Member

Vincent Lim, Finance Director, Asia Countries, Motorola
Solutions and ISCA Council Member; Max Loh, Managing
Partner for Singapore and ASEAN, EY and ISCA Council
Member; Frankie Chia, Managing Partner, BDO LLP and
ISCA Council Member, with Nagaraj Sivaram (3rd from left),
Deputy Chairman, Accounting Standards Council and Partner,
Assurance Services, EY
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Opening of ISCA House

H

aving
undergone
major
transformation
in the past
year with the
launch of a new
brand name
and identity
last July, ISCA
has continued
to advance
its vision to be a globally recognised
professional accountancy body serving
its members, the profession and wider
community. The official opening of
the Institute’s new office building in
Singapore’s commercial hub on January 16
marked another milestone in this
journey of excellence. Situated at 60
Cecil Street, ISCA House is a six-storey,
standalone building of 28,500 sq ft,
and home to the national accountancy
body and a growing membership of
28,000. The new office location aligns
with ISCA’s strategic direction to be in
the heart of Singapore’s business and
financial district, where the majority of
the Institute’s members work.
ISCA House symbolises a new
national accountancy body, one that is
dynamic, resolute and driven. Inspired
by the ISCA brand identity, its interior
design and furniture were chosen to
reflect the curves of the ISCA logo and
corporate colours. Coming under one
roof for the convenience of our members
are the different departments as well
as facilities and amenities. In addition
to office facilities, the new premises
are envisioned to be a hub for member
activities, with a 100-seat training
room, computer labs, meeting rooms
and a spacious lounge area. The decision
to locate in the city’s business centre
reaffirmed ISCA’s strong dedication
not just to its own members but to the
accountancy sector as a whole. This is
testament to the confidence from the
accountancy community which relies
on the Institute to effectively lead
and support the development of the
accountancy profession in Singapore.
With more than 50 years of serving
members and the accounting profession,
14
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Guests witnessing the
ribbon-cutting ceremony

ISCA retains at its core, a dedication to
help members achieve their professional
aspirations while working closely with
stakeholders to advance the interests
of the accountancy sector. The move
to the new building also laid the
foundation for the Institute’s continued
growth into a globally recognised
professional accountancy body as it
aims to promote the creation of new
values that look towards the future, and
further build brand equity. The ISCA
brand essence “Global Mindset, Asian
Insights” is aligned with ISCA’s goal to
propel the profession towards attaining
international standing while bringing a
unique Asian perspective to the global
accountancy arena.

s
The ISCA brand
essence “Global
Mindset, Asian
Insights” is aligned
with ISCA’s goal to
propel the profession
towards attaining
international
standing while
bringing a unique
Asian perspective
to the global
accountancy arena.

Ribbon-cutting ceremony officiated by Guest-of-Honour Josephine Teo, Senior Minister of State for Finance and Transport

“Dotting the lion’s eyes” at the Lion Dance Performance

February 2014
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Opening of ISCA House

STEPPING INTO THE HEART
OF BUSINESS
The official opening of ISCA House
was graced with the presence of
Guest-of-Honour Josephine Teo, Senior
Minister of State (SMS) for Finance and
Transport, as well as distinguished
guests from the accounting and business
sectors, government stakeholders, our
international counterparts like ICAEW,
and the media.
The ribbon-cutting ceremony
was officiated by the ISCA Executive
Committee and SMS Teo, and witnessed
with pride and approval by all who were
present. Guests were then treated to an
energising Lion Dance performance to
usher in prosperity and good luck.
In his welcome address at the
opening ceremony, Dr Ernest Kan,
President of ISCA, spoke about how ISCA
has continually evolved to keep pace
with the times and remains relevant
16
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to meet the needs of the profession.
The Institute’s new location represents
a significant milestone in ISCA’s
transformation and underscores its
commitment to add value to members,
the profession and wider community.
“ISCA recognises that our members,
being busy professionals, live fast-paced
lives and desire to have their needs
served efficiently and seamlessly,” said
Dr Kan. “This makes ISCA House an
ideal location, being just a stone’s throw
from a number of Big Four accountancy
firms, the Singapore Exchange and
numerous businesses. With ISCA
House, our members can enjoy various
facilities and services under one roof.
We want ISCA House to truly be a home
for the accountancy profession, where
accounting and business professionals
mingle freely.”
Following Dr Kan’s welcome
address, SMS Teo expressed her

congratulations on the opening of
ISCA House and commended the
Institute on its foresight. With its new
location, ISCA brings more convenience
and proximity to all the members
that it aims to serve. Symbolically, its
central business location indicates
its readiness to play its part in the
growth of the financial services
sector, and also assume its rightful,
strategic role in the development of
the accountancy profession. SMS Teo
also touched on another significant
milestone – the rebranding of ISCA –
and acknowledged the hard work of
the leadership and entire ISCA team.
As the national accountancy body,
ISCA will continue to strive to develop
initiatives to strengthen and develop
the accountancy sector and profession.
Enhancing the global portability of
members and its standing on the
international accounting and business

Dr Kan said that ISCA House can truly be a home
for the accountancy profession.

Guest-of-Honour Josephine Teo commended the Institute
on its foresight and acknowledged its rebranding efforts.

ISCA House officially opened by Guest-of-Honour Josephine Teo

s
Dr Ernest Kan, President of
ISCA, spoke about how ISCA has
continually evolved to keep pace
with the times and remains relevant
to meet the needs of the profession.
The Institute’s new location
represents a significant milestone
in ISCA’s transformation and
underscores its commitment to
add value to members, the profession
and wider community.

platforms will also be a core focus
area in the Institute’s pursuit for
global recognition.

EXTENDING ISCA’S REACH
In its quest to work towards
global recognition and reputation,
ISCA will continue to expand its
extensive network of partnerships
with regulatory and international
accountancy bodies. Two Memoranda
of Understanding (MOUs) were
signed as part of the official opening
celebrations. The MOUs, with the
Institute of Chartered Accountants
in England and Wales (ICAEW)
and Accounting and Corporate
Regulatory Authority (ACRA) aim
to enhance the quality of financial
reporting standards in Singapore
and widen the career pathways for
ISCA members.
February 2014
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MOU with ICAEW
The first agreement was signed with
ICAEW to establish a Pathways to
Membership scheme for senior members
of ISCA. This MOU was sealed by ISCA
President Dr Kan and ICAEW Deputy
President Arthur Bailey. Effective from
January this year to December 2015, the
scheme will allow eligible ISCA members
to become an ICAEW Chartered
Accountant. To be eligible, an accounting
professional must be a full ISCA member
of at least five years, be of good standing
and possess relevant post-qualification
working experience in an accounting
and/or business environment. Eligible
ISCA members would have to pass an
Examination of Experience to meet
ICAEW’s admission requirements.
Under the agreement, accounting
professionals in Singapore would be able
to attain ICAEW’s globally recognised
Associate Chartered Accountant, or
ACA designation. ISCA noted that
in the current environment where
business operations are increasingly
globalised, having a globally recognised
accountancy qualification can boost
Singapore accountants’ careers as well
as provide access to thought leadership,
technical updates and a range of career
development programmes.
“The scheme is in line with ISCA’s
vision to be a globally recognised
professional accountancy body, adding
value to our members,” said Dr Kan.
“Members who have both an ISCA and
ICAEW membership would have a
strong competitive edge and greater
career mobility worldwide.”
“The Pathways agreement
between ICAEW and ISCA is a natural
progression of the long-standing
collaboration ICAEW has with the
Singapore accountancy profession. It
not only provides eligible ISCA members
with a great opportunity to obtain
ICAEW membership and the right to use
the highly regarded ACA designation,
it also gives them access to a wealth of
resources, including thought leadership,
updates on the latest standards and
a vast library. This will help them
continue their development and stay at
the top of the profession,” commented
Mr Bailey.
18
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Mark Billington, Regional Director, South East Asia, ICAEW; Arthur Bailey, Deputy President,
ICAEW; Philip Yuen, CEO, Deloitte Singapore

After the signing of MOU with ICAEW: ISCA Vice President R Dhinakaran;
ISCA President Ernest Kan; Arthur Bailey, Deputy President, ICAEW;
Mark Billington, Regional Director, South East Asia, ICAEW

After the signing of MOU with ACRA: ISCA COO Goh Puay Cheh; ISCA CEO Lee Fook Chiew;
Kenneth Yap, Chief Executive, ACRA, and Julia Tay, Asst Chief Executive (Accountancy and
Finance), ACRA

ISCA CEO Lee Fook Chiew with Deborah Ong,
Board Member, Singapore Accountancy
Commission and Assurance Partner, Risk
and Quality Leader, PwC

Members Say “Aye”

ISCA’s shift to the
Central Business
District is a good decision as the
location makes it more convenient
for members, and it is closer to my
office as well.”

– Mr Yong

The ambience of ISCA
House is modern and
refreshing, and its location is ideally
situated in the heart of the CBD.
The location and ambience are now
more befitting of the profession.”

– Paul Lim

I think that ISCA is well
located and I take this
opportunity to also commend their
staff for being friendly and helpful.”

– Audrey Ang

MOU with ACRA
The second MOU was signed with ACRA,
to strengthen the financial reporting
system in Singapore.
The collaboration will see ACRA
and ISCA combining resources and
sharing expertise to increase the
breadth and depth of the financial
reporting surveillance regime in
Singapore. Under the MOU, ISCA will
share its observations on potential noncompliance in financial statements with
ACRA, which will deliberate and take
enforcement action against directors
under the Companies Act if necessary.
Currently, ISCA already reviews
financial statements as part of industry
self-regulation efforts. These reviews
are conducted through ISCA’s Financial
Statements Review Committee (ISCAFSRC), which comprises some 30
experienced senior practitioners from
the accountancy sector.
The collaboration will allow ACRA
to expand its financial reporting
surveillance programme to include
financial statements with “clean” audit

Kurt Wee, President, Association of
Small and Medium Enterprises, with
Frankie Chia, Managing Partner,
BDO LLP and ISCA Council Member

reports of listed companies as well as
non-listed companies that are of public
interest. The tie-up will also see ACRA
reviewing financial statements with
modified audit reports of non-listed
companies that are of public interest.
“As a regulator, we are mindful not
to duplicate resources. We are therefore
taking a practical approach and working
hand-in-hand with ISCA to tap on its
expertise,” said Kenneth Yap, Chief
Executive, ACRA.
Sharing his thoughts on the
partnership, Dr Kan said, “As the
national accountancy body, ISCA is
pleased to work with ACRA in enhancing
Singapore’s financial reporting
eco-system and contribute towards the
strengthening of Singapore’s reputation
as a stable and trusted business and
investment centre.”
The collaboration takes effect from
16 January 2014, and applies to the
review of financial statements with the
financial year ended from 1 January
2013. ISCA
Pauline Chee is Manager, Corporate
Communications, ISCA.

February 2014
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Modern and cosy members’ lounge
ISCA House lobby

Spacious and welcoming reception area

A Flower of Our Own: Dendrobium ISCA
A special ISCA Orchid was
commissioned to mark the opening
of ISCA House. Called “Dendrobium
ISCA”, the orchid hybrid is described
as “strong” and “vigorous”, and
produces flowers of “premium” grade.
These characteristics mirror the
qualities that ISCA strives to embody.
The red undertone is part of the
ISCA corporate colours and connotes
dynamism and leadership, while
purple conveys a sense of purpose and
exclusivity of the ISCA membership.
The strength and vigour of the
plant is reflective of ISCA’s resolve
and drive to succeed in attaining its
vision to be a globally recognised
professional accountancy body,
bringing value to its members, the
profession and wider community.
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s
ISCA House
symbolises a
new national
accountancy body,
one that is dynamic,
resolute and driven.
Inspired by the
ISCA brand identity,
its interior design
and furniture were
chosen to reflect
the curves of the
ISCA logo and
corporate colours.
Coming under
one roof for the
convenience of
our members
are the different
departments as
well as facilities
and amenities.

ISCA House at night

Computers for use at the members’ lounge

Training room

February 2014
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ISCA
Pre-Budget
Roundtable
2014

Restructuring for Higher Value

by

Chan Sze Yee & Perrine Oh

H
22

eld for the fifth consecutive
year, the ISCA Pre-Budget
Roundtable 2014 on
8 January 2014 continued to
be an invaluable platform
to gather the views and
insights of business leaders
– in particular, with regard
to a brief review of the
policies in Budget 2013 and
the upcoming focus areas
for Budget 2014. The Budget Statement
for 2014 will be delivered by Deputy
Prime Minister and Minister for
Finance Tharman Shanmugaratnam in
Parliament on February 21.
The Roundtable consisted of a
panel of business luminaries and
industry leaders and was co-chaired
by Jessica Tan, Chairman, Government
Parliamentary Committee (GPC) for
Finance and Trade & Industry and
Dr Ernest Kan, ISCA President. Key
observers from relevant government
agencies, such as the Ministry of
Finance, Inland Revenue Authority of
Singapore and SPRING Singapore were
also in attendance.

IS Chartered Accountant

ISCA Pre-Budget Roundtable
2014 Panellists

+ (Co-chair)

Jessica Tan
Chairman, GPC
for Finance and
Trade & Industry

+ (Co-chair)

Dr Ernest Kan
President, ISCA

+ Adrian Chan
First Vice Chairman,
Singapore Institute
of Directors

+ Frankie Chia
Managing Partner,
BDO LLP

+ Richardo Chua
Managing Director,
Adrenalin Group

+ R Dhinakaran
Managing Director,
Jay Gee Group of
Companies

+ Ho Meng Kit

Chief Executive Officer,
Singapore Business
Federation

+ Jimmy Koh

Head, Managing Director,
Investor Relations and
Research, UOB
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+ Selena Ling

Head, Treasury
Research & Strategy,
OCBC Bank
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+ Max Loh

Managing Partner for
Singapore and ASEAN, EY
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Pre-Budget
Roundtable
Key Messages

K

While businesses on the ground
hope that Budget 2014 will help
in addressing rising costs and
manpower constraints, there is also
a discernible shift towards looking at
increasing revenue and maintaining
competitiveness through innovation
and value-add. The panellists
recognised the need to balance
pressing short-term concerns with
positioning the organisations for
greater productivity and capability
transformation in future. As rising
costs impact businesses, an important
consideration was what businesses
should do in order to grow.
The annual SME Survey, conducted
by DP Information Group and released
in November 2013, highlighted that
fewer SMEs are doing business overseas
(54% in 2012 versus 46% in 2013)1.
One implication of this finding is that
Singapore may not be able to tap on
the overseas growth as quickly as its
regional counterparts. This highlights
the need for continued innovation, as
well as internationalisation, to drive
growth. Otherwise, other markets and
companies in the region would seize
the opportunities and become more
competitive instead. There is also a
need to encourage our SMEs to go
beyond buying and leasing equipment
and training employees, and to heed
recommendations on what can be done
to promote innovation and higher
value-added activities in Singapore.
On the social front, one key concern of
households continues to be rising medical
costs, which affects many Singaporeans.

5 Key
Messages

raised at the Roundtable

1

Productivity
and innovation

2

Innovation
and capability
transformation

3

Growing the
Singapore brand
and Singapore
brands overseas

4

Productivity and
Innovation

Fine-tuning
government
policies

5

Progressing
towards a more
inclusive society
1

http://www.sbf.org.sg/public/newsroom/details/20131121pr.jsp

+ Chaly Mah

Chief Executive Officer,
Deloitte Asia Pacific

Given the high business costs and tight
labour market in Singapore, improving
productivity is crucial. In doing so, the
Roundtable panellists raised the need to
also focus on raising revenue, in addition
to reducing or managing cost. This
means placing emphasis on innovation
and transforming capabilities rather
than relying on efficiency alone.

+ Phillip Overmyer
Chief Executive,
Singapore International
Chamber of Commerce

+ Simon Poh

Board Member,
Singapore Institute
of Accredited Tax
Professionals and
Tax Director, Nexia
TS Tax Services

+ Alan Ross
Head of Tax,
PwC Services

To sustain quality growth,
productivity must rise in tandem in this
tight labour market and higher business
cost environment. Beyond efficiency,
innovation-driven productivity is
imperative to help businesses valueadd. The panellists suggested that
businesses should leverage more on
technology to add value to their services
or offerings. Singapore requires more
people with technical skills, and there

+ Tay Hong Beng
Partner,
Head of Tax,
KPMG Advisory

+ Kurt Wee

President,
Association of Small and
Medium Enterprises

is also a need to empower people with
an entrepreneurship and innovation
mindset. To improve productivity, it
is necessary to focus not only on the
cost side but also on the revenue side,
via innovation. To grow the innovation
eco-system, the panellists proposed
a stronger focus on R&D, with the
possibility of improving R&D incentives
or tax benefits related to intellectual
property (IP). They concurred that
businesses need to position themselves
higher up the value chain in order to
gain more revenue.
LOH Productivity improvement needs
to be a sustained initiative and we must
stay the course in terms of our focus on
this. Innovation and entrepreneurship
are really the key to our competitive
success. We cannot compete by just
being more efficient or executing better
than our competitors. The Budget
should focus on the revenue side of the
equation by spurring innovation and
entrepreneurship, driving research

and development and promoting the
development of intellectual property
and intangibles. This emphasis on the
value-added side of the business ecosystem is what will lead to sustainable
quality and inclusive growth.

Tay For the past few years, the
productivity drive was centred
around processes and cost-efficient
improvements. In the longer term, you
need innovation to drive the demand for
your services and products. Research
and development tax incentives are one
good way to drive innovation.
Koh We are increasingly operating
in a higher cost environment and
there is only so much we can do
to manage cost. The risk is that
Singapore businesses may be priced
out (versus global competition) over
time. To stay in the game, it is not
just about managing cost, it is about
finding ways to enhance value and
achieve quantum leap in capabilities.
February 2014
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Innovation and Capability
Transformation
To drive innovation and capability
transformation, the panellists
highlighted the importance of building
a talent pipeline to leverage on the
opportunities brought about by
technology. In addition, to further
encourage R&D, it will be useful to
review the present incentive structure
for such activities.
Innovation and entrepreneurship
were highlighted as important drivers
of productivity. However, the potentially
small pool of trained engineers and
information technology talents in
Singapore would affect the utilisation of
PIC grants for research and innovation.
There is a need to groom enough people
with such capabilities, such as through
our education, to be future-ready.
To encourage R&D, the incentive
regime could be further fine-tuned, for
example, by reviewing the definition or
scope of R&D activities which qualify
for such incentives. A panellist said that
the existing R&D tax incentives appear
to neglect the lower-end developmental
aspects such as improvements in
construction methods or processes,
with too much focus on high-end
research activities such as stem cell
research that may be more “blue sky”
in nature. Also, Singapore’s definition
of R&D appears to be more restrictive
than in other countries.
To help Singapore small and
medium-sized enterprises (SMEs)
increase and enhance their capabilities,
there may be a need to help them
expand their market breadth. A
panellist shared his observation of
an increasing trend of foreign SMEs
acquiring local ones.
A specific area where greater
support could be provided is financing
for business expansion or R&D
activities that aid local SMEs transform
their capabilities. As traditional
bank financing may become more
constrained as well as more expensive
due to the Basel III requirements, there
has been some clamour for alternative
financing mechanisms in Singapore.
A panellist recommended that
26
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Singapore consider new developments
in the market of financing, such as
crowd funding, and the possibility of
having an exchange that deals with
trade receivables. Another panellist
suggested that the government could
consider re-introducing the risk-sharing
scheme in which the government shared
the risk of bank financing to SMEs in
the immediate wake of the 2008
financial crisis.
A panellist also highlighted that
for local SMEs to develop, government
procurement can play an important role
by awarding contracts and providing
recognition to local SMEs. This will help
them build and acquire a track record
which is often a requisite in bids for
much larger projects.

Mah Productivity must follow when
costs go up. Thus innovation is needed.
Innovation can help to expand new
products and services. We need to
encourage innovation. We may need to
start early to achieve that, for example,
through the education system. We need a
holistic approach to nurture innovation.

Wee Many SMEs which are profitable
outfits face difficulty in getting equity
financing. More liberal equity financing
should be made available to SMEs. Such
profitable SMEs should be supported to
expand and grow.
Ho Government procurement can
contribute towards developing SMEs
by giving them recognition and

centralised resource database to help
SMEs better know and understand
where and how to get funding, tax and
regulatory matters as well as access to
overseas markets.
From a tax perspective, a panellist
shared that local SMEs are often
concerned about double taxation on the
same income earned from providing
services to corporate clients when they
venture overseas. For simplification, the
government could consider treating the
service income to be foreign sourced
as long as the taxpayer suffers foreign
withholding tax.
Given that SMEs tend to have
fewer resources than larger firms, a
review of the Mergers and Acquisitions
(M&A) Allowance could also be useful
to encourage and benefit more SMEs
aiming to grow via M&A. Currently, the
allowance only benefits acquisitions
made for a majority stake in a target
company, that is, more than 50%. To
help our SMEs, the allowance could be
reviewed to benefit acquisitions that are
of minority stakes, that is, below 50%.

assisting SMEs in their first steps. So
government procurement can be used
as a strategy for SME development.
There are examples of other countries,
for example UK, which uses government
procurement and transparency of these
awards to SMEs to contribute to the
growth of their small businesses.

Growing the Singapore
Brand and Singapore
Brands Overseas

Increased competition and globalisation
have intensified the need for Singapore
to further develop the Singapore
brand. The upcoming ASEAN Economic
Community (AEC), which will be
formally established in 2015, can
provide Singapore with a valuable

opportunity to reinforce its status as a
gateway to Southeast Asia. More can be
done to increase their awareness of AEC
and the opportunities that it may bring.
Such regional opportunities can benefit
businesses and help them nurture more
Singapore brands.
Given that the local market is
small, branding is important to help
our companies penetrate new markets
outside Singapore. The government
could consider establishing incentives
that encourage businesses to develop
and grow their own brands, such as
allowing them to enjoy incentives based
on independent valuations of their
internally-developed brands.
It was also suggested that the
government could consider setting up a

Chan Agencies can consider setting
aside a budget to see how we can help
SMEs link up to fly the Singapore flag
better overseas, so that we fly in an
organised geese formation and do it
better together. This allows us to speak
in a louder voice, not only in Singapore
but also in the region.

OVERMYER The Singapore brand has
been good in attracting businesses. But
with the rising cost and tightening of
foreign labour, the government should
perhaps think about making Singapore
even more attractive for MNCs to
anchor their high-end operations here.
Poh To relieve taxpayers from
suffering double taxation on the same
source of income in more than one
country due to disagreement on the
“source” of income as interpreted by
different tax jurisdictions, the FSIE
rules could be simplified by deeming
the service income to be foreign
sourced as long as the taxpayer suffers
foreign withholding tax.
February 2014
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Dr Tan Kim Siew, Commissioner, Inland Revenue Authority of Singapore (photo left, 1st from right) and
Chew Mok Lee, Asst Chief Executive, Spring Singapore (photo right, end of 2nd row), were among the
observers at the Pre-Budget Roundtable
28
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Fine-tuning Government
Policies
To further encourage companies
to innovate and transform their
capabilities, the panellists raised
the possibility of a “through-train
application process” between SPRING
Singapore’s Innovation & Credit
Voucher (ICV) scheme and Capability
Development Grant (CDG). This would
allow companies to embark on smallscale projects using the ICV, before
seamlessly progressing to more holistic
projects supported under CDG, without
the need to go through a separate
application process.
The shortage of manpower has been
a central theme for the SME community
since the introduction of stricter foreign
labour rules. A panellist familiar with
the services sector highlighted that it
was not logical to apply the same labour
quota across the entire services sector
as some services sub-sectors have
greater manpower requirements.
To address the varying
requirements, the government could
look into the manpower and quota
requirements of the individual
services sub-sectors. It was raised that
there are also certain sectors where
locals do not or are less keen to seek
employment. The government could
consider support, such as incentives, for
companies to engage locals to work in
these sectors.
A panellist shared that it
would be beneficial to second
high potential Singaporeans
to overseas offices to gain
exposure and suggested that
the PIC be expanded to cover
such training activities.
To encourage more SMEs
to take up WCS and raise their
employees’ salaries, while
simultaneously help SMEs
manage their cash flow, a
suggestion was raised for more
frequent payout of the WCS,
for example, on a quarterly
basis rather than annually.
The SMEs’ subsidies or grants
ISCA Vice President R Dhinakaran and
could also be paid in stages.
Chaly Mah, CEO, Deloitte Asia Pacific

For example, as and when the activities
are performed or even upfront as
long as prior approval for the effort
has been granted, rather than on a
reimbursement basis after all costs
have been expended.
With regard to the Land
Intensification Allowance, the panel
discussed whether this incentive
could be extended to other deserving
sectors such as the education and
telecommunication industries, so
long as the relevant gross plot ratio
requirements are met.

Ross In my own organisation, we are
trying to arrange for more overseas
secondments for our aspiring young
Singaporean staff, sometimes also
in swop-type scenarios, that is, an
overseas person comes to Singapore
“in exchange”. I think secondments
help to build the overseas experience
and encourage our staff to think
about overseas markets and cultures.
I can see that might also be attractive
to SMEs especially if the training
aspects of the Productivity and
Innovation Credits could be
extended to the incremental
cost of sending Singaporeans on
overseas secondment.

DHINAKARAN We have the same
quota system applied across the board.
The government has taken a lot of
initiatives to tighten the foreign labour
workforce but has not analysed which
services sectors are most critical where
a higher quota is necessary, similar to
construction and manufacturing.
Chia Cash flow is critical to SMEs.
In situations where SMEs qualify for
grants, they will usually still have to
pay out lump sums first before getting
rebates. These processes also tend to
increase the administrative workload.
For government bodies giving the
grants, once an SME qualifies for
a grant, perhaps the grant may be
structured such that payout can be
made immediately or in stages, as and
when activities are performed.
February 2014
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Progressing towards a
More Inclusive Society
Social inclusiveness is another key pillar
which several panellists highlighted
that the government should continue
to focus on in its coming Budget. They
urged the government to continue
with further measures to address
issues related to the ageing workforce,
improving employability of the
mature and disadvantaged groups,
and enhancing reliefs to deal with the
increasing cost of living, particularly
healthcare costs.
With the ageing population and
tightening of foreign manpower, the
panellists recommended that the
government maintain its ongoing
progressive measures to better attract
mature employees into the workforce
and better develop them.
A panellist also noted that the
qualifying child relief had remained
unchanged for many years, and
suggested that the relief amount be
reviewed, especially in light of the
marked increase in the cost of living
over the same period of time. Further,
it was also noted that if the parent/
handicapped parent relief is meant
to promote filial piety, there should
be consideration to allow multiple
taxpayers to claim this relief, especially
if the taxpayer has contributed to the
maintenance of the parents.
Concerns were also raised that
medical costs had increased markedly
and the panellists suggested that
the government could review tax
deductions allowed for medical and
health insurance expenses incurred by
businesses for their employees. There
is currently a cap on the deductible
expenses for corporate tax. Enhancing
such incentives will directly help
businesses which intend to employ a
greater number of older workers.
To encourage businesses to partner
social enterprises or organisations
and be involved in corporate social
responsibility or hiring of the
disadvantaged, the panellists raised the
suggestion that the government could
consider providing matching grants
30
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Tay Hong Beng,
Partner, Head of Tax,
KPMG Advisory;
Koh Chin Beng,
Director/Chief
Inspector of the
Public Accountancy
Sector Division,
ACRA and ISCA COO
Goh Puay Cheh

Selena Ling, Head,
Treasury Research &
Strategy,
OCBC Bank and
Kurt Wee, President,
Association of
Small and Medium
Enterprises

to businesses with goals of achieving
social inclusiveness and also consider
expanding any existing matching
grants beyond those already given for
healthcare and education purposes.

Chua Employment of the
disadvantaged group or people with
special needs can be challenging but
with the right training, this group of
employees can definitely contribute
to the organisations with the right
skill-set and loyalty. Training of basic
skills can be important for this group
to skill them up for employment.
LING On addressing healthcare cost
concerns, more can still be done
to help with the cost of medication

and treatment. Although the bulk
of medical costs can be covered by
Medishield and/or Medisave, some
patients will still have to come up
with out-of-pocket expenses and
this could be taxing for retirees
with no sources of income. In terms
of deductions from Medisave for
prescribed medicine, for instance, the
government can consider relaxing
some restrictions, such as the
Medisave withdrawal cap for chronic
diseases. ISCA.
The full ISCA Pre-Budget Roundtable report can
be downloaded via http://research.isca.org.sg/

Chan Sze Yee is Head of Research, and Perrine
Oh is Research Manager, ISCA.
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ccording to the
International Monetary
Fund (IMF), global
economic growth is
estimated to be 2.9%
in 2013 and projected
to increase to 3.6% in
2014. The improvement
in global growth is likely
driven more by developed
economies – for example, the euro zone
is expected to gradually pull out of
recession in 2014, while the US economic
recovery continues to gain momentum.
The Ministry of Trade and Industry
(MTI) has forecast a modest 2% to 4%
growth for the Singapore economy
in 2014, in line with the expected
moderate growth in regional economies
like China and ASEAN. In addition, rising
business costs underlined by a tight
labour market will continue to weigh on
Singapore businesses, particularly small
and medium-sized enterprises (SMEs).
Against this backdrop, our annual
Pre-Budget Survey was conducted to
gather the views of the CA Singapore
community with regard to their
business outlook and wish list for
Singapore Budget 2014. As businesses
become more keenly aware of the
need to raise productivity in light of
the labour crunch, this year’s survey
also sought to understand important
areas which can help businesses to
restructure in order to further innovate,
value-add and stay competitive.
The survey was well-received, with
more than 400 responses from the
accounting and business community.
The findings helped the Institute of
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Figure 1

Top Business Concerns
Mean score

<< Not concerned at all
1.00
2.00

Extremely concerned >>
4.00
5.00

3.00

3.74
3.67

Rising business
costs

4.02
3.40
3.38
3.52

Raising
productivity
Increasing
regulation

3.34
3.26

Difficulty
in hiring

3.30
3.20

3.75

3.23
3.21
3.30

Uncertain
global demand

2.88
2.83
3.09

Securing
funding

Overall
Professional
Accountants in
Business (PAIB)
Public
Accountants (PA)

Singapore Chartered Accountants
(ISCA) provide important insights and
feedback to the government for Budget
2014. Beyond this, the findings will also
help the Institute in formulating and
refining our member initiatives.

Business Concerns
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Legend
The figures in the chart represent the mean
score of each category.
1
Not concerned at all
2 Slightly concerned
3 Moderately concerned
4	Very concerned
5	Extremely concerned
Respondents were asked to rate from 1 to 5.

pessimism compared to 40% a year
earlier. Respondents working in both the
accounting firms and other businesses
had similar sentiments.
Respondents indicated rising
business costs as their top concern
this year (66%), similar to the survey
last year (Figure 1). In terms of rising
business costs, rental and staff costs
were the costs more often cited. Of note,
improving productivity has now become
a greater concern this year (50%)
compared to last year. It has moved
up two notches while uncertain global
demand, which was the second top
concern last year, has moved down two
notches. Accompanying the increased
concern of improving productivity
was that of hiring difficulty, which has
moved up a notch this year.
A key finding is that businesses are
feeling the impact of the tightening of

Productivity Schemes

More businesses appear to be tapping on
the government assistance schemes for
conventional activities to defray costs,
compared to activities for innovation
and capability transformation (Figure
2). More respondents cited the
Productivity and Innovation Credit
(PIC) and PIC Bonus schemes as being
useful compared to other schemes.
Respondents more often cited schemes
related to innovation or capability
transformation, such as Innovation and
Capability Voucher (ICV), Capability
Development Grant (CDG) and Increase
SME Productivity with Infocomm

s
More businesses
appear to be
tapping on the
government
assistance
schemes for
conventional
activities to defray
costs, compared
to activities
for innovation
and capability
transformation.
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Singapore businesses are in the midst
of restructuring and the drive towards
higher value-added activities and
staying competitive poses challenges.
Our findings highlight how our
businesses and accounting firms are
responding to these challenges.
On their outlook on the Singapore
economy, respondents showed
improved optimism going into 2014.
Some 36% of them were positive about
the economic outlook compared to 19%
in the previous survey, while 20% of
respondents this year expressed their
32
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foreign labour, especially the measures
that have pushed up their business
costs. Such manpower measures include
raised levies or qualifying salaries,
which were cited as having greater
negative impact compared to measures
such as a reduction in dependency
ratio, which are non-cost in nature. Our
analysis by firm size and industry sector
shows that respondents from smaller
firms, in particular, those with turnover
of less than $100 million per annum, and
sectors that are more labour-intensive,
such as Construction and Food Service,
cited the manpower measures as having
greater negative impact.

from the Construction and Education
sectors more often cited government
schemes as being only slightly or not
useful compared to those from the
other sectors. A greater number of
respondents agreed that PIC sunset
clauses should be removed or extended,
compared to those who disagreed.
There appears to be limited
impact of the Wage Credit Scheme
(WCS) in businesses’ decision on
wage increments or bonuses. Our
analysis shows that more respondents
agreed that the WCS did not change
their organisations’ decision on wage
increments (47%) or bonuses (49%)
compared to those who disagreed.

Adoption & Transformation (iSPRINT),
to be only slightly or not useful. For
PIC-qualifying activities that better
enable value-added growth, such as
research & development, intellectual
property and design, there were
significantly more respondents who
said they were not using these options
compared to the conventional purposes
of leasing equipment (only 6%) or
employee training (only 7%). Small
and medium-sized firms more often
cited the government schemes as
being useful, compared to large firms
(turnover of more than S$1 billion),
which are likely to be better resourced.
In terms of industry sector, respondents
Figure 2

Usefulness of Productivity Scheme
Mean score

<< Not useful
1.00

2.00

3.07
3.01
3.30

Productivity
and Innovation
Credit (PIC)

2.97
2.91
3.22

PIC Bonus

2.57
2.54
2.70

Enterprise
Training Support

2.45
2.37

SME Enhanced
Training Support

2.78

2.41
2.40
2.48

WorkPro

Capability Development
Grant (CDG)

Budget Wish List

2.76
2.72
2.90

Wage Credit
Scheme (WCS)

Innovation and
Capability
Voucher (ICV)

Extremely useful >>
4.00
5.00

3.00

2.32
2.28
2.47
2.29
2.26
2.40

Increase SME
Productivity with
Infocomm Adoption
& Transformation
(iSPRINT)

2.15
2.11

Micro Loan
Programme (MLP)

2.04
2.00
2.16

2.31

Only 12% and 13% of respondents
cited that the WCS did change their
organisations’ decision on wage
increments and bonuses respectively.
Additionally, fewer respondents
agreed that the WCS resulted in
larger wage increments or bonuses
than those who disagreed. Only
21% of respondents agreed that the
WCS had an impact on their firms’
productivity effort.
Most respondents agreed
the top areas that would help
their organisations become more
competitive and add value were in
human capital development (75%),
enhancing quality and standards
(73%), and improving productivity
(71%) (Figure 3). These three areas
are in line with SPRING Singapore’s
CDG. Findings show that respondents
appeared to focus more on
conventional areas, such as improving
quality, to stay competitive compared
to activities related to innovation or
capability transformation, such as
brand development (58%), business
innovation and design (53%), and
intellectual property (36%).

Overall
PAIB
PA
Legend
The figures in the chart
represent the mean score of
each category.
1
Not useful
2 Slightly useful
3 Moderately useful
4	Very useful
5	Extremely useful
Respondents were asked to
rate from 1 to 5.

The majority of respondents expressed
that Budget 2014 should provide
greater support to reduce rental
costs (79%), training costs (78%) and
other operating costs (77%) (Figure
4). It appears that respondents were
more preoccupied with cost issues
rather than activities that may better
enable growth or enhance their valueadd, such as venturing overseas or
branding. Respondents also sought
more support and information
regarding regulatory and tax matters
in other countries (75%), greater
facilitation in market access (72%),
enhancing readiness and competency
for international expansion (71%)
and financial support, in that order, to
better help them venture overseas.
Similar to last year, for households,
healthcare benefits remain the most
wished-for benefit for Budget 2014.
From our analysis, almost half of
the respondents hoped employers
February 2014
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Figure 3

Areas which Help Organisations Become More
Competitive and Enhance Value-add
Mean score

<< Strongly disagree
1.00
2.00

3.00

4.00

Strongly agree >>
5.00

3.88
3.86
3.95

Human capital
development

3.86
3.83
3.98

Enhancing
quality and
standards
Productivity
improvement

3.84
3.82
3.94

Financial
management

3.83
3.82
3.86
3.83
3.81
3.91

Service
excellence
Technology
innovation

3.79
3.79
3.77

Business
strategy
development

3.76
3.76
3.79

Overall

Brand
development
Business
innovation and
design
Intellectual
property and
franchising
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3.56
3.57
3.52
3.34
3.35
3.28

PA
Legend
The figures in the chart
represent the mean
score of each category.
1
Strongly disagree
2	Disagree
3 Neutral
4 Agree
5 Strongly agree
Respondents were
asked to rate from
1 to 5.

economy looks set for continued growth,
many businesses, especially SMEs,
continue to face challenges in their
restructuring and productivity efforts.
The Budget 2013 has provided
impetus and support for Singapore
businesses to restructure and stay
competitive. However, the survey
findings show that many businesses
are still facing significant challenges as
the government continues to tighten
the supply of our foreign workforce.
Beyond manpower, businesses are also
very concerned about the increasing
business costs, in particular, rental
costs. Many respondents have indicated

Budget Recommendations
Based on the survey findings, ISCA
had suggested items that could be
considered in the upcoming Budget
2014. These are:
Fine-tune measures on foreign
labour and business costs, in
particular, to review the need for
manpower measures that increase
costs as opposed to measures that
are non-cost in nature;
Encourage companies to focus on
activities that promote innovation
and capability transformation
which have the potential to
significantly increase value-add
and competitiveness;
Fine-tune schemes for innovation
and capability transformation to
facilitate take-up;
Increase support and enhance
measures to help companies
venture overseas, and

Photo Shutterstock

can provide more advancement
opportunities for local employees.
The percentage of respondents
stating this has increased to 42%,
compared to the previous year’s
37%. Respondents also expressed
concern over the affordability of the
Continuing Education and Training
(CET) programmes; they viewed
such programmes as being important
in maintaining their professional
knowledge and competence.
In terms of economic outlook,
respondents appeared to be more
positive as they continue to restructure
their businesses. Although the global

3.66
3.65
3.68

PAIB

that they need more support to become
more productive.

Figure 4
Provide more healthcare and tax
savings to help households cope
with increasing costs.

Businesses’ Budget Wish List
Mean score

This year, the Institute had
organised the annual Pre-Budget
Roundtable on January 8, bringing
together a panel of business leaders
from various industries and sectors
to discuss a range of issues pertaining
to the Budget. The discussions
(highlights published on pages 22 to
30), together with the survey findings,
provided critical and important
insights about relevant measures that
can help businesses overcome the key
challenges revealed in the survey. As
the national accountancy body, ISCA
will work closely alongside businesses
and stakeholders, particularly our
members, to help them in their efforts
to restructure, raise productivity and
stay competitive in the year ahead. ISCA

<< Strongly disagree
1.00
2.00

Strongly agree >>
4.00
5.00

3.00

4.11
4.08
4.25

Support
to reduce
rental costs
Greater support
to reduce
training costs

4.00
3.98
4.10

Support for other
operating costs
(excluding rental)

3.99
3.96
4.10

Greater support or
funding to support
technological
investments

3.89
3.89
3.93
3.87
3.83
4.00

Easier access to
obtain funding
Venturing
overseas

3.69
3.70
3.64

Branding

3.66
3.64
3.73

Lesser business
regulations

3.59
3.56
3.73

Chan Sze Yee is Head of Research, ISCA.

3.57
3.50

Easing manpower
regulations

Overall
PAIB
PA

3.90

Legend
The figures in the
chart represent the
mean score of each
category.
1
Strongly disagree
2	Disagree
3 Neutral
4 Agree
5 Strongly agree
Respondents were
asked to rate from
1 to 5.

Figure 5

Measures to Assist Businesses Venture Overseas
Mean score

<< Strongly disagree
1.00
2.00

Strongly agree >>
4.00
5.00

3.00

More support and
information regarding
regulatory and tax in
other countries

3.88
3.90
3.79

Greater facilitation
in market access
and knowledge

3.76
3.77
3.69

Greater support to
enhance readiness
and competency for
international expansion

3.74
3.78
3.60
3.74
3.75
3.70

Financial support to
expand overseas
Greater facilitation of
international trade

3.71
3.76
3.48

Overall
PAIB
PA
Legend
The figures in the
chart represent the
mean score of each
category.
1
Strongly
disagree
2	Disagree
3 Neutral
4 Agree
5 Strongly agree
Respondents were
asked to rate from
1 to 5.
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Towards
Better Risk
Governance

ISCA-KPMG Risk Management Study

by

Chan Sze Yee & Perrine Oh

T

he risk governance landscape
has undergone significant
change in recent times. From the
major corporate failures during the
financial crisis in 2008 to the recent
controversy surrounding penny stocks
in Singapore, the need for stronger
corporate governance and higher quality
of disclosure has been consistently
highlighted. This was clearly evident
when more than 200 participants,
including board directors, CEOs
and CFOs, attended the ISCA-KPMG
breakfast forum at St Regis Singapore
on 27 November 2013 to discuss the
key findings from the ISCA-KPMG risk
management study titled “Towards Better
Risk Governance”.
The joint study by ISCA Research
and KPMG Risk Consulting teams,
which covered the annual reports of
250 Singapore Exchange (SGX)-listed
companies of varying industries, sectors
and market capitalisation, reviewed the
companies’ disclosed information on
their risk management structures and
systems, as well as compliance with SGX
Listing Rule 1207(10) and their early
adoption of the revised Code of Corporate
Governance 2012. Figure 1 gives a
summary of the study’s main approach.
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More than 200 participants, many of them C-suite executives, were at
the forum to discuss the key findings of the ISCA-KPMG risk management
study titled “Towards Better Risk Governance”.

Figure 1 Summary of Study’s Main Approach
State of adoption

1 Annual report disclosure
SGX LR 1207(10) and PN 12.2
1.1 Opinion on the adequacy of internal
control
1.2 Basis for opinion on internal
controls

Revised Code 2012 (principle 11)
1.3 Comment on adequacy and
effectiveness of:
• Internal controls
• Risk management systems
1.4 Assurance to the board by CEO/CFO

Basis for board opinion
Risk management capabilities

2 Risk governance and
oversight structures

2.1 Board
2.2 Board committees (AC/BRC)
2.3 C-suite (CRO or equivalent)
2.4 Internal Audit function

3 Risk management systems
3.1 Risk management frameworks
3.2 Whistle-blowing policies

Panellists (from left) Alan Chan, CEO,
Singapore Press Holdings, and Chair of
the Council which revised the Code of
Corporate Governance in 2012; Willie
Cheng, Chairman, Singapore Institute
of Directors; Prof Ho Yew Kee, Head,
Department of Accounting, NUS
Business School and ISCA Council
Member; Richard Teng, Deputy Chief
Regulatory Officer and Executive
Vice President, Singapore Exchange;
Kenneth Yap, Chief Executive,
Accounting and Corporate Regulatory
Authority, and moderator Irving Low,
Partner and Head of Risk Consulting,
KPMG in Singapore

s
“Regulations
or codes may
accelerate the
adoption of best
practices but it
should not be the
main driver of
companies adopting
best practices.
Best practices
should be inherent
in organisations
because it is
beneficial to do so
than due to being
imposed by rules.”
Prof Ho Yew Kee
Head, Department of Accounting,
NUS Business School, and
ISCA Council Member

The study is timely. It provides
a landscape of the extent to which
companies have complied with the
mandatory SGX LR 1207(10) after it
became effective in 2011. Furthermore,
given the non-mandatory nature of
the revised Code, the study provides
a landscape of how firms are already
addressing the guidelines for risk
governance before the revised Code
goes into full force. A followup study
which we intend to do in 2015 will
provide a “post-state” landscape of the
extent to which companies have adopted
the revised Code.
Beyond this, the study, together
with the breakfast forum, is intended to
help companies look at risk governance
in greater depth by generating greater
awareness, educating the board
directors and senior management of
the importance of good risk governance,
and facilitating their efforts by
highlighting some of the specific areas
that they should look at to enhance
their risk governance.

Risk governance best
practices promote
sustainability
Highlighting the general thrust of the
study’s findings in his welcome address
at the breakfast forum, R Dhinakaran,
ISCA Vice President and ISCA Corporate
Governance Committee Chairman, said,
“Our joint study revealed that there are
gaps regarding the substance and quality
of the disclosures of the companies’
risk management and internal control
frameworks in their annual reports. It is
important that companies adopt the best
practices of risk governance not just from
a compliance tick-the-box perspective
but to promote their organisation’s longterm sustainability”.
Presenting the key findings of
the study, Irving Low, Head of Risk
Consulting, KPMG in Singapore, said,
“The findings suggest that more work
is needed to clarify risk governance
responsibilities of the board, board
committee and management of the
organisation… This is important to

ensure that there is clear communication
and greater transparency of risk, control
and assurance information across the key
“lines of defence”. In that way, boards can
validate observations and conclusions
to determine whether the overall
framework is adequate and effective.”
The study highlighted that
compliance is higher when risk
management is regulations-based as
compared to it being principles-based.
However, while almost all companies
sampled (98%) complied with the
mandatory SGX LR 1207(10), a fair
proportion did not provide proper basis
to explain how they concluded that there
are adequate controls. On the other hand,
despite the revised Code being still in its
early days, it was encouraging that 12%
of companies complied with the revised
Code’s Principle 11 to comment on the
adequacy and effectiveness regarding
risk management and internal controls.
The study also highlighted
the need for companies to better
disclose and articulate their risk
management framework, as only 32%
of the companies sampled did so. Few
companies (14%) had established Board
Risk Committee (BRC) while a larger
February 2014
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whistle-blowing as another key pillar in
number (29%) relied on the Audit
risk management and internal controls,
Committee (AC). A majority of companies
further disclosure on the channel for
(57%) failed to disclose which committee
reporting concerns can be elaborated.
oversees risks. There was also a low rate
In general, our study found that
of adoption (15%) for the disclosure of
larger companies, companies in the
assurance given by CEOs and CFOs to the
finance sector and government-linked
board. It appears that there is a need for
companies (GLCs) have adopted and
improved clarity regarding the roles of
disclosed better risk management
the board committee related to risk.
practices. For example, 63% of large cap
The study indicates that there is
companies sampled
potential
had established BRCs.
for risk
management
structures at the
Stakeholders’
“Our joint (ISCSAmanagement
varying views
Presenting the findings from the risk
level to be
The presentation was
KPMG risk
management study was Irving Low,
enhanced.
followed by a robust
Partner and Head of Risk Consulting,
management) study
KPMG in Singapore
For example,
and engaging panel
revealed that there
the study
discussion which
are gaps regarding
that “adequacy” would also
highlighted
saw a good crossthe substance
cover “effectiveness”, Alan Chan,
that despite
representation from
and quality of the
CEO, Singapore Press Holdings
increased
regulators, directors,
disclosures of the
(SPH), explained that in his view,
requirements
academia and
“adequacy” relates to the design of
regarding risk
industry experts.
companies’ risk
the risk management and internal
management
The panel
management and
control system and whether these
and internal
discussed whether
internal control
are in place, while “effectiveness”
controls,
the market had a
frameworks in their
looks at whether these produce
resources
clear understanding
annual reports. It
the intended results. Hence, it was
allocated at
of what “adequacy”
is important that
no longer sufficient for the board
management
and “effectiveness”
companies adopt
to review and comment on the
level remain
entailed. While
adequacy of the company’s risk
relatively
there was a view
the best practices
management and internal control
unchanged.
among several
of risk governance
systems. The board should also
Only 12% of
panel members
not just from a
the companies
compliance tickdisclosed that
the-box
perspective
they had a
but
to
promote
Management
their
organisation’s
Risk Committee
and only
long-term
5% have a
sustainability.”
dedicated Chief
R Dhinakaran
Risk Officer
ISCA VP and ISCA Corporate
(CRO). In
Governance Committee Chairman
addition, 85%
of companies
were silent on whether there is a C-suite
executive responsible for risk governance
in their organisation.
Further, while 94% of companies
disclosed having an Internal Audit (IA)
function in place, only 39% stated that
their IA function meets the Institute
of Internal Auditors (IIA) Standards.
R Dhinakaran, ISCA Vice President and ISCA Corporate Governance
Committee Chairman giving the welcome address
Similarly, while 90% of companies had
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ACRA CE Kenneth Yap responding to a
question during the Q&A segment

review and comment on the effectiveness
of the systems.
The panel was also cognisant that
regulatory burdens should not become
too onerous for companies. A balance
must be struck between having risk
management and controls in place, while
not hindering companies from creating
value or tapping on opportunities in the
market place. Richard Teng, Deputy Chief
Regulatory Officer and Executive Vice
President, SGX, said that “as a regulator,
you don’t want to introduce more and
more rules. There is a cost to having
new rules. What you want is to raise
the reward for good behavior”. Joining
in, SPH’s Mr Chan said that “the Code is
just a step below that of regulation. It is
actually a very subtle instrument that the
authorities have undertaken. Let’s not be
so prescriptive and regulate everything
under the sun”. Echoing a similar view,

ISCA-KPMG
breakfast forum
participants (from
left) Lim How Kiat,
KPMG; Chey Chor
Wai, Isetan, and
Richard Tan, KPMG

Kenneth Yap, Chief Executive, ACRA, said
that the Code was still in its infancy and
more time should be allowed to gauge
its effectiveness. Prof Ho Yew Kee, Head,
Department of Accounting, NUS Business
School and Council Member, ISCA, took
the view that “regulations or codes may
accelerate the adoption of best practices
but it should not be the main driver
of companies adopting best practices.
Best practices should be inherent in
organisations because it is beneficial
to do so than due to being imposed
by rules”.

Panellists at the
Discussion and Q&A

Alan Chan
CEO, Singapore
Press Holdings, and
Chair of the Council
which revised the
Code of Corporate
Governance in 2012

Willie Cheng
Chairman, Singapore
Institute of Directors

Professor Ho Yew Kee
Head, Department
of Accounting, NUS
Business School and
Council Member,
ISCA

Richard Teng
Deputy Chief
Regulatory Officer
and Executive
Vice President,
Singapore Exchange

Kenneth Yap
Chief Executive,
Accounting and
Corporate Regulatory
Authority

Moderator Irving Low
Partner and Head
of Risk Consulting,
KPMG in Singapore

Balancing risk
governance
responsibilities

While recognising that the board is
ultimately responsible for financial
reporting and risk oversight, Willie
Cheng, Chairman, Singapore Institute
of Directors, highlighted that a balance
had to be sought between expectations
of the board and what is realistically
achievable. He said that both the board
and management need to work together.
He explained that responsibility is at
different levels. At one level, the board
should be responsible for governance.
At another level, the management
needs to both frame the policy of
risk management and execute it with
oversight from the board. Joining the
discussion on the call for a right balance
of responsibilities to be established
among directors, management and
auditors, ACRA’s Mr Yap shared that
“ACRA is studying the practice in the
US and Australia, where legal liability
is imposed on CEOs and CFOs for the
sign-off of their companies’ financial
statements as well as internal controls.
If we can achieve the correct balance of
responsibilities, it will provide strong
impetus for boards and management to
work in hand-in-hand to provide quality
financial reporting and raise corporate

Call to action: For boards and senior management’s consideration
1 Whether the risk management and internal control framework that they
have is appropriate vis-à-vis their business model and risks;
2 Where and what are the sources or basis of assurance regarding adequacy
and effectiveness of internal controls and risk management, and
3 How effectively do the “lines of defence” in risk governance and oversight
structure interact with each other, for example, between the CEO and CFO
at one level, and between the board with both the CEO and CFO at another.

governance standards for the benefit
of investors”.
Effective risk governance is an
ongoing commitment. The ISCA-KPMG
study and breakfast forum have helped
to set the stage for companies to look at
risk governance in greater depth and, in
the process, embed best practices in their
corporate culture. ISCA

The full ISCA-KPMG risk management study can
be downloaded at http://research.isca.org.sg/
isca-kpmg-risk-management-study-towards-betterrisk-governance-a-study-of-singapore-listedcompanies-2013/

Chan Sze Yee is Head of Research, and
Perrine Oh is Research Manager, ISCA.
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Asia Pacific GST
in the Year of
the Horse

Same Direction, Different Paths?

By

Robert Tsang
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ingapore has had an Indirect Tax
known as Goods and Services
Tax, or GST, since the early 1990s.
GST often gets labelled as a stealth tax.
A friend said to me GST here is like old
furniture – we tend to take an old sofa for
granted; GST is similar in many ways, it is
one of those things that disappears from
our consciousness but is always there.
We have a comparatively low rate of 7%,
and GST applies to virtually everything
except for some financial services and to
residential property.
Elsewhere in Asia, GST and Value
Added Tax (VAT) are a new thing (and
the coming thing) in many countries.
As we go into the fortune-telling season
for the Year of the Horse, the reform or
introduction of GST has been a recurring
theme around the region. The question
is, “Will they or won’t they?” as we gaze
into the crystal ball or read the tea leaves.
After years of anticipation, Malaysia is the
latest country to hit the headlines with
its introduction of the Goods and Sales
Tax (GST). Japan, as part of “Abenomics”
lovingly coined after their Prime Minister,
Shinzo Abe, will see the increase of the
Japanese Consumption Tax (JCT) rate,
eventually doubling the current rate.
China continues to power through the
transition from Business Tax to VAT.
Will India be the next country in the
Asia-Pacific region to introduce a fullfledged GST?

China: Crouching VAT,
Hidden Business Tax

– to complete the process. Completion
requires two major milestones to be
achieved. The first, and more difficult, is
First stop: China. On 17 March 2011, the
the rollout of the Reform for all services.
Chinese government announced the 12th
The second, which is far easier to achieve,
Five-year Plan, a blueprint for China’s
is a national geographical rollout. We
economic development until 2016. One
have seen selected
prominent item
services sectors
in this Five-year
being gradually
Plan was China’s
included in the
wish to move up
China has taken an
scope of the Reform
the value chain
but many other
with a focus
approach to roll out
significant services,
on promoting
the VAT Reform in a
such as finance and
the rise of the
piecemeal manner
telecommunications,
services sector.
by selecting
currently remain
As China matures,
certain services
under the scope of
the reliance on
to be taxed under
Business Tax.
being the world’s
VAT. However, a
China has taken
factory can no
an approach to roll
longer be the sole
consequence of
out the Reform in a
game plan. Costs
this approach is
piecemeal manner
of production are
the burden placed
by selecting
rising everywhere
on taxpayers
certain services
and particularly
when the scope of
to be taxed under
in China; inflation
services caught
VAT. However, a
means China is
are not clearly
consequence of
no longer the first
this approach is the
country of choice
defined, creating
burden placed on
for manufacturing.
confusion of the tax
taxpayers when the
Hence, the focus
to be applied and, in
scope of services
has turned to the
many cases, leading
caught are not
services sector,
to double taxation.
clearly defined,
where China
creating confusion
needs to find a
of the tax to be
more efficient
applied and, in many cases, leading to
taxation system to encourage the sector’s
double taxation. China’s ambition for
development.
a rapid VAT implementation has been
China has had a VAT system for
challenging for many businesses and
almost 20 years but this predominantly
ensuring compliance is often an ongoing
taxes the supply of goods. The supply of
and significant exercise for taxpayers.
services is taxed mainly under Business
For the next two years, the world’s
Tax, where the average rate is 5%. Like
second largest economy is eagerly
VAT, Business Tax is applied at each stage
anticipating the rollout to some major
of the supply chain, but unlike VAT, there
sectors. Telecommunications, real estate
is no deduction mechanism so there is
and the financial services sectors are
often a cascading effect. Controversially,
the three core industries expected to be
Business Tax also applies to services
brought into the scope of the VAT Reform
invoiced overseas, thus increasing the
throughout 2014, as the soothsayers
costs for the overseas customer.
predict the path in the Year of the Horse.
The Chinese authorities deliberated
Each of these industries is a growing
taxing services under the scope of VAT
sector and is seen as a platform to drive
for years. In early 2012, a comprehensive
China’s growth potential. Therefore,
VAT Reform was initiated through a pilot
when planning how VAT will be applied
in Shanghai. China has allowed itself
to these sectors, China needs to design
three years – through to the end of 2015

s

Europe has experienced a steady
trend in the rise of Indirect Tax rates
over the past decade. Many consider
Indirect Tax to be an uncomplicated
way to raise tax revenue, far simpler
than increasing Corporate Tax, so it
is no surprise that Asia is mirroring
Europe and placing the focus on GST
and VAT. Despite the difference in the
economy of each country, as a tax of
the end consumer, an increase in GST
will naturally increase the tax revenue
collected by the government. So are
these Indirect Tax reforms across the
Asia-Pacific region a co-ordinated
coincidence or are these countries
heading in the same direction, albeit
walking different paths? Let’s take a
tour and see.
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a system that can stimulate these
sectors while ensuring that there is no
fraud. From a taxpayers’ point of view,
having clear and consistent guidelines
to be followed and implemented will be
critical. Will these be forthcoming in the
Year of the Horse? Only time will tell.

A Phrase that is Finally
Here: Malaysian GST

Key takeaway: If your Malaysian
business is affected, start getting ready
now. Remember too that the Malaysian
GST system is going to be more complex
than Singapore’s.
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Next stop: Malaysia. Many countries in
Asia Pacific have deliberated the pros
and cons of a VAT/GST Reform and
consulted with the general public on the
issue. No taxpayer likes new taxes, so few
countries have actually proceeded with
implementation and for years, many in
Malaysia felt their country was in this
“cry wolf” category. In the 2014 Budget
announced last October, the Minister for
Finance confirmed that GST will finally
be introduced on 1 April 2015, with a
standard rate of 6%.
What is in store when GST
finally comes online? The scope of
the Malaysian GST follows that of
international VAT/GST principles – it
will be applied on goods and services
at all levels: production, manufacturing,
wholesale and retail. Unlike in Singapore,
there will be many categories of
transactions that are exempted or zerorated, and special rules that differ from
the Singapore GST experience. The
time for managing the implementation
is considered short by many – only
some 15 months. The government
has proposed certain transitional
measures to provide for the smooth
implementation of GST including:
With effect from 2016, the
corporate income tax rate is to be
reduced by 1% from 25% to 24%,
and the rate for qualifying small and
medium-sized companies is to be
reduced by 1% from 20% to 19%.
With effect from 2015, the cooperative income tax rate is to be
reduced by 1% to 2%.

JCT Big in Japan
On to Japan, which has had the Japanese
Consumption Tax (JCT) for a long time,
but at a comparatively low rate. On
1 October 2013, the Japanese Prime
Minister officially announced that JCT
will be increased from 5% to 8% from
1 April 2014 as a step to tackle the
government’s mountain of debt. This hike
was controversial – successive Japanese
governments have sought to raise the
consumption tax since 1997 without
taking that critical, final step. However,
Japan’s ultimate wish is to increase JCT
to 10% but finding the optimum way of
increasing the rate has been the source
of headaches for the government. After
considering various permutations to
achieve the rate increase, it was finally
decided that it would be implemented
in a two-step manner: first, an increase
to 8% and then to 10% from 1 October
2015. While unpopular, the Japanese
public has finally reached a national
consensus that the government needs to
increase taxes in one form or another to
tame social security costs in a country
driven by an ageing population (it is
estimated that 40% of Japan’s population
will be of retirement
age by 2060).
Similar
to Malaysia,
After years of
recognising the
anticipation,
challenge of a short
Malaysia is the
implementation
time, the Japanese
latest country to hit
government
the headlines with
has also offered
its introduction of
transitional rules
the Goods and Sales
for certain types of
Tax (GST). Japan, as
transactions that
part of “Abenomics”
take place on or
lovingly coined
after the increase in
the JCT rate
after their Prime
(for example,
Minister, Shinzo
contracts entered
Abe, will see
into between
the increase of
1 October 1996 and
the Japanese
30 September 2013
Consumption
where supply of
Tax (JCT) rate,
services occurs
on or after
eventually doubling
1 April 2014).
the current rate.
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Singapore, Beacon of the
GST Future?
Coming back home to Singapore to our
relatively mature GST system, we have
had nearly three years of compliance
assurance initiatives, in particular
the Assisted Compliance Assurance
Programme (ACAP) and the Assisted
Self-help Kit (ASK). My view is that we
can expect more in this vein from the
Inland Revenue Authority of Singapore
(IRAS) through these initiatives that
act as channels for taxpayers to put
more focus and resources into correctly
accounting for GST. Perhaps in the Year
of the Horse, IRAS could be persuaded
to extend the co-funding or subsidy for
ACAP applicants – a little hong bao for all
the hard work required to manage GST
efficiently and effectively?

Same Direction or
Different Paths?

Will these paths lead to the same
destination? As we all know, for most
things in life, timing is everything – and
especially in the world of VAT and GST.
China, Malaysia and Japan all decided to
launch Indirect Tax reforms at around
the same time for very different reasons
unique to each country. Conspiracy
theorists will no doubt come to the fore…
coincidence, convergence or just plain
karma? – take your pick.
India will be the next country to
watch in understanding whether it will
unify its many Indirect Taxes into a single
GST system. Should a reform ever be
launched, one thing is for sure – India
will only do this if it thinks it is ready.
There is also the small matter of those
elections coming up, for which a wholly
different set of predictions is required.
From my personal perspective though, the
question in India will not be if, but when.
Finally here at home, IRAS has
shown countries around the region
that the way forward in Indirect Taxes
is called compliance assurance, and is
actively driving this vision for the future.
All roads do indeed lead to GST… ISCA

Robert Tsang is Deloitte Asia Pacific Indirect
Tax Leader.
The views expressed in this article are those of the author alone, and
not the views of Deloitte.
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Many Faces
Of India
Taxation

Grasp the Different Forms
of Tax Treatments

Michelle Yap
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Shedding light on tax issues to note
in order to gain a foothold in this vast
market was Accredited Tax Advisor
(Income Tax) Rohan Solapurkar,
Partner, Deloitte Singapore, in a
technical discussion organised by the
Singapore Institute of Accredited Tax
Professionals (SIATP).

The Tax Scene

I

ndia has been in the limelight for
many of its recent tax judicial
decisions. While some of the
decisions are path-breaking, most of
the decisions are also controversial.
While vast opportunities abound,
investors should enter the market
with caution.

Gaining a Foothold
in India

Foreign direct investments (FDIs) are
made through two routes – automatic
approval and government approval.
FDIs are allowed under the automatic
route in most sectors, except certain
restricted sectors such as agriculture,
gambling, etc. Foreign investment in
certain sectors, such as retail trading,
telecommunications, etc, are permitted
but only up to certain specified
percentages and after receiving
prior approvals.
Foreign investors using the
automatic route may incorporate
a company and capitalise it by
submitting documentation to the
Reserve Bank of India (RBI) through
a banker. Investments requiring
government approval must however
be submitted to the Foreign
Investment Promotion Board (FIPB),
following which the Secretariat for
Industrial Assistance (SIA) issues the
approvals. The incorporation process
is relatively straightforward but can be
time-consuming.

In India, the financial year is from
April 1 to March 31 of the next year.
Companies which have a different
financial year will have to keep a
separate set of accounts according to
the April to March financial calendar.
Similar to Singapore, the corporate
tax filing date is also stipulated as
November 30.
Overall, India has a multi-layered
tax system. While it is not difficult
to understand, implementation may
be confusing for foreign investors.
Taxes are levied at the national and
state levels. At the national level are
the corporate tax, capital gains tax,
dividend distribution tax, customs
duty and excise duties. Corporate tax,
for example, can thus be consolidated
into one tax return even if businesses
have a presence across various states
in India (so long as they operate as
branches across India). Some of the
indirect taxes such as the value-added
tax and service tax are levied by the
state and may vary across the different
states, though there are plans to
implement a goods and services tax at
the national level.

Accredited Tax Advisor (Income Tax) Rohan
Solapurkar, Partner, Deloitte Singapore,
shed light on tax issues in India.

While an Indian resident company
is taxed on its worldwide income, nonresident companies should note that
capital gains from the transfer of capital
assets situated in India and interest,
royalties and technical service fees are
all subject to tax in India.

Minimum Alternate Tax

For companies where the net profit as
shown in the profit and loss statement
is more than 18.5% of its tax profit, a
Minimum Alternate Tax (MAT), which
ranges from 19.4361% to 20.9605%,
applies. Tax paid under the MAT
provisions may be carried forward
to be set off against income tax
payable in the next 10 years, subject
to certain conditions.

Corporate Tax Rate

General Deductions
and Concessions

The corporate tax rate differs between
domestic and foreign companies
(for example, between a Permanent
Establishment or a branch which is
not incorporated in India). The
effective tax rate is 33.99% for
domestic companies and 43.26%
for foreign companies. Companies
are also required to pay income tax
in advance for each tax year in four
instalments, on or before the 15th
day in the months of June, September,
December and March.

In general, all expenditure incurred for
the purpose of business is generally tax
deductible. However, there are certain
expenditures that are allowable for
deduction only on the basis of actual
payment, such as employees’ bonuses.
The challenge is in determining
what constitutes the purpose of
business and when a deduction is
allowable. In the area of research and
development, special concessions
apply, similar to Singapore. There is no
tax credit or refund policy in this area.
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Withholding Tax
Withholding tax applies
for any payments made
by a resident to a nonresident. To claim treaty
rates, a Permanent Account
Number (PAN) is needed
for foreign companies,
otherwise the domestic
withholding rate, which
may be higher, applies.

Tax Treaty Relief
India has an extensive tax
treaty network.
It allows credit
for taxes paid
overseas and
Some of the key
activity took place.
grants relief
issues that face
India implemented
from double
investors in India
the Advance Pricing
taxation by the
currently are
Agreement (APA) in
credit method
management fees,
August 2012. Through
or a combination
withholding tax
this, companies
of credit and
engage with India’s
exemption
and accounting
tax authorities and
methods.
systems.
agree on the arms
Resident
length price for India.
companies need
This process may take eight to 12
to show that taxes have been paid
months and the APA would be valid
in a foreign country. A non-resident
for the next five years. Unfortunately,
seeking relief under the tax treaty will
such a provision is not reflected in the
have to furnish a valid Tax Residency
Singapore-India tax treaty. As such,
Certificate (TRC) obtained from tax
bilateral agreements where both
authorities of its country of residence.
authorities agree on the pricing are not
possible. Companies may still engage
Capital Gains Tax
in unilateral APAs with the country’s
The capital gains tax varies based
authorities.
on when the sale is made from time
of purchase. Rates are also different
depending on whether the capital asset
General Anti-Avoidance
is a long-term capital asset or a shortRule
term capital asset and whether the
India will be putting in place a wideshares are from a company listed on
reaching General Anti-Avoidance
the India Stock Exchange or not.
Rule in 2015. It stipulates that any
transaction that is done primarily for
the purpose of obtaining a tax benefit
Transfer Pricing
will be an impermissible arrangement.
The Transfer Pricing (TP) rules in
India are based on the Organisation
for Economic Co-operation and
Current Issues Faced
Development (OECD) approach and
in India
various prescribed transaction
Some of the key issues that currently
methods are stipulated. More and
face investors in India are management
more so, countries are stipulating
fees, withholding tax and accounting
that profits should reflect where the
systems. India’s tax authorities are
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Michelle Yap is Assistant Manager, SIATP.
This article is based on a presentation by
Accredited Tax Advisor (Income Tax) Rohan
Solapurkar, Partner, Deloitte Singapore. For
more tax insights and how to stand out as a
tax specialist, please visit www.siatp.org.sg.
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questioning the rationale for the
charges of management fee by the
corporate headquarters on their Indiarelated entities and are also examining
the value/benefit received by the
Indian company on account of such
management charges. Withholding
taxes are another area which could
lead to significant litigation in India.
Additionally, companies also need to
make sure that its accounting systems
are aligned and capable of generating
information required by India’s
tax authorities in order to mitigate
litigation in India.
The Vodafone case reflects the
complexity of India’s taxation system.
The Supreme Court had held that India
did not have the right to tax indirect
transfers. This was reversed when
an amendment was made in Budget
2012 and the amendment made
retrospective from 1961.
All said, India continues to attract
FDIs and it is a good opportunity for
small and medium-sized enterprises to
build global presence too. No doubt tax
litigation will continue in India and the
number of APAs will increase. Changes
are in sight and many continue to have
a positive outlook on India. ISCA

Better
System Of
Financial
Reporting
Needed

More Focused Disclosures

By

Mark
Billington

T
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here have been widespread
complaints of information overload
in financial reporting and there is a
widely-held view that financial reporting
disclosures need to be reformed. Views
differ on what exactly the problem is, but
what we do know is that few people seem
to be happy with the current position.
What’s happened with financial
reporting disclosures should not be
a surprise. Over the past 40 years, a
regulatory system for financial reporting
has been created that is intended to give
users what they want. As some users
always want more information, we
should not be astonished that this is what
companies have had to provide.
ICAEW recently published a report,
“Financial Reporting Disclosures: Market
and Regulatory Failures”, which looks at
the sources of the problems around this
and what can be done about them. The
report argues that the current degree
of dissatisfaction is to a large extent a
predictable outcome of the regulatory
framework. But this framework is itself
a response to failures in the market for
financial reporting information. And
both market and regulatory failures in
part reflect the inherent limitations of
financial reporting.

s
Coordinated
approach to tackle
regulatory issues

Generally, it is
predictable that the
present regulatory
system will result in a
proportion of irrelevant
disclosures to particular
firms or users. If left
unchanged, the volume of
irrelevant disclosures is
likely to grow.

For the sake of fairness,
regulation requires firms to
disclose the same information
to all users, but this has
resulted in the ordinary user
being faced with reports
designed for users who
benefit from long and complex
disclosures. For the sake of
comparability, standardisation imposes
uniform disclosure requirements on
diverse firms, with the result that a
proportion of disclosures may well be
immaterial.
This leads to an ever-growing list
of required disclosures that have been
recognised as important at one time
or another for at least some firms.
Generally, it is predictable that the
present regulatory system will result in
a proportion of irrelevant disclosures

to particular firms or users. If left
unchanged, the volume of irrelevant
disclosures is likely to grow.
In order to tackle the regulatory
causes of the problem, ICAEW has
identified four overarching strategies
and recommendations. These
recommendations are interdependent,
and no one group is in a position on
its own to reform financial reporting
disclosures and their regulation; a
coordinated approach is needed.
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Reforming Financial Reporting

1

Reform the process
for setting disclosure
requirements
Firstly, there is a need to reform the
current standard-setting process so as to
give more weight to the views of equity
shareholders who, as owners, meet
the costs of disclosure requirements.
There is a view that the standardsetting process focuses unduly on the
needs of a small group of users who
have a seemingly limitless appetite for
information, but who do not bear the
costs of producing it. If standard-setters
were to give more weight to the interests
of those who ultimately meet the costs of
their decisions, this would give greater
legitimacy to the requirements that
they impose.
Standard-setters should also
establish a framework to provide
a structure for setting disclosure
requirements. This should ensure that
disclosures are only required when
they are needed and are properly
organised, and that disclosure
requirements reflect a balancing of
interests, rather than an unqualified
commitment to transparency.
To the extent that firms comply with
disclosure requirements even though
the resulting information is immaterial,
standard-setters should reflect this
in deciding whether disclosure
requirements are proportionate. If
standard-setters are able to assume
that their disclosure requirements
only lead to the disclosure of material
information, when in fact they lead
to a lot of immaterial disclosures as
well, their calculations of the costs and
benefits of disclosure requirements will
be unrealistic.

Change disclosure
requirements
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The current disclosure system fails
to distinguish between the different
needs of the various users of financial
reporting information. While some users
may be happy with lengthy disclosures,
the majority are sent information that
is far longer and more complex than
they can use. Disclosure requirements
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should allow firms
to report separate
information sets to
What is needed is
different types of users.
The information set
also a change of
for most users could
attitude by all the
be short and, beyond
participants in the
a minimal common
financial reporting
core, decided by
process and in the
each firm to reflect
regulatory system
its own particular
that governs it. This
circumstances.
Regulation of
means governments,
disclosures in the
regulators,
common core should
standard-setters,
itself be minimal so as
enforcement
to allow for effective
agencies and
communication. Both
auditors as well
information sets should
as preparers.
be online and available
for anyone who
wants to access them.
Additionally, disclosure requirements
should be regularly reviewed to weed out
unnecessary disclosures.

s

3

Change the
way disclosure
requirements are
implemented

To reduce the incentives to provide
immaterial disclosures, enforcement
agencies should clarify that they will
not take action against firms that omit
immaterial disclosures, and they should
encourage firms to omit immaterial
disclosures. As international firms
make disclosures in more than one
jurisdiction, this would require a
common approach among enforcement
agencies internationally.
Auditors should refrain from
encouraging firms to make immaterial
disclosures and should encourage them
to omit immaterial disclosures. Once
enforcement agencies and auditors have
reformed their approach to materiality,
firms should cut out disclosures that are
clearly immaterial.

4

Place more reliance
on non-regulatory
solutions
Preparers and users should engage

directly to discuss voluntary public
disclosure of information that is
not currently provided, rather
than rely entirely on standardsetters to introduce new disclosure
requirements. If those who are
interested in financial reporting
disclosures are unhappy with the
results of their increasing regulation,
then they could place more reliance on
voluntary disclosures. Such engagement
might take place on a sectoral basis
rather than firm by firm, and there may
be a role in it for standard-setters if they
see the encouragement of voluntary
disclosures as being within their remit.

A consolidated approach
by all

All that said, there is no solution to
current problems that will guarantee
that everyone gets what they want,
and there are no improvements that
will come without costs and risks
attached. It is also unrealistic to expect
preparers or any other single group to
solve the disclosure problem on their
own. The question for those involved
in the financial reporting process is
therefore whether they are willing to
bear the costs and increased risks of
changes that could improve the system
of financial reporting disclosures as
a whole, or whether they prefer on
balance to leave things as they are.
What is needed is also a change
of attitude by all the participants in
the financial reporting process and in
the regulatory system that governs it.
This means governments, regulators,
standard-setters, enforcement agencies
and auditors as well as preparers.
If they prefer to leave things as they
are, then the present feelings of
disenchantment and alienation from
the financial reporting process can
only be expected to grow as mandatory
disclosures continue to increase.
At the end of the day, the overall
goal should be a better system of
financial reporting, with more focused
disclosures. ISCA

Mark Billington is Regional Director, South East
Asia, ICAEW.
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Myanmar

Untouched, Unexplored, Untapped

by

Barry Lee &
Anurag Chaturvedi
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ith a population of around 60
million, Myanmar reopened
its doors to the world in 2011
after decades of isolation. Since then,
drastic political and economic reforms
have followed in an effort to adhere to
transparent governance and sustainable
development.
The country has made significant
efforts in welcoming foreign and private
investment by revising several laws – the
Foreign Investment Law and the Central
Bank Law being two of the more notable
ones – awarding licenses for airport
construction and telecommunications,
and improving severely depleted
infrastructure. The pace at which the
country is growing and the increase in
investments have been amazingly swift. It
is quite evident that Myanmar is eager to
catch up with its neighbours and become
the Southeast Asian economic giant it
once was in the 1960s.
The McKinsey Global Institute
estimated that in 2010, the size of
Myanmar’s economy was approximately
USD45 billion. It predicts that the
economy will double in 10 years and
more than quadruple by 2030 to over
USD200 billion. There are not many
countries left in the world that holds an
investment potential of this size.
Myanmar’s Directorate of Investment
and Companies Administration (DICA)
estimates that as of 31 May 2013,
over USD42 billion of Foreign Direct

as part of efforts to achieve the vision
Investment (FDI) has flowed into
of becoming a modern, democratic and
Myanmar. Of the 32 countries that have
developed nation by 2030.
invested in Myanmar, investments
The international community
from China are the largest at close to
has responded positively to the
a third of the total. In the month of
reform process, with many Western
June 2013 alone, another half a billion
governments
of investments
suspending most
were made1.
of the economic
Myanmar is
sanctions they
the largest country
The McKinsey
had previously
in mainland
Global Institute
imposed on
Southeast Asia.
estimated that
the country.
It borders
In January
Bangladesh and
in 2010, the size
2013, Myanmar
India in the west
of Myanmar’s
signed deals with
and northwest,
economy was
the Paris Club of
China in the north
approximately
sovereign lenders
and northeast, Lao
USD45 billion.
and multilateral
PDR and Thailand
It predicts that
lenders such as
in the east and
the economy will
the World Bank
southeast. The
and the Asian
economy has
double in 10 years
Development Bank
been guided by a
and more than
(ADB) to clear or
series of five-year
quadruple by
refinance a major
plans, with annual
2030 to over
portion of its debt.
plans for select
USD200 billion.
These agreements,
sectors. The plans
estimated to
are based on the
waive up to 60%
guiding principles
of Myanmar’s outstanding debts, will
of the government to address political,
pave the way for fresh borrowings
economic and social challenges.
which can be directed towards vital
Myanmar’s economy has been
infrastructure development.
dominated by the agriculture sector
As the government continues its
and around 70% of its population lives
policy of re-engagement with the West,
in rural areas. The economy still relies
there is optimism that these sanctions
on resource-based industries with the
could be lifted entirely by the end of
biggest contribution to the GDP coming
2013, further boosting foreign trade
from extractive industries, especially oil
and FDI.
and gas, mining, and forest products.
The International Monetary Fund
Major export items of Myanmar are
(IMF) estimates that Myanmar’s
mineral products such as natural gas,
economy grew by 6.2% in 2012,
precious and semi-precious minerals;
bolstered by foreign investment in
agricultural products including rice
energy and export of commodities.
and rice products, pulses and bean and
According to official statistics, Myanmar
maize; forest products like raw rubber,
attracted over USD40 billion in foreign
teak and hard woods, and marine products.
investments in FY2012-2013. The
majority of these investments are in the
Recent Economic
power and oil and gas sectors, although
Developments
a substantial investment has also been
Since the elections in November 2010, the
committed to the special economic
Myanmar government has undertaken a
zones (SEZs) in Dawei, Kyaukphyu and
series of political and economic reforms
Thilawa. If the reform momentum can
1 Directorate of Investment and Companies Administration (DICA,
be maintained in the medium term,
www.dica.gov.mm); information as at 30 September 2013
Myanmar’s economic growth is projected

s

February 2014

51

VIEWPOINT
Myanmar

to accelerate to approximately 7% per
annum for the next five years.
Some of the recent economic
reforms introduced by the Myanmar
government include:
Unifying the country’s multiple
exchange rates by replacing the
official peg with a managed float
system using a formal interbank
foreign exchange market. A new
foreign exchange management law,
targeted at lifting all restrictions
on current payments and transfers
abroad, has also been passed and is
at present awaiting the necessary
regulations before implementation;
Introducing a new Central Bank law
which will offer more operational
autonomy to the Central Bank of
Myanmar and allow it to take on the
core central banking functions which
currently sit with the state banks;
Improving the investment
environment by liberalising the
company registration process
and other regulatory processes to
further encourage foreign investors.
The Myanmar
Investment
Commission is
currently undergoing
Given the government’s
reform to become
an independent
strong interest in
board with the
rural development and
aim of eliminating
improvements to social
non-transparent
infrastructure to improve
licensing practices;
the living standards of
Opening up the
the
people, we can expect
telecommunications
that new projects will be
sector by inviting
foreign investors
launched in this sector to
to register their
address infrastructure gaps.
interest in bidding
for two out of four
More recently, during the 1st Myanmar
national telecommunications
licenses. The sector was previously
Development Cooperation Forum held
monopolised by a state-owned
in January 2013, President Thein Sein
enterprise. The government’s
announced that a National Comprehensive
management of the bidding
Development Plan (NCDP) for Myanmar
process will be a test of its ability to
was being drawn up and would be
implement further reforms;
launched in 2013.
The 20-year plan is positioned as
Establishing a new anti-corruption
the second stage of Myanmar’s reform
committee in January 2013 to focus
process, the first stage being political
on eliminating bribery at all levels
reform and national reconciliation
of government.
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undertaken between 2011 and 2012,
and will comprise four five-year
programmes designed to increase
economic development and raise living
standards in Myanmar. The Framework
for Economic and Social Reform (FESR)
was launched at the same forum and
outlines Myanmar’s policy priorities up
to 2015 towards achieving the long-term
goals of the NCDP7. The framework
emphasises the importance of moving
towards a market-driven economy, the
need to move from top-down to bottom-

The government has identified four
policy priorities under the FESR:
Sustained industrial development
to catch up with global economies;
Equitable sharing of resources
among regions and states
and promoting foreign and
local investments for regional
development;
Effective implementation of
people-centred development to
improve education, health and
living standards, and
Reliable and accurate gathering
of statistical data and other
information for better public
policy decisions.

up planning and the development of free
markets by employing direct and indirect
government policy levers. The framework
is also intended to complement the goals
under the government’s 5th Five-Year Plan
(FY2011/12 to 2015/16), and includes:
i. Achieving average GDP growth of
7.7%;
ii. Increasing industrial share of GDP
from 26% to 32%, and reducing
share of the agriculture sector, and
iii. Achieving GDP per capita growth of
30% to 40% from 2010.

To achieve these priorities, the
government will focus on “quick wins”
in 10 priority areas viz fiscal and
tax reforms, monetary and financial
sector reforms, liberalisation on trade
and foreign investment, development
of the private sector, health and
education sectors, food security and
improvements in the agriculture sector,
governance and transparency, the
telecommunications and ICT sector, and
development of basic infrastructure.
In terms of infrastructure
development, the immediate term
priorities are in urban transportation
systems, upgrading of national
airports and water utilities. The
government has also committed to
restructuring the relevant agencies in
the transport, water and public works
sectors to ensure a clear separation
of responsibility between regulatory
authorities and service providers
and operators.
One of the key policy priorities
of the Myanmar government under
the FESR is to focus on people-centric
development, particularly in the areas
of improving education, health and
living standards. In the fiscal year
2012/2013 budget, the government has
increased expenditures on education
and health.
Education is a top government
priority in Net Enrolment in Primary
Education 2011 view of the low levels
of provision and the importance

of investment in education for
inclusive growth.
Net enrolment in education for
Myanmar is low compared to other
ASEAN countries and the quality of
education at all levels is generally poor.
The ratio of government expenditure
on education to overall GDP is also the
lowest in the region.

Private Sector
Opportunities

The government has committed to
increasing expenditure on education
in the coming years, in absolute terms
as well as a proportion of the total
government budget. The government is
also planning to undertake overarching
education sector reforms that include
expanding both the quality as well as
extent of education.
On the health sector, the
government has begun increasing
the level of government expenditure
on healthcare and will focus on a
number of innovative measures to
improve accessibility to healthcare
among the rural population, including
strengthening township-level health
financing and greater cooperation with
development partners.
Given the government’s strong
interest in rural development and
improvements to social infrastructure
to improve the living standards of
the people, we can expect that new
projects will be launched in this sector
to address infrastructure gaps.
Myanmar is in the midst of a
historic transformation. History does
not have a precedent for a country
this size hurtling towards a market
economy within a matter of mere
months. As evident from the frenetic
pace of economic reforms being
introduced, the current administration
is committed to reintegrating Myanmar
into the global business community. ISCA
Barry Lee is Audit Partner, and
Anurag Chaturvedi is Director, Advisory,
KPMG in Singapore. This article is based
on KPMG’s “Infrastructure in Myanmar”
and “The Banking Financial Services Sector
in Myanmar” publications.
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Technical Excellence
FRS 110

F

ollowing the issuance of the
suite of consolidation standards,
namely International Financial
Reporting Standard (IFRS) 10, 11
and 12, the Financial Reporting
Committee of the Institute of
Singapore Chartered Accountants
(ISCA) set up an IFRS 10 Working
Group1 in 2011, comprising
experienced technical accounting
professionals from the Big Four
accounting firms. The Working Group
was tasked to look into potential
application issues of the consolidation
standards (FRS 110, 111 & 1122) and
also to engage in outreach efforts
for the accounting profession in
Singapore. In March 2013, ISCA
organised two seminars for the
general public and for companies with
investments in unit trusts and funds,
with the support of the Working
Group members.
The Working Group had identified
investments in Real Estate Investment
Trusts (REITs) as one industry that

by

Jezz Chew

Investments in Real Estate Investment Trusts
54

IS Chartered Accountant

Photo Shutterstock

Application
of FRS 110
Consolidated
Financial
Statements

would likely be significantly impacted
upon adoption of the consolidation
standards, largely due to its unique
structure in Singapore as compared to
other jurisdictions. Currently, most, if
not all of the investments in REITs, are
not consolidated
by their sponsors
in Singapore
under the
FRS 110 requires
requirements in
an evaluation of
FRS 27 (2009)
the exposure to
Consolidated
variability of returns
and Separate
Financial
from interests in
Statements.
the REIT, taking
However,
this may
into account the
not be the case
magnitude of and
under FRS 110
variability associated
Consolidated
with the aggregate
Financial
economic interest
Statements
which comes
in the REIT relative
into effect for
to the total
financial periods
variability of
beginning on
returns of the REIT.
or after
1 January 2014.
In addressing this matter,
the Working Group held several
consultative dialogues with regulators
and stakeholders from the REITs
industry to better understand the
challenges faced in the application
of FRS 110. Robust discussions were
carried out within the Working
Group. After due deliberations and
considerations, the Working Group
developed this guidance to assist the
REIT sponsors in assessing whether
the sponsors have control over a REIT.

s

REITs in Singapore

1

Members of the Working Group include Mr Reinhard Klemmer
(Chairman), Ms Chan Yen San, Ms Lim Sio Hoon, Mr Frederick Baudin,
Mr Wong Koon Min, Ms Kok Moi Lre, Ms Ong Suat Ling, Mr Mohd Ghamazy,
Ms Poh Poh Lin and Mr Jeremy Toh.
2

The Singapore equivalent standards for IFRS 10, 11 and 12 are FRS 110,
111 and 112 respectively.

3
A REIT Manager is a capital market licensee for REIT management
and is subject to corporate governance requirements imposed by
license conditions.

Currently, all listed REITs in
Singapore are structured as
externally-managed trusts. What
this means is that on creation of the
REIT, decision-making authorities are
delegated to professional managers.
The professional managers (REIT
Manager and Property Manager) are
usually wholly-owned subsidiaries
of the REIT sponsor. As the relevant
decisions of a REIT in Singapore are

made by its REIT Manager in most
cases, in this analysis, alternative
arrangements such as those where the
Property Manager or its equivalent is
one of the key decision-makers, are
not considered. The REIT sponsor,
typically the entity that injects the
initial investment portfolio into the
REIT, frequently retains a significant
but less than majority interest in
the REIT.
As the REIT Manager (a subsidiary
of the sponsor) is typically the key
decision-maker of the relevant
activities of the REIT, and the
sponsor is exposed to variability of
returns both from the managers’
remuneration and its unitholding
in the REIT, all REIT sponsors
would need to consider whether the
application of FRS 110 Consolidated
Financial Statements would result in
the consolidation of the REIT in its
consolidated financial statements.

Frequently-Asked
Questions

This list of frequently-asked questions
serves to provide guidance on how
to assess control under FRS 110 on a
typical Singapore REIT (as set out in
Appendix 1), including assessment of
the aggregate economic interest held
by the sponsor (Appendix 2).
In addition, certain specific
changes to the existing REIT structure
contemplated by sponsors (alternative
structure) have been considered.
Under the alternative structure,
the sponsor relinquishes its right as
the shareholder of the REIT Manager
to appoint and remove the board of
the REIT Manager. Appendix 3 sets out
the specific facts and circumstances
to consider when assessing whether
or not consolidation of the REIT is
required if the alternative structure
is put in place before the date of initial
application of FRS 110.
(Appendices 1 to 3 can be found
at the ISCA Centre for Financial
Reporting http://cfr.isca.org.sg/
publications/guidances-articles/
financial-reporting-articles/)
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Q1

Do the Trustee’s
rights prevent
the REIT Manager from
having power over the
relevant activities of
a REIT?
No. In accordance with the Securities
and Futures Act (Cap. 289), its
subsidiary legislation and the Code on
Collective Investment Schemes, the
Trustee is responsible for monitoring
the activities of the REIT Manager
for compliance with the limitations
imposed on the investment and
borrowing powers as set out in the
Trust Deed in each annual accounting
period. The Trustee is also under a duty
to take into custody and hold the assets
of the REIT in trust for the unitholders.
The right of the Trustee is
considered to be protective in nature
and is not intended to prevent
the REIT Manager from using the
delegated decision-making authority
to manage the relevant activities of
the REIT (FRS 110.B26).

Q2

Does the kickout right that is
held by the Monetary
Authority of Singapore
(MAS) in its capacity
as the Regulator, by
itself, affirm that the
REIT Manager is using its
decision-making rights in
the capacity of an agent
for all unitholders?
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Do the independent
directors’ rights
at the REIT Manager
level prevent the
Sponsor from having
power over the relevant
activities of a REIT?
No. The independent directors are
nominated, appointed by and can
be removed without cause by the
sponsor as the sponsor is the sole
shareholder of the REIT Manager.
While we understand that the
sponsors and independent directors
are mindful of
reputational risks,
and will take into
consideration
The kick-out right
the unitholders’
held by the Monetary
interests, this
Authority of Singapore is
does not diminish
considered protective in
the fact that the
nature and not intended
sponsor has the
to prevent the REIT
current ability
to appoint and
Manager from using
remove the
the delegated decisionindependent
making authority to
directors at its sole
manage the relevant
discretion without
activities of the REIT
involvement of
(FRS 110.B26).
the unitholders.

s

Q4

At what level
of unitholding
would a sponsor
consolidate a REIT?

The standard does not provide a
threshold below which consolidation
is not required.
Instead, the standard suggests
that the stronger the rights held by
other investors to remove the REIT
Manager (kick-out rights), the more
aggregate economic interest can be
accepted. Conversely, the weaker the
kick-out rights, the less aggregate
economic interest can be accepted
while still being considered an agent.
Aggregate economic interest
in FRS 110 refers to remuneration
and other interests in the REIT
attributable to the sponsor group
(for example, investments in units
and guarantees) in aggregate.

Based on a typical REIT as
illustrated in Appendix 1, the
remaining unitholders are widely
dispersed and the sponsor wholly
owns the REIT Manager and the
Property Manager which direct the
relevant activities of the REIT, the
following factors are relevant:
Kick-out rights held by the
remaining unitholders are less
likely to be exercised as the
remaining unitholders are widely
dispersed, and
FRS 110 Example 14B suggests
that based on the computation
in Appendix 2, with weak
kick-out rights, aggregate
economic interest of 37%
could lead to the conclusion
that the fund manager is
a principal.
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No. In accordance with section
286(14) of the Securities and Futures
Act (Cap. 289), MAS may direct the
trustee of a REIT to remove the REIT
Manager and appoint a new REIT
Manager only if the REIT Manager
fails to comply with the Securities and
Futures Act (Cap. 289) or the Code on
Collective Investment Schemes.
Therefore, the kick-out right held
by MAS is considered protective in
nature and not intended to prevent
the REIT Manager from using the
delegated decision-making authority
to manage the relevant activities of
the REIT (FRS 110.B26).

Q3

gearing) and the REIT Manager
has the decision-making authority
to increase the REIT’s gearing to
60%. This limit is imposed on
the REIT in the Property Funds
Guidelines.
(b) Acquisition fee, divestment fee and
asset management fee are earned
if properties are purchased or sold
(churned).

FRS 110 requires an evaluation
of the exposure to variability of
returns from interests in the REIT,
taking into account the magnitude of
and variability associated with the
aggregate economic interest in the
REIT relative to the total variability
of returns of the REIT. This evaluation
is made primarily on the basis of
returns expected from the activities
of the REIT, but in marginal cases,
consideration should also be given to
the maximum exposure to variability
of returns. The maximum exposure
should reflect the maximum economic
return a sponsor group could earn
from its involvement with the REIT.
The rationale for calculating the
maximum exposure is to reflect some

extreme scenarios so as to determine
if at that extreme, it would change
the conclusion.
The standard, however, does not
include a mathematical formula that
could be used to calculate variability
of returns. Sponsors would have to
develop a model with reasonable
assumptions to determine both the
expected level of return and the
extent of exposure to variability of
returns from the REIT.
In the specific fact pattern in
Appendix 1, the sponsor has two
interests for which the maximum
effect should be factored into the
calculation.
(a) Fees are based on gross
benchmarks (before effect of

The full guidance on the application of FRS 110 Consolidated Financial Statements:
Investments in Real Estate Investment Funds (REITs) can be found in ISCA’s Centre for Financial Reporting
via http://cfr.isca.org.sg/publications/guidances-articles/financial-reporting-articles/.
We would like to acknowledge and thank the IFRS 10 Working Group members of
ISCA Financial Reporting Committee for their contributions towards the development of this guidance.

In addition, the calculation of
maximum exposure should address
the misalignment of interests
between the sponsor and the
unitholders as the sponsor, through
the ownership of the Managers,
participates at different levels of the
revenue “waterfall” compared to the
unitholders of the REIT. One way
of accounting for the misalignment
in computing aggregate economic
interest is to assume the widest
misalignment that is legally and
economically possible.
Some REITs may pay additional
fees such as leasing commission,
marketing service fee, project
management fee, asset redevelopment
fee etc to the Property Manager.
These additional fees also represent
additional variable returns that
should be included in the computation
of aggregate economic interest.
Some REIT sponsors may have
other forms of involvement with
the REIT such as long-term master
leasing arrangements, provision of
income support and provision of
use of trademarks and trade names.
Such involvement may represent
additional variable returns from the
REIT that are not available to other
unitholders as the sponsor group may
benefit or suffer additionally from
the involvement. If the involvement
is significant or results in the REIT
being economically dependent on the
REIT sponsor, these factors need to
be considered. ISCA
Jezz Chew is Technical Standards
Development and Advisory Manager, ISCA.
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FINANCIAL REPORTING

ISCA Issues Guidance on Application
of FRS 110 to Investments in REITs
Following the issuance of the suite of consolidation
standards, namely International Financial Reporting
Standard (IFRS) 10, 11 and 12, the IFRS 10 Working
Group of ISCA’s Financial Reporting Committee developed
this guidance to assess whether sponsors have control
over REITs.
For more information, please visit
cfr.isca.org.sg/publications/guidances-articles/
financial-reporting-articles/

IASB Concludes 2010–2012 & 2011–2013
Annual Improvements Cycles
The International Accounting Standards Board (IASB) has
issued Annual Improvements to IFRSs 2010–2012 Cycle
and Annual Improvements to IFRSs 2011–2013 Cycle.
For more information, please visit
www.ifrs.org/Alerts/ProjectUpdate/
Documents/2013/PR-AI-2010-and-2011-issuedDecember-2013.pdf

IASB Publishes Proposals for
Annual Improvements Cycle
2012-2014
IASB has published for public comment an Exposure Draft
of five proposed amendments to four IFRSs under its
annual improvements project.
For more information, please visit
www.ifrs.org/Alerts/ProjectUpdate/
Documents/2013/PR-AIP-2012-2014-cycleDecember-2013.pdf

IFAC Welcomes Release of
International Integrated
Reporting Framework
The International Integrated Reporting Council (IIRC)
released the International Integrated Reporting (<IR>)
Framework on 9 December 2013. As a co-founder of the
IIRC, IFAC has played a central role in the development
of IIRC and the <IR> Framework. The <IR> Framework is
an opportunity for organisations to improve the quality
of information provided about governance, strategy,
prospects, and performance that reflects the commercial,
social, and environmental contexts within which they operate.
For more information, please visit
www.ifac.org/news-events/2013-12/ifac-welcomesrelease-international-integrated-reporting-framework
www.theiirc.org/international-ir-framework
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Substantial Progress in
Global Adoption of IFRS
With the completion of the third phase of its project to
study jurisdictional adoption of IFRS, the IFRS Foundation
has gathered solid evidence that IFRS has already become
the de facto global language for financial reporting.
For more information, please visit
www.ifrs.org/Alerts/PressRelease/Documents/2013/
PR-IFRS-profiles-update-December-2013.pdf

AUDITING AND ASSURANCE

IAASB Consults on Five-Year
Strategic Objective and
Work Priorities
The International Auditing and Assurance Standards
Board (IAASB) has released for public comment its
proposed strategy for 2015-2019 and proposed work
programme for 2015-2016.
For more information, please visit
www.ifac.org/news-events/2013-12/iaasbconsults-five-year-strategic-objectives-andwork-priorities

IAASB Enhances Standard for
Assurance Engagements
IAASB has released an updated and enhanced
International Standard on Assurance Engagements
(ISAE), titled ISAE 3000 (Revised) Assurance
Engagements Other Than Audits or Reviews of Historical
Financial Information, which addresses a broad range
of assurance engagements from effectiveness of internal
control to sustainability reports and integrated reporting.
For more information, please visit
www.ifrs.org/Alerts/PressRelease/
Documents/2013/PR-IFRS-profiles-updateDecember-2013.pdf

IFAC Releases New Guide on
Review Engagements
The guide, developed in conjunction with CPA Canada,
aims to help professional accountants in practice,
especially those operating in small and medium-sized
practices (SMPs), conduct review engagements in
compliance with International Standard on Review
Engagements (ISRE) 2400 (Revised) which are effective
for periods ending on or after 31 December 2013.
For more information, please visit
www.ifac.org/news-events/2013-12/ifac-releasesnew-guide-review-engagements

Technical Excellence
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Analytical
Procedures
Highlights of Technical Clinic

by

Magdalene
Ang

A

nalytical procedures are
an important part of an
audit process and consist of
evaluations of financial information
through analysis of plausible
relationships among financial and
non-financial data. Rick Chan, Partner,
Head of Technical and Training,
Mazars LLP, facilitated this topic for
a group of practitioners at ISCA’s
monthly technical clinic. Here are the
highlights of the discussion.

Q1

What are the
purposes of
analytical procedures?
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Analytical procedures are performed
at three stages of audit, namely
planning, execution and completion,
serving three primary purposes:
(1) Risk assessment
The auditor carries out analytical
procedures at the planning stage
to identify financial statement
areas that are of higher risk for
the purpose of directing the focus
of the audit.
(2) Obtain assurance
The auditor may obtain assurance
through substantive analytical
procedures only or in combination
with other audit testing (such as
tests of controls and substantive
test of details) in respect of the
applicable assertions on financial
statement areas.

s
Analytical procedures
are performed at three
stages of audit, namely
planning, execution and
completion, serving
three primary purposes:
risk assessment, obtain
assurance and financial
analytical review.
(3) Final analytical review
The auditor performs analytical
procedures at the end of the audit
to assess whether the financial
statements are consistent with
the auditor’s understanding of the
entity. Where the results of the
overall analytical review identify
an inconsistent trend which may
imply potential misstatement,
the auditor needs to investigate
the reason, re-assess the risk of
the affected balance and perform
further audit procedures. To
achieve its purpose, a final
analytical review should be
performed on the final adjusted
numbers at the end of the audit.

Q2

What are
the types of
analytical procedures?
There are various methods to perform
analytical procedures, from simple
comparisons to regression analysis
using advanced statistical techniques.
We share three types of analytical
procedures which are commonly used
by the auditor.
(1) Trend analysis
This involves the analysis of
changes in an account over
time. This is more effective
for a company whose business
demonstrates a consistent sales
pattern. Take the example of a
company that sells furniture in
Singapore. Based on the audit of
the company in the last few years,
the auditor has identified the

company’s sales pattern: sales are
generally higher in festive months.
Hence, if sales during non-festive
months are exceptionally high, it
is an indication of potential risk
of material misstatement and
the auditor needs to investigate
further and consider performing
additional audit procedures.
(2) Ratio analysis
This includes comparison with
benchmarks, or comparing
relationships between financial
statements accounts and between
an account and non-financial
data. Let’s illustrate using an
example where a company
purchases products from its
related companies and sells to its
customers at a fixed gross profit
(GP) margin of 22% on a backto-back basis. In addition to a
test on details performed on the
individual sales and purchases
transaction, the auditor can also
obtain assurance by analysing
the GP margin of each sales
transaction. If the GP margin
deviates from 22%, the auditor
would need to investigate
and obtain appropriate
corroborative audit evidence
on the deviation identified.
(3) Reasonableness testing
This involves the analysis of
accounts, or changes in account
between accounting periods, that
entails the development of a model
to form an expectation based
on financial data, non-financial
data, or both. For example, rental
of office premises at a monthly
rate of $10,000 is supported by a
signed rental agreement between
the company and the landlord.
Multiplying the monthly rental
against the rental period would
give the auditor an estimated
rental expenses to check against
the rental expenses recorded in
the general ledger. Similarly, any
difference identified needs to
be investigated, corroborated,
and documented.
February 2014
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Q3

How does the
auditor perform
substantive analytical
procedures?
There are four distinct steps to
performing substantive analytical
procedures. We illustrate using
an example where the auditor is
performing substantive analytical
procedures to check payroll cost
of a company with five employees.
There is no change to its number of
employees and employees’ salaries in
the year of audit.
Step 1 Evaluate the reliability of the
data and develop an independent
expectation Through inquiring
management, the auditor confirms
that there are no changes to the
company’s payroll process. The
company continues to maintain
employment contracts for all
employees and salaries are paid to
employees by cheque. Employees
will acknowledge on the payment
vouchers upon receipt of their
monthly pay cheques. It is also
the company’s practice to pay two
months’ bonus to each employee
every year, as supported by the
actual bonus payout by the company
in the past few years. Using the last
month’s salary figures extracted from
the salary payment vouchers to the
employees, the auditor is able to form
an expectation of the estimated staff
cost for the year (refer to Table 1).

Step 2 Define

s

a significant
difference or
Three types of analytical
threshold The
procedures commonly
auditor needs
used by auditors
to determine a
are
trend analysis,
threshold that
ratio
analysis and
can be accepted
reasonableness testing.
without further
investigation. In
our illustration,
the auditor expects a high level of
assurance from the substantive
analytical procedures and he is
able to develop a relatively precise
expectation. Hence, the auditor
has determined that any difference
identified must be investigated
regardless of materiality.
Step 3 Compute differences
Thereafter, the auditor compares
the expected amount with the
actual payroll cost and compute the
difference (if any).
Step 4 Investigate and corroborate
significant differences to conclude
The auditor needs to investigate,
corroborate and document the
differences identified. Through
further inquiry with management,
the auditor found that the difference
arises from a special bonus amounting
to 1.5 months of the monthly total
employees’ salaries accrued for
all five employees as at year-end.
To corroborate management’s
explanation, the auditor performs

Table 1 illustrates the computation

Computation

Expected amount = Total salary paid out
in December 2013 multiply by the total
number of months in the year (12) and
bonus rate (2 months)

$13,500 x 14 = $189,000

Staff cost for the year ended per
general ledger

$209,250

Difference

$20,250
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further audit procedures by checking to
the accrual schedule and subsequent
payment vouchers for the validity of
the special bonus accrual and payout
subsequent to year-end. Last but not
least, the work performed needs to be
sufficiently documented in the audit
work papers to enable an experienced
auditor, having no previous connection
with the audit, to understand the work
that has been performed.
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Description

Q4

What would the
auditor consider
before deciding to
apply substantive
analytical procedures?
We illustrate using two cases where
the auditor performs work to check
rental income.
Case 1 A company that owns a
property and generates rental income
from that property.

Case 2 A company that owns 1,000
properties and sublets the properties
to 1,000 different tenants.
For the two cases, the following
factors are considered:
(1) Understanding of the
underlying data
The underlying data for the
rental income consists of monthly
rental rate and rental period of
each property. This information

can be extracted from the rental
agreement. In Case 1, the data
is readily available and easily
predictable by the auditor.
Thus the auditor can develop a
relatively precise expectation
by multiplying monthly rental
rate with rental period of that
property. However, for Case 2,
there is voluminous data
and therefore, many more
variables that will affect the
precision of the substantive
analytical procedure results.
Hence, it will be challenging
to set precise expectation and
perform an effective substantive
analytical procedure. Under such
circumstances, a test of details
should be performed and the
auditor may consider testing the
effectiveness of the company’s
accounting and internal controls
for processing rental agreements
to reduce the sample size for the
test of details.
(2) Risk assessed and level of
assurance
Revenue is always presumed
to be a high risk area for all
companies unless rebutted. Hence,
the auditor will aim to achieve a
high level of assurance from the
procedures performed. In Case 1, a
relatively precise expectation can
be set and therefore, the auditor
is able to obtain high assurance
from the reasonableness testing.
Conversely, in Case 2, it is unlikely
that the auditor is able to achieve
high assurance on revenue using
substantive analytical procedures
only, given the challenge in setting
precise expectation. However,
the auditor can still obtain lower
assurance from substantive
analytical procedures and
perform a combination of test of
control and test of details, or test
of details only to obtain higher
assurance of the rental income for
Case 2. ISCA

Magdalene Ang is Quality Assurance Manager,
ISCA.
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N

ews reports as early as 2008
alluded to the possible improper
manipulation of quoted LIBOR
rates, and this burst into public
consciousness in a big way from mid2012. The basic allegation concerns
the self-reporting of borrowing costs
by major money centre banks, the
compendium of which is then used to
construct the index known as LIBOR
(London Inter-Bank Offered Rate),
which serves as the benchmark rate
for huge amounts of debt throughout
the world (for example, when loans
are priced at “LIBOR + 1.5%”). The
central allegation was that by underreporting experienced borrowing
costs, the LIBOR index could be
gamed, thus tilting the playing field in
favour of existing and many potential
borrowers throughout the world
financial system.
As often happens, particularly
in litigious countries such as the
US, the mere suggestion of a raterigging conspiracy led to a veritable
paroxysm of political posturing,
followed in short order by threatened
or actual criminal and civil
litigation. To date, this has resulted
in the obtaining of large monetary
settlements from many of the world’s
largest banks, whose borrowing
cost quotations presumably had
been less than honest. The first

by

Dr Barry
Jay Epstein

Lessons for Auditors
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The LIBOR
Scandal

acknowledged malefactor, Barclays
Bank, agreed to a US$450-million fine
levied by the US and UK authorities,
and this settlement was followed by
other settlements by governmental
authorities with banks such as
JP Morgan,
Rabobank,
DeutscheBank,
Société Général,
Auditors also must
RBS, UBS and
assess various other
others; private
risks, including the
lawsuits are
risk of financial
continuing as well.
reporting fraud.
The true
nature and
Regarding the matter
severity of
of manipulated
these breaches
LIBOR rates, if a
will eventually
fraud occurred, it
become known,
was perpetrated by
and won’t be
the reporting entity
given speculative
on some of its actual
attention here.
Instead, our
customers or counterconcern is
parties, for the
with whether
purpose of enriching
independent
the reporting entity,
auditors can be
not stealing from it.
said to have failed
to appreciate this
risk, and whether there are lessons to
be learned that will possibly improve
the practice of auditing in future. With
the ever-present likelihood of auditor
liability litigation, this question is
worth asking.

s

History of LIBOR

The development and eventual
prominence of LIBOR as a reference
borrowing rate closely tracked
the explosive growth in the use of
financial derivatives, beginning
around the mid-1980s. The expanding
need or desire to know what costs
would attach to borrowings – defined
in terms of maturity and currency
– led to the surveying mechanism
that produces a set of consensus
estimates of hypothetical borrowing
costs. Today, these estimates are
provided by a panel of 18 banks,
quoting presumptive costs associated
with various supposed loan terms.

These putatively honest, independent
estimates are essentially averaged
to compute the LIBOR rates du jour
(along with their close relatives, such
as EURIBOR).
The panel member banks are
quizzed about the rate they would
expect to be charged to borrow funds,
were they to do so by asking for and
then accepting inter-bank offers in a
reasonable market size just prior to
11 am each day. Currently, LIBOR
rates are provided for 10 currencies,
in 15 maturities ranging from
overnight to 12 months. The
important point – and, it should be
noted, one not hidden from users
of this information – is that these
are subjectively assessed rates on
imaginary loans, not based on actual,
consummated lending transactions.

Auditors’
Responsibilities for
Assessing Financial
Reporting Risk

Independent accountants conduct
examinations of reporting entities’
financial statements, and render
opinions regarding material
compliance with standards such as
the US generally-accepted accounting
principles (GAAP). In planning
and performing these audits, the
accountants are required to assess
a range of risks, and adjust the
nature and scope of their procedures
accordingly. Auditors are required
to at least understand the reporting
entities’ controls over their financial
reporting processes, and if reliance
thereon is desired – to reduce audit
effort and cost – the effectiveness of
those controls must be tested and
found acceptable.
Auditors also must assess various
other risks, including the risk of
financial reporting fraud. Regarding
the matter of manipulated LIBOR
rates, if a fraud occurred, it was
perpetrated by the reporting entity
on some of its actual customers or
counter-parties, for the purpose
of enriching the reporting entity,
February 2014
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not stealing from it. In effect,
this would have been akin
to a company overcharging
its retail customers: as long
as its revenues and/or costs
are properly recorded and
classified, no financial reporting
irregularities can be said to
have occurred. The auditors’
“clean opinion” might not be
unwarranted, even if such
behaviours are seen
as distasteful.
What then should be the
auditors’ concern about these
alleged instances of LIBORquoting chicanery?

Management
Integrity, Tone at
the Top, and
the Ability to
Conduct an Audit

In assessing their ability to rely,
to the limited extent permitted
by auditing standards, on
managements’
representations,
the auditors
as indicia
consider a range
It has been well
of a “tone
of controlsestablished that a
at the top”
related matters,
culture of corruption
that might
one of the most
at the upper echelons
signal the
important being
of management...
presence
the so-called
will be observed and
of more
“tone at the
significant
top”. It has been
mimicked by those in the
risks to the
well established
lower ranks, creating
integrity
that a culture of
opportunities for asset
of the
corruption at the
thefts and reporting
financial
upper echelons
frauds of all types.
reporting
of management
process.
– or even a
Simply put, lenience regarding these
permissive attitude that allows
seemingly victimless infractions must
even minor infractions, such as
be seen as requiring consideration
expense account padding, to exist –
in the assessment of internal
will be observed and mimicked by
control risk. At the extreme, if
those in the lower ranks, creating
top management has abetted a
opportunities for asset thefts and
climate that permits or encourages
reporting frauds of all types.
inappropriate behaviour, the auditors’
For this reason, a tolerance for, or
ability to have faith in management’s
active encouragement of, even those
integrity will be threatened, perhaps
violations having no material effects
to the point that the very conduct
on the entities’ financial statements,
of the audit is rendered impossible.
should be of acute interest to auditors
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Barry Jay Epstein, PhD, CPA , CFF, is principal
in the forensic accounting and litigation
consulting practice in the Chicago office of
Cendrowski Corporate Advisors LLC, a public
accounting and consulting firm. This article
was first published on 17 July 2012 in
“JD Supra Business Advisor”, an online
publication for attorneys.
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Not being sensitive to this opens the
door to allegations of accountants’
malpractice.
It has yet to be demonstrated
that the shading of LIBOR rates had
a material impact on any entity’s
borrowing costs or investment
returns. Neither can it yet be
confidently asserted that the banks’
auditors failed in conducting their
audits even if these practices did
serve to cause some economic harm to
their counter-parties or third parties
relying on LIBOR to price various
assets. However, it is clear that
auditors should see this episode
as yet another teachable moment.
Tone at the top is more than just a
vague notion; it is central to risk
assessment. ISCA
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S$40.61 including GST

The last financial crisis
was caused by excessive
debt and triggered by
falling real asset prices. To prevent
a repeat of the crisis, there must be
revisions to economic theory and
practice. The key practical issues
are (i) How to reduce debt for
governments, households and business;
(ii) How to change management
incentives which are currently inimical
to economic growth, and (iii) How to
rebalance economies, both internally and
with regard to their external balances.

Financial Fraud Prevention
and Detection

By Jason Wood, William
Brown, Harry Howe
ISBN13: 978-1-118-07261-5
S$116.58 including GST

By Michael R Young
ISBN13: 978-1-118-61763-2
S$130.49 including GST

A comprehensive
guide for the financial
auditor who needs to
have a working knowledge of IT and
application controls encountered during
a typical audit of an SME, the book
focuses on conceptual and practical
topics that are immediately relevant
to understanding the applications
commonly used by businesses, such
as MS Excel, Quickbooks, and FRx
(Microsoft Dynamics) report writer.
It is organised to show the increasing
complexity of systems, and includes
useful tips and techniques.

Accounting fraud
is devastating to
companies on many
levels. Aside from the financial losses
which can be extreme, there could also
be irreparable damage to the company
brand. This book provides a step-bystep guide for directors and executives
to establish a corporate infrastructure
that minimises accounting irregularities,
and the process to follow when fraud is
discovered. It discusses how accounting
fraud starts and escalates, and provides
insights on why people get caught up
in it.
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Stand to win the book of
your choice! Simply email
your answers to the quiz
questions to comms@isca.
org.sg by 15 February 2014.
Please provide your full
name, NRIC number,
mailing address, contact
number and the book
you’re interested in.

QUIZ

1

In “Application of FS 110
Consolidated Financial
Statements”, the kick-out
right by the MAS is considered
protective in nature and is
fully intended to prevent the
REIT Manager from using the
delegated decision-making
authority to manage the
relevant activities of the REIT
(FRS 110.B26).
A True
B Maybe
C False

Congratulations
the winners of the
January 2014 book
quiz are:

3

Prizes Up
for Grabs

Lim Tiong Kiap
Sxxxx238-C

The correct answers for the quiz are (1) A, (2) C, (3) A.

2

In “Asia Pacific GST in
the Year of the Horse”,
last October, Malaysia’s
Minister for Finance confirmed
that a standard GST rate of
6% will be introduced on:

A 1 April 2014

C 1 April 2016

B 1 April 2015

D 1 April 2017

3

The findings of the ISCAKPMG risk management
study “Towards Better
Risk Governance” revealed
that compliance is higher
when risk management is
regulations-based than when it
is principles-based.
A True
B Maybe
C False
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