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PRESIDENT’S MESSAGE
Greater than the
sum of its parts
Together, we can
do more
Dear members,
Last November, at the 25th ASEAN Summit
in Myanmar, Prime Minister Lee Hsien Loong
said that “an ASEAN that is economically
integrated, strong and united can
better attract investments, create jobs,
manage regional challenges, as well
as be an effective platform to engage
larger powers”. The point he made, that
the whole is greater than the sum of its
parts, is not new. In ancient times, Greek
philosopher Aristotle (384–322 BC) was
already sharing this truism.
ASEAN, formed in 1967, is itself
proof that a bigger entity has more clout.
Smaller countries in the region subscribe
to this idea, which is why ASEAN is
now 10-member strong, up from its
original five Founding Fathers. By year’s
end, ASEAN will be leveraging on the
combined strength of the bloc to launch
the ASEAN Economic Community (AEC).
AEC is envisioned to be a single
market and production base that is highly
competitive and fully integrated into the
global community. While each country
will continue on its own growth trajectory,
the synergies within ASEAN will help
lift the development of the grouping so
that as a whole, we become a region with
equitable economic development.
The concept that, together, we can
do more, is a familiar one. The Institute,
as a pioneer national accountancy body
in ASEAN, has been contributing to
the growth of the regional accounting
profession, oftentimes taking a leading

role. ISCA helmed the negotiations
of the ASEAN Mutual Recognition
Arrangement on Accountancy Services
(MRA) – an arrangement aimed at
facilitating the cross-border movement
of qualified accounting professionals.
ISCA members will benefit from the
MRA as new markets are open to them,
and demand for their professional
services grows.
The Institute is also an active
member of the ASEAN Federation of
Accountants as we believe that such
collaborative efforts will raise the
collective standard of the profession.
In turn, this will increase investor
confidence and attract investments. On
numerous occasions, ISCA, as advocate
for the regional accountancy profession
on the international stage, ensures that
our communal voices can be heard. The
cover story and AGM report highlight
some of the Institute’s efforts to improve
our collective influence, for the benefit
of our members.
As we look around us, we see
other examples of the whole being
greater than the sum of its parts. At the
workplace, for example, the trend is to
hire a diverse range of talents so that
they bring unique strengths to the table,
and enrich the talent pool. Read about
what CEOs and companies are doing
to boost their HR pipeline. Elsewhere
in this issue are timely updates and
information directly relevant to your

work. There is a study on how corporate
misconduct impacts peer firms, a
review of FRS 113, why the Malaysia
GST should be seen as process reengineering, and more.
ISCA, as the national accountancy
body, works hard to fulfil all our
different roles – contributing where
we can to regional and global industry
development, and serving our members
and the community. In this respect,
we are taking the journal digital from
August. Members will continue to
receive valuable resources as with
the print version, but with additional
advantages of convenient 24/7 access,
on their preferred mobile devices.
A digital journal also offers a better
reading experience, with options
including text resize, offline reading,
day and night mode reading, bookmarks,
text search and ease of content retrieval
– which are not always available with
a print copy. Going digital will also
help us reduce our carbon footprint
and support environmentallysustainable practices.
ISCA embarked on our
transformation journey
four years ago, and we
are on track to becoming
a leading professional
accountancy body with
global membership,
outlook and standing.
We could not have
done this alone –
the support of
our members at
every step of the
way has been
crucial to our
progress thus far.
We look forward
to your continued
support as we
journey forward.
Together, we will
reach our goal.

Gerard Ee

FCA (Singapore)

president@isca.org.sg
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Double-digit Salary Growth
may be over in Singapore

T

he employment market for
accounting and finance
professionals is changing.
After several years of
double-digit salary hikes, the
increases are now slowing. At the
same time, the number of companies
looking for new employees is on the
rise, as revealed in recruitment firm
Robert Half’s new 2015 Salary Guide.
Employers are seeking to rein in
the strong wages growth of the last
three years. While they are keen to
add new people to their team, they are
keeping a close eye on overall salaries.
It is a natural result of finance leaders
becoming more cost conscious and
focused on the bottom line. As a result,
employees are more likely to receive
single-digit increases this year.

The salary situation is slightly
more optimistic for people moving
to new companies. A change of
employer can command around twice
the pay increase, compared to those
who stay put.
About half of the companies
surveyed plan to increase headcount
in the first half of the year. Two years
ago, this percentage was closer to
a third. Encouragingly, for people
currently employed, only 2% of
companies are intending to reduce
their headcount.
Compared to other regional
financial centres, Singapore is among
the most active hiring markets for
accounting and finance professionals,
just slightly behind China (59%), and
on par with Hong Kong (53%).

Hiring activity for finance and accounting roles in Singapore
for the first half of 2013, 2014 and 2015
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First Half of 2013

First Half of 2014

First Half of 2015

Expanding headcount

37%

45%

53%

Maintaining headcount

56%

53%

39%

Freezing headcount

7%

3%

6%

Reducing headcount

0%

0%

2%
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How do companies make
more new hires while trying to
keep wages growth from blowing
out? How will these seemingly
contradictory trends impact the
employment market for accounting
and finance professionals?
The answer lies in the human
resource arrangement between
employers and employees. While
cash is still king, many employees
are swayed to either move or stay
with tangible offers of non-financial
benefits. For example, employees
will need to consider the value
they place on having flexible
work-life arrangements that
enable them to meet their work
and family obligations.
Other employees see value in
overseas experience, and weigh
up the chances of obtaining an
overseas post with a company.
This is a good long-term strategy
for some employees. With
overseas experience under their
belt, their market value will
increase considerably.
Another approach employers
are using is to offer access to a
mentor – someone who can
guide an individual towards
greater achievements and
career development.
In today’s employment market,
the financial component is only
one aspect of a total remuneration
package, and non-financial incentives
are becoming an increasingly
influential factor in a professional’s
decision to go or stay.
The 2015 Salary Guide is
available at www.roberthalf.com.sg/
accounting-salary-guide.

Technology Transformation Fuelled
Record Deal-making in 1Q2015

A

ccording to EY’s Global
technology M&A update:
January–March 2015,
record-setting technology
mergers and acquisitions (M&A)
continued to set new post-dotcombubble highs in 1Q2015 for both
quarterly value and volume. They
were fuelled by technology-enabled
digital transformations from corporate
technology and non-technology
buyers alike, which continue to disrupt
multiple industries.
The first quarter of 2015 featured a
return of big-ticket corporate deals but
a decline in private equity (PE) activity.

Although the first quarter is typically
the weakest for global technology
M&A, 2014 set a post-dotcom-bubble
first quarter record. This year’s first
quarter has climbed 16% higher
than 1Q2014, with aggregate value
of US$77.1 billion. This marks the
highest-ever post-2000 quarterly
total. Even though PE buyers were
mostly on the sidelines in 1Q2015,
non-technology buyers more than
picked up the slack. At US$19.5
billion, they more than doubled their
4Q2014 total and jumped more than
six times over 1Q2014’s.
“The “blur” between tech and

non-tech that we see in 1Q2015’s
record-setting technology M&A will
accelerate,” said Jeff Liu, Global
Technology Industry Transaction
Advisory Services Leader, EY. “The
Internet of Things shows why: It
drives the integration of digital
sensors, processing, connectivity
and security into virtually every
industry’s products. And that pushes
tech companies to deliver more
comprehensive solutions – increasing
blur and spurring more M&A.”
The Global technology M&A
update: January–March 2015 report is
available at http://buff.ly/1OuRVPw.
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ISCA and ACCA Collaborate
to Strengthen Accountancy
Talent Pipeline

A

Partnership Agreement
between ISCA and the
Association of Chartered
Certified Accountants
(ACCA) was signed on May 6 with
the aim to widen the talent pool by
attracting individuals from diverse
backgrounds to pursue a career in
accounting and its related fields.
The ISCA-ACCA collaboration is
based on the Fundamentals Level of
the ACCA Qualification, where ISCA
will be contributing its inputs to the
Singapore law and tax variant papers,
and working with ACCA on joint
initiatives to boost student support
and employability.
This collaboration is in keeping with
the efforts of the Singapore SkillsFuture
Council to help Singaporeans develop
skills for the future, regardless of their
starting points, by offering high-quality
education and training to students from
the institutes of technical education,
polytechnics and universities as well as
mid-career professionals.
“This collaboration is in line with
our mission to advance and promote
the accountancy profession to
develop Singapore as a leading global
accountancy hub,” said ISCA President
Gerard Ee. “We are committed to
engaging the youth and fostering their
interest in the accountancy profession.
The partnership also supports the
SkillsFuture Council’s goals for
ISCA President Gerard Ee (left) and
ACCA Chief Executive Helen Brand sealed
the partnership agreement aimed at
widening the accountancy talent pool.
6
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individuals to develop their careers
through lifelong learning and mastery
of skills. With this collaboration,
more individuals will have the
opportunity to fulfil their aspirations
to be professional accountants, and
contribute their skills and talents to
the accountancy sector.”
“ACCA supports the 2020 vision
to transform Singapore into a leading
global accountancy hub. In line with
this vision, we are pleased to form

this partnership with ISCA to ensure
continual talent development for the
accountancy sector. We believe the
rigour and scope of this partnership
will prepare students effectively
for success – even among those
with no accountancy background or
degree-level university education
– thereby promoting diversity and
increasing the talent pipeline for
the accountancy sector,” said Helen
Brand, Chief Executive, ACCA.
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Distinguished Leaders Series

Inaugural Session:
An Afternoon with
Lim Siong Guan

T

he Institute has launched a
new initiative for members.
Titled Distinguished Leaders
Series, it was conceptualised
to provide members at the apex
of their careers and organisations
with a platform to interact and learn
from one another. Hosted by leaders
who have made an indelible mark
in their respective fields, the series
will cover topics such as leadership,

management and negotiation.
The inaugural session on March 23
was hosted by Lim Siong Guan,
Group President, Government of
Singapore Investment Corporation.
A former senior civil servant,
Mr Lim has helmed various major
government agencies.
GIC Group President Lim Siong Guan
shared nuggets of wisdom about
leadership and management.

What Mr Lim said...

On great leaders

A great leader is a person who can
lead an organisation, such that
when he leaves, the organisation
would still have the capacity to
reach greater heights, to reach
higher goals, and be able to go on
with strength and vigour.

On leadership transition

Every new generation of leaders
not only has to retain the wisdom
and knowledge accumulated
through the ages, but to also think
about the current circumstances
and modify to adapt.

On change

There will be people who will
object to changes because they
objectively or irrationally do not
see the reason for it. There may
come a time when the leader
would need to bring everyone
together and say, “Listen, the
train is going to leave the station.
You have a choice whether you
want to get on the train or get off
the train, but don’t get in front of
the train.”

On cultivating the next
generation

The idea of allowing the student
to exceed the teacher is how your
people become the best they can
be, and that is how the company
can become the best it can be.

8
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More than 65 participants,
most of them C-suite executives,
attended the inaugural session.

In the informal setting, Mr Lim
tapped on his years of experience
to share valuable insights with more
than 65 participants, the majority
of whom are C-suite executives. The
topics spanned leadership transition,
ethics, organisational change,
management, and cultivating the
next generation.
ISCA President Gerard Ee (right)
presented Mr Lim with a token
of appreciation.

During the Q&A session,
participants posed several questions
to Mr Lim, all of which were gamely
answered. Replying to a question
on how organisations can attract
bright young talents, he shared
that many young people “look to be
trained, look to learn fast, and be
given responsibilities”. They want
organisations that can “look out”
for them. Hence, the key is to hire
talents based on their intellectual

Mr Lim signing the book he
co-authored titled The Leader,
The Teacher and You

What participants said...
“Well organised as to timing,
location and choice of speaker.”

Kon Yin Tong
Foo Kon Tan LLP

“Excellent course! Very well
organised! This should have
been conducted more often.”

Ng Sheue Yng
SJI International Ltd

and innovative potential. If they live
up to that potential, organisations
would have to differentiate them
by letting them know that they are
paying attention to them. Essentially,
bright young talents want their
bosses to know they are better than
others. Mr Lim would have taken
more questions had there been
more time.
At the end of the session, many
participants got in queue to have
Mr Lim autograph their copy of
The Leader, The Teacher and You.
Co-authored by him, the book draws
on his principles and experiences,
and provides a study on everyday
values-based leadership. Members
also networked with each other at
the cocktail reception.
For an opportunity to hear and
interact with distinguished leaders,
look out for future mailers on the
Distinguished Leaders Series.
June 2015
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New ISCA
Members
Pledge
Commitment
with ISCA Oath

M

arch 25 marked an
exciting beginning
for new Chartered
Accountants of
Singapore – it was the first New
Members’ Night event of 2015. Held
once every quarter, this year’s sessions
will be based on the central theme of
“maximising your membership value”
so that new members know how to
optimise the benefits that come with
their membership.
In his welcome speech, ISCA
CEO Lee Fook Chiew encouraged
members to capitalise on the
Institute’s member-centric initiatives
so as to enhance their knowledge and
skills, as well as take advantage of
the opportunities provided to “learn,
share and network”.
Learning-related occasions
include technical workshops and
seminars, and courses for continuing
professional education. Regular
breakfast talks and networking
sessions provide members with
diverse platforms to meet with likeminded individuals and share ideas.
More importantly, members are
encouraged to identify themselves
10
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as a CA (Singapore) to enjoy the
recognition and credibility that
comes with the designation.
Mr Lee also shared with the
40 new members in attendance
the importance of serving the
public interest in their line of
work because of the nature of the
accountancy profession. As members
of the national accountancy body
of Singapore, they are expected
to perform their duties with

ISCA CEO Lee Fook Chiew, in the
opening address, shared how the
Institute supports members in their
career progression.

complete integrity.
To underscore that point, for
the first time, newly-conferred
CA (Singapore) members undertook
the ISCA Oath before the Certificate
Presentation Ceremony at the New
Members’ Night. This would serve as
the members’ personal commitment
to abide by the ISCA Code of
Professional Conduct and Ethics, and
to uphold the professional and ethical
standards of the Institute.

★

“The reason I want to be a
member of ISCA is because
it equips me with suitable
skills to further enhance my
professional career. ISCA
also provides me with timely
updates on the changes in
accounting standards.”
Loh Rong Jun
Senior Audit
EY

★

“Being an ISCA member
provides more credibility
to me as a professional.
I am equipped with the
ability to execute my
duties appropriately in my
accounting profession.”
Ko Hong Li, Alex
Senior Associate
KPMG Services

★

“Joining ISCA is the
natural path for me as a
Professional Accountant
as ISCA is one of
the most recognised
accounting bodies in the
world. As a member of
ISCA, I am able to keep
up-to-date with the
changes in the dynamic
business world.”
Chiang Li Ting
Finance Manager
L-3 Communications Singapore

Taking the ISCA Oath and pledging their commitment were some
40 attendees at the first ISCA New Members’ Night function of 2015.
Members digging into the sumptuous
feast prepared just for them.

★

“I believe that being a
member of ISCA will
add value to my career
prospects in the accounting/
finance sector. Being a
member of ISCA also allows
me to acquire relevant skills
and knowledge.”
Celine Seah
Finance and Operations Officer
Duxton Asset Management

The participants found the event
to be enriching and informative, and
commented that it was a good way
to welcome new members into the
ISCA family.
We would like to thank our
members for joining us at this event,
and look forward to supporting you
in 2015, and for many years to come.
More pictures of the New
Members’ Night, ISCA Oath-taking
Ceremony and members’ testimonials
can be found on our Facebook post at
www.facebook.com/ISCA.Official.
June 2015
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ISCA Breakfast Talk

Enhance Your
Business Decisionmaking with GMAPs

O

ver 70 members attended
the monthly ISCA Breakfast
Talk on April 8. They were
there to learn more about
Global Management Accounting
Principles (GMAPs), and how they
can help organisations make better
decisions, respond appropriately to
risks, and protect the value generated
from these decisions.
Venkkat Ramanan, FCMA, CGMA,
Head of Southeast Asia, Chartered
Institute of Management Accountants
(CIMA), shared on how to “Enhance
your business decision-making with

Global Management Accounting
Principles”. The session covered
the Chartered Global Management
Accountant (CGMA) Competency
Framework and GMAPs.
GMAPs were created for this
era of business by CIMA and the
American Institute of CPAs (AICPA).
Management accounting is at the
heart of quality decision-making
because it brings to the fore the most
relevant information and analysis to
generate and preserve value.
The GMAPs guide best practice,
and are a reflection of the perspectives

CIMA Southeast Asia Head Venkkat Ramanan
shared on the GMAPs for business success.

of CEOs, CFOs and other professionals
who contributed to these principles
during a global consultation.
Members found the session
fruitful as it provided food for thought
on various aspects of their work.
ISCA collaborates with industry
partners to bring valuable and timely
information to members. Recently
in March, ISCA and CIMA signed
a Memorandum of Agreement to
establish the ISCA-CIMA Pathway
scheme – a fast track for ISCA
members to become CIMA members
and be conferred the CGMA
designation. The globally-recognised
CGMA designation is a prestigious title
jointly awarded by CIMA and AICPA.

Understanding
India Taxation
with SIATP

A

Tax Excellence Decoded
session on India
Taxation was well-timed,
following the recent
announcement of the Indian
Budget. Facilitated by Accredited
Tax Advisor (Income Tax) Rohan
Solapurkar, Partner, Deloitte
Singapore, the session covered
key regulatory considerations
for foreign investment, forms of

12
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business presence and various tax
issues post-Budget announcement.
Active interaction transpired during
the session as participants raised
questions and tapped on the deep
knowledge that Mr Rohan possesses of
India’s tax and regulatory framework.
Separately, accredited tax
professionals networked with the
manufacturing community at the
Business Opportunities in India

Accredited Tax Advisor (Income Tax)
Rohan Solapurkar provided clarity
on a complex India tax regime with
various illustrations.

seminar co-organised by the
Singapore Manufacturing Federation
and Confederation of Indian Industry.
For more information on
achieving tax excellence, visit
www.siatp.org.sg and sign up to be
an accredited tax professional.

IS Chartered
Accountant
Journal is Going
Fully Digital
in August

O

n average, every Singaporean is connected to at least three digital devices,
according to a Consumer Barometer research. It is little wonder then that
Singapore ranks top for having the highest smartphone usage in the world. This
phenomenon has changed the way we access information in today’s changing
business environment and media landscape. As busy professional accountants, we are no
different. We require information at our fingertips, and often at the speed of light.
Understanding the needs of our members and readers, ISCA will be launching a
mobile app for the IS Chartered Accountant journal come August this year. The mobile
app will enable members to access the journal on the go, 24/7, via a myriad of digital
platforms including smartphones, tablets and laptops. What’s more, it is on both IOS
and Android!
With the digital journal, members will continue to enjoy similar content as the print
version, and can look forward to many more interesting features that are not possible
with the traditional print copy. These features include:
+ Text resize
+ Offline reading
+ Day/Night mode reading
+ Text search
+ Sharing of articles
+ Reading on the go, anytime, anywhere
The move to the digital platform will also contribute towards environmentallysustainable practices and reduce our carbon footprint. Imagine the number of trees that
can be saved: each month, the print journal requires the use of more than 4.4 tons of
paper, which translates to the felling of 66 trees a month, or about 800 trees a year.
Members can start to download the IS Chartered Accountant mobile app when it is
made available in August. The print copy of the journal will be discontinued from November.

June 2015
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ASEAN Economic Community

ASEAN Economic
Community 2015:
From 10 to One
(Part 1)

Is Your Business Ready?

By

Joyce Tang and Yap Lu Ling

A

1 25 th ASEAN Summit, Nay Pyi Taw, Myanmar,
11 to 13 November 2014

14

IS Chartered Accountant

Photo Shutterstock

t the 25th ASEAN Summit on
November 20141, Singapore
Prime Minister Lee Hsien
Loong had said that “an
ASEAN that is economically
integrated, strong and
united can better attract
investments, create jobs,
manage regional challenges,
as well as be an effective
platform to engage larger
powers”. This is indeed
true considering that ASEAN comprises
10 independent member countries,
each individually too small to take full
advantage of global opportunities and to
withstand volatilities and shocks arising
from both within and outside the region.
With China and India having become
economic powerhouses and the rise of
other countries, the business landscape
has become even more competitive.

June 2015
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What is AEC?
Set to be formed by the end of 2015,
the ASEAN Economic Community
(AEC) aims to transform ASEAN into a
competitive regional market with free
flow of goods, services, investment,
skilled labour and freer flow of capital
through the implementation
of measures under four AEC pillars:
(i) A single market and production base;
(ii) A highly-competitive economic region;
(iii) A region of equitable economic
development, and
(iv) A region fully integrated into the
global economy.
As a single market with a
population of more than 600 million,
AEC is a sizeable force to be reckoned
with on the global trading platform.
This would be achieved through
simplified customs procedures,
harmonisation of standards and
Itsgradual
main function
is the detail
of policy
elimination
of tariff
andimplementation. It reports up to The ASEAN Summit through the ASEAN Co-ordinating Council, whose remit
also
covers political,
security
and others,
socio-cultural matters.
non-tariff
barriers,
among
to produce a more efficient and
The
AECC is supported
a policy standpoint
by civil servants of member states acting through a High Level Task Force on AEC, periodic meetings of
predictable
tradingfrom
environment
in
Senior
Economic
(for each ofofthe sectors laid out in The AEC Blueprint) twelve sectoral ministerial bodies.
ASEAN.
FigureOfficials
1 is anand
illustration
the AEC Blueprint.
Day-to-day administrative support of the initiative is the remit of The ASEAN Secretariat, headed by the Secretary General (who in turn is appointed by
The ASEAN Summit) and who is supported by 98 staff.

The key document that describes how the AEC has and will operate is The AEC Blueprint. Agreed in 2007, this sets out four areas of focus (the “pillars”
shown below), 17 “core elements” and 176 priority actions (or “measures”) to guide implementation.

Figure 1 AEC Blueprint

AEC Blueprint
4 pillars, 17 core elements, 176 priority actions
Pillar 1
Single Market &
Production Base

5 + 2 core elements

• Competition policy
• Consumer protection
• Intellectual property rights
• Infrastructure development
• Taxation
• E-commerce

6 core elements

Source: The ABC of AEC: To 2015 and beyond, Deloitte Southeast Asia
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Pillar 3
Equitable Economic
Development
• SME development
• Initiative for ASEAN
integration

2 core elements

Pillar 4
Integration into the
Global Economy
• Coherent approach towards
external economic relations
• Enhanced participation in
global supply networks

2 core elements

PhotoS Shutterstock

• Free ﬂow of goods
• Free ﬂow of services
• Free ﬂow of investment
• Freer ﬂow of capital
• Free ﬂow of skilled labour
• Priority integration sectors
• Food, agriculture and forestry

Pillar 2
Competitive Economic
Region

What does it mean
for businesses?
Based on the 2014/2015 National
Business Survey by the Singapore
Business Federation, eight of the top 10
countries which businesses are looking
to when venturing overseas were
ASEAN countries.
According to the Asian Development
Bank Institute2, through structural
economic reforms and regional
integration, members of ASEAN have
the potential to reach the average
quality of life enjoyed today in advanced
economies by 2030 – with an average
projected growth of 6.4% a year over
two decades ending 2030, and nominal
GDP expected to hit US$6.6 trillion also
by that time. ASEAN has consistently
been Singapore’s most important
market and largest trading partner,
accounting for 26.4% of Singapore’s
total trade with the world in 2013.3

2 ASEAN Development Bank Institute, ASEAN 2030:
Towards a Borderless Economic Community, 2014
3 CIMB ASEAN Research Institute; www.cariasean.org/
asean/economy-profiles/singapore-economy-profile/
4 The ABRAAJ Group, ASEAN – Geographic Focus and
Sector Opportunities , 2012

AEC poses an attractive
proposition for Singapore
businesses for several reasons.
First, AEC aims to create a single
market of more than 600 million
people. This is 100 times larger
than the Singapore market base.
Based on estimates, 65% of
ASEAN’s population is expected to
be of middle-class status by 2030,
while the urbanised population
is expected to grow to 50% by
2025.4 With such rapid growth
of the middle class and urban
population, ASEAN will also
become an increasingly key final
demand market for Singapore.
Second, AEC aims to create a
more simplified business environment
which leads to reduced costs of doing
business. Currently, before the full
establishment of AEC, Singapore
businesses face complicated domestic
laws and regulations, which may
have impeded or deterred them from
venturing into ASEAN. This in turn
limits the growth potential of Singapore
businesses. With the upcoming AEC,

Set to be formed by
the end of 2015, the
ASEAN Economic
Community aims to
transform ASEAN into
a competitive regional
market with free flow
of goods, services,
investment, skilled
labour and freer flow
of capital through the
implementation of
measures under four
AEC pillars.
trade and customs requirements will
be further simplified and harmonised.
This is expected to reduce transaction
costs, which will be a significant relief for
businesses seeking regional expansion.
Singapore businesses will also have
greater ease of operation in a more
harmonised landscape and greater
access to larger markets while enjoying
the same incentives as local businesses.
June 2015
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In addition, the ASEAN Framework
Agreement on Services will allow
businesses to enjoy a progressive
reduction of barriers to services trade
(for example, lowering of foreign
equity limits) on a wide range of
services sectors.
Third, the reduction and abolition
of tariff barriers will increase the flow
of goods and services and transform
the region into a seamless production
base for international manufacturers.
Businesses then have options to set
up production bases in any member
country to capitalise on lower costs,
which further reduces the cost of doing
business. ASEAN has also concluded
Mutual Recognition Arrangements
(MRAs) in eight professions –
engineering, nursing, surveying,
architecture, dentistry, medicine,
accountancy and tourism – which
facilitate the movement of ASEAN
professionals in these areas.
Fourth, the development of an
integrated investment network would
promote intra-ASEAN investments under
the ASEAN Comprehensive Investment
Agreement, which provides greater
stability and predictability, as well as
give protection to Singapore investors
who constitute the biggest contributors
to intra-ASEAN investments.
The expanded business
opportunities can enable Singapore
businesses to reap the benefits of
economies of scale, thus improving
profit margins. Furthermore, Singapore
businesses can expect more doors to
open for new investment opportunities.

AEC: Coping with
increased competition

5 Boston Consulting Group, Winning in
ASEAN: How companies are preparing for
economic integration, October 2014
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capacities to compete and expand
their regional footprints. By entering
different markets across Southeast Asia,
Singapore companies would be able
to take advantage of the regional trade
and investment flows, particularly in
production and distribution.

Other challenges

For investments to be successful in
ASEAN, Singapore businesses will need
to gain a wider understanding of the
social, accounting and legal differences
across the 10 different ASEAN countries.
For instance, unlike Singapore, English is
not a commonly-used language in some
of the ASEAN countries.
All ASEAN countries have aligned
their financial reporting standards to

Photo Shutterstock

As the transformation from ASEAN to
AEC calls for a complex and dynamic
process of economic integration of
10 diverse economies, some sectors
for integration have seen more progress
than others. Domestically-focused SMEs
may also experience greater competition
when AEC comes into full force.

According to a report5 by the
Boston Consulting Group, about 80%
of those polled believed that AEC posed
good business opportunity and will
stimulate overall growth in ASEAN.
However, the same percentage also said
they expected SMEs to lose out in the
ASEAN integration.
Given that the Singapore economy
is already highly liberalised, Singapore
companies would need to adopt a
pan-Southeast Asian perspective that
recognises the benefits of increased
integration, and how these benefits
will outweigh the challenges brought
about by increased competition.
Businesses will also need to raise their
game by upgrading their organisations,
acquiring new capabilities and building

some extent with the International
Financial Reporting Standards (IFRS).
However, it is noted that some ASEAN
countries, like Thailand and Vietnam,
have adopted earlier versions of IFRS
while others such as the Philippines
and Singapore have issued national
standards that are based on IFRS, with
certain adaptations. In the context of
the AEC establishment and its broader
harmonisation agenda, these variations
are not helpful. Therefore, as Singapore
businesses gain access to a new single
market of more than 600 million people,
companies must prepare to embrace the
differences as well as equip themselves
with valuable market intelligence about
the huge consumer base in order to drive
sales beyond their traditional markets.

“Benefits are already flowing to ASEAN
businesses and consumers, from
significant tariff liberalisation, progress
in trade facilitation measures such as selfcertification, simplification of customs
procedures, and the Mutual Recognition
Arrangements on the movement of skilled
professionals in the region. ASEAN has also
put in place legal structures on competition,
consumer protection and intellectual
property, contributing to an improved
environment for business.” ~Ministers’
Statement, 21st ASEAN Economic Ministers’
Retreat, 1 March 2015
Government help for
Singapore businesses
Businesses are not alone in their fight
against competition brought on by AEC.
As shared by Teo Ser Luck, Minister
of State for Trade and Industry, in
Parliament in November 2014, “AEC will
help unlock growth potential for our
SMEs and local enterprises, by creating
a larger economic hinterland that can
help our businesses overcome the
limitations of our small domestic market
and resource constraints. IE Singapore
and SPRING have a comprehensive and

broad-based suite of assistance schemes
that help companies develop capabilities
and internationalise”.
Government agencies such as
IE Singapore and SPRING have been
playing an active role to help SMEs to
internationalise. In 2014, IE Singapore
helped 28,000 companies to explore
overseas opportunities, up 5% from
the previous year, with the bulk of
them (80%) being SMEs. Building on
its earlier efforts to support businesses,
Singapore Budget 2015 had also
introduced schemes to help local
June 2015
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To facilitate the mobility
of accountancy services
professionals across ASEAN
and to enhance the current
regime for the provision
of accountancy services in
ASEAN, ISCA, on behalf of
Singapore, led the negotiations
of the ASEAN Mutual
Recognition Arrangement on
Accountancy Services.
companies grow revenues through
spurring internationalisation.
In Singapore Budget 2015, Deputy
Prime Minister and Finance Minister
Tharman Shanmugaratnam had said
that various government schemes
have been enhanced to help local
companies grow revenues through
internationalisation (Figure 2). For
instance, the Double-Tax Deduction
for Internationalisation scheme will
be enhanced to cover salaries incurred
for Singaporeans posted overseas.
The government will also increase
support for all SME activities under IE
Singapore’s grant schemes, from 50%
to 70% for three years. These are the
Global Company Partnership, and the
Figure 2 Budget 2015 Measures to Encourage Internationalisation
Support companies to internationalise by:
+

Increasing the support level for SMEs for activities under IE Singapore’s grant schemes
from 50% to 70% for three years;

+

Enhancing the Double-Tax Deduction for Internationalisation scheme to cover salaries
incurred for Singaporeans posted overseas;

+

Introducing the Internationalisation Growth Scheme to provide support to meet the
needs of larger Singapore companies in their internationalisation efforts.

Help spur Mergers and Acquisitions (M&A) by:
Increasing the tax allowance for acquisition costs from the current 5% to 25% of the
value of acquisition and M&A claimable benefits resulting in at least 20% shareholding
in the target company (down from 50% shareholding threshold) – scheme has been
extended another five years;

+

Extending the scope of IE Singapore’s Internationalisation Finance Scheme to support
M&A that will aid a company’s overseas expansion.
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Accountancy profession:
Preparing for the
impending integration
Accountants play an important role in
supporting the growth of the ASEAN
economy. As such, the creation of AEC
would bring exciting opportunities for
the accounting profession. The demand
for quality accountancy services is
expected to increase with the rise in
regional economic activities. For instance,
businesses and investors will look to

Photo Shutterstock
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+

Market Readiness Assistance grants.
A new International Growth Scheme
will be introduced to encourage more
local firms to expand internationally
while maintaining their headquarters
and key activities in Singapore. These
enhancements are expected to cost
$240 million.

professional accountants to provide
high-quality financial information, and
to ensure good governance in both the
public and private sectors.
It would be wise for practice firms,
especially small and medium-sized ones,
to consider expanding into the region
by joining an accountancy network
or partnering local accountancy firms
in other markets. By leveraging each
other’s expertise and service offerings,
firms would be able to deliver greater
value-added services and expanded
service offerings to clients.
To facilitate the mobility of
accountancy services professionals
across ASEAN and to enhance the
current regime for the provision of
accountancy services in ASEAN, ISCA, on
behalf of Singapore, led the negotiations
of the ASEAN MRA on Accountancy

Services. The MRA was signed by all
10 ASEAN member states in November
2014. To effect the MRA, ISCA is in the
process of establishing the necessary
infrastructure, including a National
Monitoring Committee, to administer
the applications for the ASEAN
Chartered Professional Accountant.
The Institute will provide more details
on the MRA in the second half of 2015.

Ready, set and go

AEC as a single market and production
base, which allows for free movement
of goods, services, investment and freer
flow of capital, is an attractive prospect
for businesses. With AEC set to be
formed by the end of 2015, there is no
better time than now for businesses
to understand what AEC is and what it
means to them. Singapore businesses

can tap on the various schemes and
measures to prepare themselves
for regional expansion. They should
invest in appropriate capabilities and
capacities, and continue to build and
strengthen their brands regionally
and globally. This way, businesses can
capture potential opportunities which
will help them remain competitive and
even stay ahead of the competition. ISCA
This article is the first of a three-part series
highlighting what AEC is, further expanding
on its implications from a tax perspective,
and the opportunities for members under the
ASEAN Mutual Recognition Arrangement for
Accountancy Services.

Joyce Tang is Deputy Director, Policy and
Strategic Planning and Global Alliances, and
Yap Lu Ling is Manager, Policy and Strategic
Planning, ISCA.
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On the Rise,
Growing
with the
Industry
ISCA AGM 2014/2015 Highlights

A

s with previous years,
the ISCA Annual General
Meeting 2014/2015
provided a platform for
the ISCA Council and
management to meet
with members and hear
their views. The AGM,
held on April 25 at Marina
Mandarin Hotel, was well
attended with close to
500 ISCA members. This
demonstrated the keen interest among
members in keeping abreast of
the Institute’s development and
the value they saw in an
ISCA membership.
“There is still much to be done
As an organisation that
and I look forward to having the
has been part of Singapore’s
vibrant growth story, members
support of each and every one of
who were present received a
our members. This journey will not
snapshot of the key milestones
be possible without our members
that the Institute had achieved
during the past year to prepare
walking alongside us, as we strive
members for an increasingly
to achieve more milestones in the
competitive business
years to come.”
environment. For members who
could not join us that day, here
Gerard Ee
is an excerpt from President
President, ISCA
Gerard Ee’s AGM address.

s
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The AGM Panel
comprised (from left)
ISCA CEO
Lee Fook Chiew,
Vice President
R. Dhinakaran,
President Gerard Ee,
then-Treasurer
Ho Tuck Chuen, and
Executive Director
(Corporate Services)
Janet Tan.

Mr Ee highlighted
the significant
events in the last
financial year.

ISCA Advisor
Teo Ser Luck,
Minister of State for
Trade & Industry,
addressing
the audience

New ISCA Treasurer
Vincent Lim (left) and
Ho Tuck Chuen (right).

Excerpt from President
Gerard Ee’s AGM Speech
“ISCA embarked on our transformation
journey four years ago to ensure that it
remains relevant as our local accounting
industry undergoes its own evolution.
We are now on track to become a
leading professional body with global
membership, outlook and standing.
ISCA would continue to enhance
the profession and it remains
crucial for ISCA to retain its focus
and relevancy as a member-centric
organisation, supporting our
members in various ways, including
through professional development
and advocacy. The majority of ISCA
members are Professional Accountants
in Business and this is where ISCA had

extended its outreach, to see how it
could better serve this segment.

International Partnerships

One of ISCA’s key missions is to create
more pathways to attract and facilitate
the entry of those who aspire to join
the accountancy profession, by striking
partnerships with other international
accountancy bodies. To achieve this,
ISCA has partnered international
accountancy bodies to enhance
members’ career opportunities and
international mobility.
In January 2014, ISCA signed a
Memorandum of Understanding with
the Institute of Chartered Accountants
in England and Wales (ICAEW) to
establish the ICAEW-ISCA Pathways
June 2015
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to Membership scheme. The scheme,
which is open till December 2015,
enables eligible ISCA members to
attain ICAEW’s Associate Chartered
Accountant designation. With the
scheme, the Institute aims to boost
members’ mobility in an increasingly
globalised world.
ISCA also continued its partnership
with the Singapore Accountancy
Commission, and explored reciprocal
membership arrangements with other
global accountancy bodies. These
included an Expression of Intent with
Chartered Accountants Australia and
New Zealand, Institute of Chartered
Accountants of Scotland, and Chartered
Accountants Ireland.
In March 2015, ISCA and the
Chartered Institute of Management
Accountants (CIMA) inked a
Memorandum of Agreement to
establish the ISCA-CIMA Pathway for
Singapore accounting professionals.
The ISCA-CIMA scheme is a fast
track for our members to become
CIMA members and be conferred
the Chartered Global Management
Accountant (CGMA) designation. The
CGMA designation stemmed from

New Treasurer
and Eight
Re-elected
Council Members
The AGM also saw Vincent Lim
Boon Seng elected as Treasurer,
and eight re-elected Council
Members continuing their
service as part of the ISCA
leadership team.
Representing the diversity
and vibrancy of the profession,
these highly-respected individuals
comprise leaders from the
corporate sector, public
accounting profession and
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The AGM was an ideal
platform for the ISCA
team and our members to
catch up with one another.

the combined efforts of
CIMA and the American
Institute of Certified
Public Accountants.
ISCA members will now
have an express way to
qualify and obtain the
CGMA designation, and be
globally recognised.

Playing a Leading Role
in the Region
It is important for ISCA to
collaborate with global bodies like
the International Federation of
Accountants and leading professional
accountancy organisations to reap the
benefits of synergies and scale.
Within the region, the Institute
is active in the ASEAN Federation
of Accountants (AFA), working to
advance the role of the accounting

Treasurer

Vincent Lim Boon Seng

profession in light of the upcoming
launch of the ASEAN Economic
Community at the end of the year. In
addition, ISCA is helping AFA with the
possibility of setting up a specialised
group to study and provide ASEAN’s
views on global accounting issues.
This will help shape the formulation
of international standards and policies
that are appropriate for businesses in
developing economies like ASEAN.

Re-elected Council Members

Chan Hon Chew

Director of Finance – Asia
Motorola Solutions

Chief Financial Officer
Keppel Corporation

academia. As Council Members,
they will provide strategic
direction and counsel to the
Institute as it pursues its vision
to be a globally recognised
accountancy body, bringing value
to members, the profession and
wider community.

Group Chief Financial Officer
JTC Corporation

Ho Tuck Chuen

We are also developing a simple
accounting framework, also known
as the micro accounting model, to
facilitate micro businesses operating in
ASEAN to make a transition from cash
to accrual accounting. The objective of
this project is to assist micro businesses
to take the first but important step
in preparing consistent and reliable
financial information. This will stand
them in good stead to advance towards

Professor Ho Yew Kee
Head (Department of Accounting),
NUS Business School
National University of Singapore

Paul Lee Seng Meng
Managing Partner
RSM Chio Lim LLP

a more comprehensive set
of international accounting
standards as the businesses grow.
Having ASEAN adopt this micro
accounting model will facilitate
participation and contribution of
the profession in the region.
As an active member of AFA, we
have also shared the ISCA Audit Manual
with our counterparts in AFA, as part
of our efforts to deepen cooperation
and to foster closer ties within the
region. We believe such collaborative
efforts will raise the standards of the
profession in the region, which in turn,
increases investor confidence and
attracts investments to the region.

In Conclusion
These initiatives that I shared will
support ISCA’s ambition to be a
leading professional accountancy
body with global membership, outlook
and standing. We are now midway in
our transformation journey, a journey
that would not have been possible
without the support of our members
and stakeholders.
There is still much to be done and
I look forward to having the support of
each and every one of our members. This
journey will not be possible without our
members walking alongside us, as we
strive to achieve more milestones in
the years to come.” ISCA

Lee Wai Fai

Ong Pang Thye

Max Loh Khum Whai

Tan Khoon Guan

Group Chief Financial Officer
United Overseas Bank Limited

Managing Partner, ASEAN & Singapore
Ernst & Young LLP

Head of Audit
KPMG Singapore

Founder & Director
K.G. Tan & Co PAC
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Diversity and
Mobility at
the Workplace
Finding and Developing Talent

By

I

n recent times, business
executives have been
voicing the same challenges
their organisations face:
finding qualified talent,
retaining them and finally,
maximising their potential
for the companies’, and
their own, benefit.
You may consider this
old news. After all, hiring
and retaining talent has
always been an uphill
task for organisations, and the issue
has had more than its fair share of
air-time in Singapore. Today, however,
this challenge is more intense than
ever before, in large part due to the
increasingly greater uncertainties
arising from disruptive trends such as
changes in the regulatory environment,
and enhanced competition from
non-traditional rivals which threaten
growth. An example in the banking
space is Alipay, which within
nine months of entering the asset
management business, allowed Alibaba
to become the world’s fourth largest
money market fund with more than
US$80 billion in holdings and more
than 80 million customers, all from a
standing start.

IS Chartered Accountant
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To compete, they need people
who are adaptable, and can
think and work in different
ways; who can lead crossfunctional, cross-sector and
cross-cultural initiatives; who
can offer better solutions,
services and products to their
customers and clients, and
also bring fresh ideas and new
processes that are crucial to
compete in today’s marketplace.

As organisations and businesses
operate in a rapidly-evolving
environment that shows no signs
of slowing, it is crucial to remain
nimble and responsive. Talents must
therefore be diverse and adaptable, and
organisations must be able to alter the
mix depending on business needs.
To increase adaptability, employers
need to consider alternative sources
of talent. This includes tapping into
new geographies and sectors as well
as investing in existing employees to
equip them with the necessary skills,
and motivating them to adapt to meet
the new challenges. This also requires
individuals to be prepared to embrace
change and apply their skills in areas
hitherto new to them.1
Organisations also need to create an
environment that is intellectually agile
and stimulating, and constantly challenges
the existing norms and practices.
For employers, attaining talent
diversity is not a “soft issue” as it
is becoming a crucial quality in the
talent pool and a key differentiator
for organisations – diversity plays
an important role in achieving this
differentiation. Business executives
recognise the importance of building
talent diversity and inclusiveness in
the workplace. To compete, they need
people who are adaptable, and can
think and work in different ways; who
can lead cross-functional, cross-sector
and cross-cultural initiatives; who can
offer better solutions, services and
products to their customers and clients,
and also bring fresh ideas and new
processes that are crucial to compete in
today’s marketplace.
According to PwC’s 18th Annual
CEO Survey 2, CEOs are increasingly
seeing diversity and inclusiveness as
one of their top business priorities,
with three quarters of CEOs having a
diversity strategy or plans to adopt
one. Of the 64% of CEOs whose
companies have a formal diversity and
inclusiveness strategy, as high as 85%

1 Adapt to survive – how better alignment between
talent and opportunity can drive economic growth ,
PwC 2014 (commissioned by Linkedin)
2 www.pwc.com/gx/en/ceo-survey/2015/
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Figure 1 CEOs on Talent Diversity
and Inclusion
Percentage of CEOs that agreed
their organisation has reaped the
following benefits from its strategy
to promote diversity and inclusion

90%
Attract talent

85%
Enhance
business
performance

83%
Strengthen our
brand and
reputation

78%
Innovate

78%
Collaborate
internally/
externally

77%
Enhance
customer
satisfaction

75%
Serve new and
evolving customer
needs

What can employers do?

Much more, however, could be done to
leverage the power of a diverse talent pool.
What is needed are people who
are different across all dimensions –
for example, in their life situations,
experiences, perspectives, and
personal attributes.
For employers of accountants, it
is important to encourage agility, and
to provide frequent opportunities

to expose staff to different ideas so
that they can keep up with an everincreasing pace of change in the world.
With large numbers of millennials
in the accounting profession, strategies
need to take into account the greater
generational diversity within organisations.
Some of the areas which employers
can focus on to achieve a sustainable
and yet diverse talent pipeline include:

1. Make diversity front of mind

In a recent survey of millennials, nine
out of 10 Singapore millennials say they
seek out employers with a strong record
on equality and diversity.3 Millennials
have grown up with an affinity for a
highly-globalised and digital world.

Tough questions about finding different ways of thinking and working

63%

+

How are you getting the visibility that you need to ensure that skills are being deployed
effectively in your organisation?

Leverage
technology

+

Are you measuring how diversity and inclusiveness contributes to your bottom line? And
assessing its impact on the capabilities you have or need to develop?

+

How are you ensuring that your organisation has access to the skills it needs now and in
the future?

+

What strategies do you have in place to ensure that you are looking as widely as possible
for talent?

+

What measures of diversity are important to help your organisation achieve its goals?

55%
Compete in new
industries/
geographies
Source: 18

th
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see a clear link between diversity and
the bottom line. And they also see such
strategies as benefiting innovation,
collaboration, customer satisfaction,
emerging customer needs and the
ability to harness technology – all vital
capabilities for success in the new
competitive environment (Figure 1).
Unfortunately, a one-size-fits-all
approach will not work to get this
broad mix of talent, and companies are
employing a diverse range of strategies
to find and develop the people they need.
Fortunately, those with accounting
training are well-positioned to meet
these challenges, though they are
also not immune to the threats.
Many accountants are sufficiently
agile to allow them to leverage their
accounting training in non-traditional
areas, whether in the profession or in
industry roles as varied as company
directors, business leaders, bankers,
strategy, compliance, risk management,
and infrastructure project management.
Moreover, it is no longer true that
one needs an accounting degree or
professional qualification to become
an accountant.

Annual CEO Survey, PwC 2015
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Their racial and ethnic profile is
far more diverse than in previous
generations. Employers, however,
need to ensure they do more than
“talk the talk”, in particular, towards
women. Some 70% of female Singapore
millennials feel that organisations talk
about diversity but they do not feel
there are equal opportunities for all.

2. Embrace work-life balance
and flexibility

Photo Shutterstock

Work-life balance is extremely
important to all employees, particularly
to millennials. About 97% of both male
and female millennials globally have
indicated that it is important to them.
A large proportion of Singapore
millennials say the work demands of
their current role significantly interfere
with their personal life. Interestingly,
the impact of this lessens as they
become more senior as they have
more control over their work patterns.
Unmanageable workload demands are
a common perception of more seniorlevel positions, but in reality, the more
senior they are, the more control they
3 The female millennial – a new era of talent , PwC 2015
4 Dual-career issues refer to issues/challenges that
arise when both parties of a dual-career couple have
ambitions and career objectives they want to reach; it
can be hard to fulfil both career objectives.

are more likely to have over where, how
and when they work.
Employers need to ensure that
their organisational work-life strategies
go beyond just considering female
or parenting issues, or they may fail
to attract or retain millennial talent,
whether male or female.

3. A feedback culture

Many accountants, and in particular
millennials, grew up in a highly-digital
world. State-of-the-art technology is
important to them. However, while
many millennials have a preference for
communicating through electronic gadgets
instead of the telephone or in person,
when it comes to vital conversations
in the workplace, such as performance
evaluations, career planning or
compensation dialogues, the majority of
accountants prefer face-to-face discussions.

4. Global mobility

In the global world of today, international
experience is seen by many as a prerequisite for executive and leadership
roles. Accountants in some countries
join the profession as their professional
qualifications could be internationally
recognised, allowing them to work more
easily around the world. Employers and

clients increasingly expect accountants
to both be local and act global.
A large majority of Singapore
millennials are keen to work overseas,
though this enthusiasm dims as they get
older due to personal or family reasons.
There is often gender bias in global
mobility as many people perceive that it
is easier to move men than women.
Organisations can help retain
talent by encouraging them to embrace
mobility experiences when they are
younger, offering more shorter-term
rather than longer-term secondments,
championing role models, and tackling
dual-career issues4.
Employers have a role to play to
explore new policies, procedures and
cultural attitudes that will encourage
greater diversity of thought and idea,
and yet allow all generations to feel
welcome. By creating an environment
which encourages individuals of
all backgrounds, skill-sets, life
experiences, preferences and abilities,
and providing them with agility
experiences, both employers and their
teams will be well-positioned to meet
future challenges. ISCA

Karen Loon is Partner and Diversity Leader,
PricewaterhouseCoopers Singapore.

June 2015

29

VIEWPOINT
Corporate Misconduct

DON’S CO LU M N

Is Corporate
Misconduct
Infectious?

Evidence on Contagion in Earnings Misrepresentation

by

Simi Kedia, Kevin Koh
and Shivaram Rajgopal

T

Rational Theory of Crime
The rational theory of crime
hypothesises that a potential criminal
chooses to commit a crime if the
30
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he prior years have witnessed
a remarkable increase in news
about corporate misconduct
including fraudulent financial reporting
at companies such as Enron, WorldCom
and Tyco, the collapse of Arthur
Andersen on allegations of lax or corrupt
audit work, and the revelation of the
US$50-billion Ponzi scheme run by
Bernard Madoff. Given such frequent
exposure to corporate misconduct,
an important question relates to the
impact of such encounters, if any, on
managers of peer firms. Does such
exposure deter misconduct among
managers of peer firms or does it
encourage peer firms to also engage
in questionable behaviour?
In a recent study, we investigate
peer firm behaviour to ascertain
(i) whether exposure to financial
misrepresentation fuels similar
behaviour or deters it among peer
firms, and (ii) what factors increase or
decrease the likelihood of contagion.

benefit of doing so is greater than
the associated costs. A sociological
explanation for contagion relies on
the idea that observing misbehaviour
changes an individual’s understanding
of the social norms related to
dishonesty. Often, the perceived costs
associated with crime are subjective
and based on the experiences of the
individual manager. Exposure to
the dishonesty of others could lead
managers to change their subjective
estimate of the benefits and/or the
cost of committing a crime. We rely
on similar underlying principles
in our study of firms’ decisions to
misrepresent their earnings.

Why Peer Firms imitate
Leader Firms

Announcement of misconduct by
leader firms, and the consequences
they face, is likely to enable peer firms
in the same industry or geographical
neighbourhood to learn about (i) the
details of the misconduct (for instance,
the use of early revenue recognition
or the nature of the restating firm),
and (ii) the costs of engaging in
questionable accounting practices.
Consider a case where a leader
restating firm, upon discovery of
earnings misrepresentation, faces
little or no regulatory enforcement.
Such inaction might lead to a peer firm

s

We find that restatement
announcements
accompanied by
SEC enforcement actions
or class action litigations
are not associated with
contagion in earnings
misrepresentation.
Such deterrent effects
are observed for peer
firms in the same
industry or geographical
neighbourhood.
June 2015
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Lower expected cost
of misconduct implies
that managers of peer
firms may rationally
choose to adopt these
aggressive reporting
practices as the benefits
of such behaviour
outweigh the costs.
in the same industry or geographical
neighbourhood to conclude that the
costs of misrepresenting earnings
are low. Lower expected cost of
misconduct implies that managers
of peer firms may rationally choose
to adopt these aggressive reporting
practices as the benefits of such
behaviour outweigh the costs.
However, contagion is only likely to
arise if the perceived costs borne
by the misreporting leader firm are
low. If the misreporting leader firm
is subject to litigation or Securities
and Exchange Commission (SEC)
enforcement, peer firms in the same
industry or geographical neighbourhood
are likely to shun questionable practices,
leading to the phenomenon we refer to
as deterrence.

Investigation using
sample earnings
restatements, 1997–2008
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Evidence of Contagion

Given the significant changes in
capital markets during our sample
period, most notably the passage of
the Sarbanes-Oxley (SOX) Act in 2002,
we analyse three-year sub-samples

of our data. In the pre-SOX period
of 1997–1999, and 2000–2002, we
find that a firm has a significantly
higher probability of beginning to
misrepresent earnings if a higher
fraction of firms in its industry or
same geographical neighbourhood has
already revealed they misrepresented
earnings via a public restatement
announcement in the prior year.
This evidence of contagion within
the industry and geographical
neighbourhood explains a significant
portion of a peer firm’s decision to
begin misrepresenting earnings.
However, such contagion, both
at the industry and geographical
neighbourhood, disappears in
the three-year period following
the passage of SOX (2003–2005)
presumably because of the
implementation of a stricter
regulatory framework. Thus, there
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We investigate whether peer firms
choose to engage in earnings
misrepresentation when leader
firms in the same industry or
geographical location (measured as
metropolitan statistical area) publicly
reveal misrepresentation through a
restatement in the United States (US).
To focus on misrepresentations that
are more substantial and likelier to
be imitated, we only include 2,376
earnings restatements during the
period 1997–2008 that involve
inflated net income. An average
period of 2.6 years elapsed between
the beginning of misrepresentation
and its public revelation through a

restatement announcement in our
sample. One would expect that the
public acknowledgement of non-GAAP
accounting practices in the restatement
announcement by leader firms would
lead to cessation of misreporting
among peer firms in the same industry
or geographical neighbourhood. Hence,
we rely on a significant increase in
the likelihood that a peer firm begins
misrepresenting earnings after
the announcement of a restatement
by the leader firm in the same
industry or geographical
neighbourhood as evidence of
contagion in corporate misconduct.

announced an earnings restatement.
We test for potential contagion in
similar accounting practices and find
that restatements that involve (i)
revenue manipulation; (ii) expense
accounts, and (iii) asset, inventory
or restructuring are associated with
earnings misrepresentation among
the industry peers in similar accounts.
This suggests that similar accounting
treatments potentially spread among
peer firms in the same industry.

Forces that
impact Contagion

is evidence consistent with the
deterrence hypothesis in the post-SOX
period. Interestingly, there is some
evidence that industry-level contagion
reappears in the 2005–2008 period.
We conjecture that questionable
reporting practices resurfaced after
the initial sting associated with the
post-SOX regulatory regime has abated.

Contagion of
Accounting Practices
in the Industry

We investigate whether contagion
among peer firms in the same
industry is more likely to be observed
in the same account as the one
restated by the leader firm. This is
because peer firms learn not only
about the costs of misconduct but
also about the specific accounting
principle and its application within
the industry when the leader firm

We further investigate the nature of
the restatements to better understand
the forces that impact contagion. First,
we look at both the public enforcement
through SEC investigations and private
enforcement though class action
litigations. The presence of public and
private enforcement actions increases
the cost of misrepresenting earnings
for the restating firms and is likely to
discourage peers and therefore, should
not be associated with contagion.
Consistent with our conjecture, we
find that restatement announcements
accompanied by SEC enforcement
actions or class action litigations
are not associated with contagion
in earnings misrepresentation. Such
deterrent effects are observed for
peer firms in the same industry or
geographical neighbourhood.
Second, we study the
characteristics of the restatement.
Extreme restatements involve
substantial manipulation and are
likely to be perceived as too severe
for peer firms to imitate. Hence, we
expect extreme restatements to be
associated with no contagion. We
classify restatements as severe if
they fall in the most severe quartile of
restated negative net income scaled
by total assets. As expected, there is
little evidence of contagion following
severe restatements.
Lastly, we look at the characteristics
of the restating firm. In particular, large
and visible firms are more likely to
cause peer firms in the same industry
or geographical neighbourhood to

adopt such practices. Consistent with
this conjecture, we find evidence of
significant contagion when the leader
firm is above the median size in the
industry. Along similar lines, we
find that disclosure prominence also
impacts contagion. Restatements made
via a press release are more likely to
be associated with contagion among
peer firms in the same industry and
geographical neighbourhood.

Conclusion

The existence of contagion in earnings
misrepresentation after a firm
announces a restatement and the
factors that seem to encourage (for
example, if the restating firm is a
larger firm or prominent disclosure
of the restatement) and deter such
contagion (for example, SEC action
or a lawsuit against the restating
firm) are new to the accounting and
the financial economics research. In
particular, these results could interest
enforcement agencies such as the SEC.
For example, evidence on contagion
in aggressive corporate reporting
potentially implies large differences
across industries and geographical
areas in the marginal productivity
of enforcement spending by the
SEC. We are also among the first to
document that SEC enforcement and
class action lawsuits deter earnings
misrepresentation. Finally, we
raise the possibility that earnings
misrepresentation resumes once the
sting associated with the vigorous SOX
related enforcement wears off in the
2005–2008 period. Perhaps regulators
need to be constantly vigilant and
vocal in their enforcement actions
to stem the contagion in earnings
misrepresentation. ISCA
Simi Kedia is Professor of Finance and
Economics, Rutgers Business School,
Rutgers University. Kevin Koh is Assistant
Professor, Nanyang Business School,
Nanyang Technological University.
Shivaram Rajgopal is the Schaefer Chaired
Professor of Accounting, Goizueta Business
School, Emory University. This commentary
is based on their recent research paper
“Evidence on Contagion in Earnings
Management”, which is forthcoming in
The Accounting Review, journal of the
American Accounting Association.
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Malaysia
GST ready

Handling the Intricacies of Malaysia GST

by

Felix Wong

M

alaysia replaced its Sales
and Services Tax with Goods
and Services Tax (GST) on
1 April 2015.
In the run-up to the
implementation of GST in Malaysia,
the Singapore Institute of Accredited
Tax Professionals (SIATP) organised
a Tax Excellence Decoded session on
the finer points to note as companies
geared up for a smooth transition.
Facilitated by Accredited Tax
Advisor (Income Tax & GST) Dr Robin
Chia, CEO, Robin Chia & Co, the lively
session covered the practical aspects
of Malaysia GST as Dr Chia discussed
how the implementation of GST would
re-engineer the entire business process.
He also explained the importance
of a good GST accounting system
and highlighted notable differences
between Singapore and Malaysia GST.

Registration of GST

Since 1 April 2015, a 6% GST is
imposed on supplies of goods and
services in Malaysia. The GST is
administered by the Royal Malaysian
Customs (Malaysia Customs) and
levied by persons registered under
the GST Act 2014 (that is, GSTregistered persons).
A company that makes
taxable supplies (that is, business
transactions which are subject to
GST) in Malaysia and has taxable
turnover of more than RM500,000
34
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Accredited Tax Advisor (Income Tax & GST)
Dr Robin Chia, CEO, Robin Chia & Co, shared
his views on the finer points of Malaysia GST.

within a period of 12 months is
required to register for Malaysia GST.
A company that is liable to
register for Malaysia GST but fails
to do so may be liable to pay a late
registration penalty of RM15,000.

A business reengineering process

It is a common misconception that
GST implementation will affect only
the finance department. In reality, the
implementation of GST has a much
wider implication on businesses and is
really a business re-engineering process
affecting the entire business operation.
For example, gifts to employees
(such as long-service awards)
are subject to GST in Malaysia
unless they are specifically listed
in the employment contracts or

s
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In reality, the
implementation of
GST has a much
wider implication
on businesses and is
really a business reengineering process
affecting the entire
business operation.
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While your organisation
may have been filing GST
in Singapore for the last
20 years, it is important
to note the many
differences between the
Singapore and Malaysia
GST systems.
human resource (HR) policies. The
implementation of GST may mean, to
the HR department, the need to review
such contracts or policies. In addition,
the Information Technology (IT)
department will also need to review
the existing systems in view of the
new GST compliance requirements.
The implementation of GST will
require the marketing department
to review the business’s pricing
strategies in view of the higher costs
to customers. It also creates the
need for the finance department to
update cash-flow forecasts to take
into account the effects of input and
output GST.

Intricacies of Malaysia
GST
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“designated areas” (that is, Tioman,
Labuan and Langkawi including
all adjacent islands lying nearer
to Langkawi Island than to the
mainland) are considered to be
supplied outside of Malaysia and
hence are not considered a supply
for Malaysia GST purposes, although
the Malaysia Minister of Finance
has the power to impose GST for the
goods and services supplied in such
designated areas. Businesses may
refer to the Designated Area Order
for more information on GST in these
designated areas.

A good GST accounting
system

In order to apply for or submit
renewals for the GST schemes such

as the Approved Trader Scheme in
Malaysia, it is a requirement for the
applicant to maintain a “good GST
accounting system”.
Malaysia Customs provides
guidance on what constitutes a
“good GST accounting system”,
which includes requirements such
as the need for the system to be kept
in accordance with the principles
of Standard Accounting Practices
adopted in Malaysia, and the need for
a good audit trail. GST tax codes are
required to be assigned to accounting
transactions in Malaysia.
A good accounting system for
Malaysia GST purposes should also
cater to various types of invoices
such as the full tax invoice, simplified
tax invoice, self-billed invoice,
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It is important for businesses to pay
attention to the intricacies of Malaysia
GST as they may have an impact on the
businesses’ positions or obligations.
Companies doing business in
Malaysia should be aware of the GST
Relief Order. It pertains to the supplies
of goods which (would normally be
but) are not subject to GST because
such goods are supplied to particular
organisations (largely government
organisations, hospitals, schools
and charities) that are specifically
determined by the Malaysia
government. Companies dealing with
such organisations may want to find
out more about the GST Relief Order,
and be aware of the consequential
compliance requirements, such as the
need to use a different tax invoice.
Goods and services supplied in

If the supplier does not receive
any payment but issues a tax invoice
within 21 days from the basic tax
point, the time of supply will be the
date of issue of the invoice. However,
if a tax invoice is not issued within
21 days, then the time of supply will
revert to the basic tax point. Should
the basic tax point and the tax invoice
date fall into different GST reporting
periods, there is a risk that the
company may have understated its
GST output tax in the earlier period.

Reverse charge mechanism

normal invoice and special invoice.
The prescribed requirements of the
disclosure of information of a tax
invoice are stated in Section 33 of the
GST Act.

Notable differences
between Singapore and
Malaysia GST
Indirect export of goods

A company can zero-rate its supply
of goods (that is, charge GST at 0%)
in Singapore if at the point of supply,
the company is certain that the goods
supplied will be or has been exported.
In a scenario where the company is
given orders by its local customer
to export the goods, the company
may zero-rate the supply of goods
in Singapore. In the same scenario

in Malaysia however, the company
will have to pay 6% Malaysia GST as
Malaysia does not recognise indirect
export of goods.

Time of supply: 21-day rule

Malaysia adopts a 21-day rule in
determining the time of supply. In
general, the time of supply occurs
when the goods are delivered or made
available to the customer, or when the
services are rendered to the customer.
This is known as the basic tax point.
If a supplier issues a tax invoice or
receives any payment before the basic
tax point, the time of supply for the
amount invoiced or payment received
will be the date of the invoice issued
or the amount of payment received,
whichever is earlier.

While Singapore’s reverse charge
(or commonly known as import of
services) mechanism is dormant,
Malaysia will be implementing its
reverse charge mechanism for GST.
A supplier who does not belong in
Malaysia and supplies services to a
customer in Malaysia does not have
to charge GST. However, the customer
who receives the services for the
purpose of any business carried out
by him is required to account for GST
by the reverse charge mechanism. In
effect, a Malaysia customer who is a
GST-registered person will have to
account for the GST based on the
Self Recipient Accounting Basis,
while a Malaysia customer who is
not a GST-registered person will
have to pay an additional 6% of GST
to Malaysia Customs.
GST in Malaysia is a reality.
Businesses would be prudent to take
note of the finer points mentioned in
this early stage of implementation.
While your organisation may have
been filing GST in Singapore for the
last 20 years, it is important to note
the many differences between the
Singapore and Malaysia GST systems.
If you have not been following the
developments in Malaysia, it would
be wise to get some professional help;
get it right the first time. ISCA

Felix Wong is Tax Manager, SIATP. This article
is based on SIATP’s Tax Excellence Decoded
session facilitated by Accredited Tax Advisor
(Income Tax & GST) Dr Robin Chia, CEO,
Robin Chia & Co. For more tax insights,
please visit www.siatp.org.sg.
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The Corporate
Governance
Challenge

2015: Time to Get the Balance Right

by

Leong
Soo Yee

R

1 ACCA, ESRC, Culture and channelling corporate
behaviour , 2014, p11
2 ACCA, KPMG, Balancing rules and flexibility , 2014, p37
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The report identified a number
of trade-offs that need to be balanced
in the boardroom and by staff: Is
there openness to mistakes, or
zero tolerance? Is the organisation
innovative, or controlled? Does profit
rule, or public value matter more?
This finetuning can often result in
even more questions being asked, with
full impact assessments and reviews
taking place to ensure change happens,
if necessary. A full assessment culture
can sometimes be difficult, simply
because it calls upon a brand new set of

skills and requires a multidisciplinary
approach. But asking the questions
means that answers can be found.
Boards and top management can
avoid some of the pitfalls of corporate
governance and corporate culturesetting by evaluating and improving the
culture within their organisations.
In a global study2 of corporate
governance requirements across
25 markets, “leadership and culture”
was listed as one of the four main
pillars of corporate governance, along
with “strategy and performance”;
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unning a business, whether large
or small, can be a fine balancing
act for executive boards, directors
and managers.
Employees, accounts and cash
flow, rules and regulations, corporate
governance, stakeholders, investors –
all these, plus many other things – need
clear and decisive management to
ensure the scales do not over-tip and
fall out of balance.
This business finetuning is also
needed to ensure that an organisation’s
culture is healthy and functions
well, that it anticipates risks while
meeting the needs of investors and
other external stakeholders, as well
as employees.
A recent report1 advised that when
assessing their organisation’s culture,
boards should ask themselves three
fundamental questions, which are the
basis of good corporate governance:
+ What are the goals and purposes of
the organisation?
+ What sorts of behaviour does it
wish to encourage and discourage?
+ How is the tone at the top
set out and conveyed through
the organisation?

s
“compliance and oversight”, and
“stakeholder engagement”.
Adequate and effective corporate
governance is critical in supporting
boards and management to navigate
uncertainty in the international business
arena. Yet, the report revealed a wide
divergence in corporate governance
requirements across 25 markets,
including Australia, Brazil, China,
Singapore and Thailand. The study
called for governments to work towards
meeting global corporate governance
standards, which are based on the

Organisation for Economic Co-operation
and Development (OECD) principles.

Business is risky

Setting the tone at the top is a must
for companies, and regulators and
policymakers too have a massive role
to play in setting corporate tone. They
must continue to review corporate
governance requirements to ensure they
remain relevant, adequate and effective.
Corporate cultures that prevent
employees from raising questions
about perceived risks and threats to

A full assessment
culture can
sometimes be
difficult, simply
because it calls
upon a brand
new set of skills
and requires a
multidisciplinary
approach. But
asking the
questions means
that answers can
be found.
June 2015
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Setting the tone at the top is
a must for companies, and
regulators and policymakers
too have a massive role to
play in setting corporate
tone. They must continue to
review corporate governance
requirements to ensure they
remain relevant, adequate
and effective.
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member or manager to question
critical policies or decisions when their
organisation is earning outsized profits
or enjoying unprecedented growth –
and where there are bonuses at stake.
Therefore, it is critical that the board
and top executives set the tone for the
rest of the organisation, which includes
encouraging and rewarding those who
raise concerns about behaviour and
priorities, rather than those who
take unnecessary risks or who act
only in the short-term interests of
the organisation.
All too often, decision-makers talk
about wishing they had the benefit of
hindsight. What they do not realise is
that scepticism and a culture in which
people are actively encouraged and
rewarded for challenging decisions
can be highly effective in ensuring that
organisations take the right course.

3 ACCA, IMA, A risk challenge culture , 2014, p5

Conclusion
The board and its committees, C-suite
executives and risk-owning operating
management must lead and sustain
a viable risk challenge culture that
allows participants to speak freely and
question openly their organisation’s
risk-management effort. However,
this culture is impossible to achieve if
employees are not encouraged, required
and rewarded by management when
challenging a negative corporate culture.
The board, with support from the
CEO, should therefore set the tone
from the top regarding the openness
expected in discussions about an
organisation’s risk management
policies and procedures. ISCA

Leong Soo Yee is Head of ACCA Singapore.
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an organisation can only be changed if
board members lead by example and
become more sceptical and challenging.
Organisations must develop and
implement effective risk oversight in
the wake of the 2008 financial crisis,
which exposed serious weaknesses in
risk management. This also destroyed
corporate cultures and especially
damaged reputations of financial
organisations around the world.
A recent report3 on challenge
culture revealed that “even some
organisations that claim to have a
robust risk governance structure have
one in name only; the directors are not
as actively engaged in risk oversight
as they need to be. They oftentimes
lack adequate training in risk issues
and may receive unduly optimistic risk
reporting. In the wake of a risk debacle,
a typical question is: Where was the
board while this was happening?”
Organisations should develop a risk
challenge culture which encourages,
requires and rewards inquiries that
challenge existing conditions.
The same report also highlighted
that “when a subordinate is afraid
to ask senior management about
perceived risks, that is not a challenge
culture. When a board member
is satisfied with the CEO’s facile
answer to a serious risk issue, that
is not a challenge culture. When
board members “rubber-stamp”
management’s critical actions without
serious debate, they have not enhanced
a challenge culture”.
It is very difficult for a board

VIEWPOINT
Tax impact of FRS 115

A New Ball
Game for Tax?

FRS 115 Revenue from Contracts with Customers

by

Daniel Ho, Chua Kong Ping and Ghamazy Rashid

A

lthough the word “income” is not
defined in the Singapore Income
Tax Act (ITA), the profits and
gains of an entity are to be computed
in a manner that is consistent with
the ordinary principles of commercial
accounting and in conformity with
the rules of the ITA.1 In this regard,
accounting information contained in
the financial statements of a taxpayer
generally serves as the starting point
for the computation of his tax liabilities.
However, accounting principles
may not be conclusive for the purposes
of computing the gains and profits of a
taxpayer for tax reporting because of
the different objectives of accounting
and tax. Accounting is concerned with,
among others, providing financial
information about an entity that is
useful to investors and creditors in
making economic decisions in relation
to the entity.2 Tax, on the other hand, is
a creature of statute and is prescribed
by the government to meet various
fiscal requirements.

1 Pok Soy Yoong et al, The Law and Practice of Singapore
Income Tax (Second Edition), Volume 1, p535
2 Accounting Standards Council of Singapore, The
Conceptual Framework for Financial Reporting 2011 ;
www.asc.gov.sg/2014Volume
3 Pinetree Resort Pte Ltd v. Comptroller of Income Tax
[2000] SGCA 48, and the more recent case of ABD Pte Ltd
v Comptroller of Income Tax [2010] 3 SLR
4 FRS 115, Paragraph 2
5 Accounting Standards Council of Singapore, Revenue
recognition: At last, a common universal language for
top line reporting , July 2014; www.asc.gov.sg/Portals/0/
attachments/Consultations/2014/Revenue_Article.pdf
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In dealing with conflicts between
the two, the Singapore Courts have
affirmed the primacy of tax laws over
accounting principles.3 Divergences
between the former and the latter
should prima facie result in tax
adjustments being made, unless
statutory provisions or administrative
concessions are enacted or granted to
align tax with accounting recognition.
One such alignment is the promulgation
of Section 34A of the ITA, which
bridges the gulf between fair value
accounting for financial instruments
introduced by Financial Reporting
Standard (FRS) 39 and the cardinal
tax principle that neither profit nor loss
may be anticipated.
On this note, a significant change
in accounting standards that may be
of utmost interest to most entities and
users of financial statements, and one
that could once again result in profits
or losses being anticipated for tax
purposes, is looming on the horizon:
the introduction of FRS 115 Revenue
from Contracts with Customers.

Revenue recognition
under FRS 115

The Accounting Standards Council
of Singapore issued FRS 115 on 19
November 2014. The new accounting
standard applies for annual periods
beginning on or after 1 January 2017
but earlier application is permitted.

FRS 115 introduces a single,
comprehensive, control-based revenue
recognition model for all contracts
with customers (other than financial
instruments, insurance or lease
contracts, which fall under the scope
of other standards) and harmonises
revenue reporting across entities and
industries. The core principle
of the new model is that an entity
shall recognise revenue to depict
the transfer of promised goods

s
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or services to customers in an amount
that reflects the consideration to
which the entity expects to be
entitled in exchange for those goods
or services.4
Broadly, determining when the
transfer of a good or service occurs
under the new standard is based on
when the customer obtains control
of that good or service, which can
happen either over time or at a point
in time. For the simplest transactions

where consideration is exchanged for
goods or services instantaneously,
the accounting recognition of revenue
in such instances should be aligned
with tax principles. However, as
transactions become more complex,
applying the core principle invariably
requires more judgement 5 and may
give rise to variances between
recognition of revenue for accounting
purposes and accrual of income for
tax purposes.

The core principle
of the new model
is that an entity
shall recognise
revenue to depict the
transfer of promised
goods or services
to customers in an
amount that reflects
the consideration
to which the entity
expects to be entitled
in exchange for those
goods or services.
June 2015
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Where the tax and
accounting revenue
recognition principles
are not aligned, this
may result in additional
compliance costs for
taxpayers to identify and
track the appropriate
tax adjustments and, in
the worst case scenario,
result in a separate
income and expenses
account to be maintained
for tax purposes.
Income accrual for
tax purposes

6 The meaning of “derive” has been held to be
synonymous with “accrue” in Commissioners of Taxation
v. Kirk [1900] A.C. 588
7 Pinetree Resort Pte Ltd v. Comptroller of Income Tax
[2000] SGCA 48
8 ABD Pte Ltd v Comptroller of Income Tax [2010] 3 SLR
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There could be instances where
the point of revenue recognition
by an entity under FRS 115 differs
from the time when its customers
are legally obligated to pay for
the goods or services. It is unclear
when an entity would be regarded
as being “entitled” to the income in
such a scenario.
+ Currently, other than the above
case law principles, there is a lack
of comprehensive guidance on
when an entity becomes entitled to
the income arising from long-term
contracts, such as construction
contracts, for tax purposes. In
practice, the existing accounting
+

revenue recognition basis (for
example, revenue recognition
based on percentage of completion
or milestones achieved) is often
used as a starting point in the tax
computation, with appropriate
tax adjustments on a case-by-case
basis. FRS 115 introduces new
concepts, such as the unbundling of
separate performance obligations,
measurement of variable
consideration, and methods of
allocating consideration, which may
impact the current measurement
and timing of revenue for longterm contracts. These will further
complicate the reconciliation to the
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For Singapore income tax purposes,
the phrase “accruing in or derived
from”6 in Section 10 of the ITA sets the
point in time when income sourced
in Singapore is to be recognised for
taxation purposes (note that income
sourced outside Singapore is to be
taxed only when it is received or
deemed received in Singapore). In
this regard, “accrue” means “to which
any person has become entitled”.7 A
taxpayer is “entitled” to income when
he has done all that is required of him
to earn the income and whether he
has done all that is required of him
depends on the particular trade he is
engaged in.8
At first glance, FRS 115’s revenue
recognition principle, which is
to recognise revenue only when
performance obligations are satisfied,
appears broadly aligned with the
meaning of “entitled” for tax purposes.
As always, the devil is in the details.
The following are some tax issues that
may arise from the adoption of the new
accounting standard:

+

income reporting for tax purposes.
Following from the above, revenue
recognised under FRS 115 could
potentially include amounts that
are not yet certain. For example,
a variable consideration (say,
additional $1 million if project is
completed one month earlier), may
have to be estimated as part of
revenue to be recognised over time
resulting in an earlier recognition
of the variable revenue. If that
revenue is taxed, it seems only
appropriate that expenses matched
to such revenue for accounting
purposes should also be allowed tax
deduction. Where such expenses

are also anticipated or provided for,
it is uncertain whether such claims
for tax deduction will be accepted
by the Inland Revenue Authority of
Singapore (IRAS).
+ FRS 115 requires entities to assess
whether incidental obligations
or sales incentives arising from
a transaction can be regarded as
goods or services that are distinct.
If so, the entity has to recognise
revenue when each distinct good
or service is transferred to the
customer. This contrasts with the
current practice where revenue
may not be separately recognised
for incidental obligations or
sales incentives. For example, a
car manufacturer that bundles
a maintenance services package
along with the sale of a car may
now have to recognise part
of the revenue relating to the
maintenance services at a later
date. Other taxpayers, such as
telecommunication companies,
may find themselves recognising
higher revenue upfront as they
would have to allocate revenue
to various components of their
bundled mobile phone contract,
such as the handset (upfront) and
the ongoing telecommunication
services (over time). This creates
a deviation from the normal
tax principles, as arguably the
telecommunication service
provider is only entitled to its
revenue upon the provision of
telecommunication services
over time and as such revenue is
invoiced, as opposed to the point
in time when the free handset is
given to customers. While some
may argue that this is only a timing
difference or cash flow issue, the
accelerated recognition of revenue
(if tax is aligned with the accounting
recognition) may, in some cases,
result in additional tax burden for
the taxpayer if the taxpayer suffers
losses in the later years due to
the fact that trade losses can only
be carried back for one year and
subject to a cap of $100,000.

+

FRS 115 also requires entities
to consider the effects of any
significant financing components
in the determination of the
transaction price and the effects
of the financing (interest expense
or interest revenue) would have
to be presented separately from
the revenue figure. The financing
component would be recognised
periodically while the remaining
revenue figure will be reduced/
increased accordingly. Presently,
it is unclear whether such interest
income would be taxed as a
separate source income or as part
of trade income.

Conclusion

Where the tax and accounting
revenue recognition principles are not
aligned, this may result in additional
compliance costs for taxpayers to
identify and track the appropriate tax
adjustments and, in the worst case
scenario, result in a separate income
and expenses account to be maintained
for tax purposes.
On the other hand, for taxpayers
whose revenue would be accelerated
under FRS 115, they may face
additional cash flow or tax burden as
mentioned above if the tax treatment is
aligned with accounting recognition.
An “opt-out” regime similar to
the FRS 39 tax treatment under
Section 34A of the ITA may need to be
implemented for such taxpayers should
the revenue recognition basis under
FRS 115 be adopted for tax purposes,
to save on compliance costs. In
determining whether to align tax with
accounting treatment or otherwise,
the relevant authorities will no doubt
be balancing the twin priorities of
maintaining a simple tax system while
protecting Singapore’s revenue base. ISCA
Accredited Tax Advisor (Income Tax) Daniel Ho
is Director of Taxes, Deloitte & Touche and
represents the Singapore Institute of
Accredited Tax Professionals in discussions
on FRS 115. Accredited Tax Practitioner
(Income Tax) Chua Kong Ping is Senior
Manager, Tax, Deloitte & Touche, and
Ghamazy Rashid is Director, Deloitte &
Touche Business Advisory.
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Blue Ocean
Strategy

Eight Key Points

by

W. Chan Kim and
Renée Mauborgne

W

hat is distinctive about blue
ocean strategy as a theory? How
is blue ocean strategy different
from a classic differentiation strategy?
Is it another form of low-cost strategy?
What’s the research process behind it?
In the decade since Blue Ocean
Strategy was first published, we’ve
fielded thousands of such questions.
Some executives want to understand
how it addresses the issue of execution.
Some ask what the strategy is based on.
Others question whether the strategy
will be effective in their industry.
We heard certain questions again
and again and in response, we have
identified eight key points that outline
the essence of blue ocean strategy.

1 It’s grounded in data
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within less successful players caught
in the red ocean. We also searched for
divergence across these two groups.
In so doing, we tried to discover the
common factors leading to the creation
of blue oceans and the key differences
separating those winners from the
mere survivors and the losers adrift in
the red ocean.
As our database and research have
continued to expand and grow over
the last 10 years since the first edition
of our book was published, we have
continued to observe similar patterns

Photo Shutterstock

Blue ocean strategy is based on a
decade-long study of more than
150 strategic moves spanning more
than 30 industries over 100 years.
Industries ranged from hotels to
cinema, retail, airlines, energy,
computers, broadcasting, construction,
automobiles and steel. We analysed
not only winning business players
who created blue oceans but also
their less successful competitors. We
searched for convergence among the
group that created blue oceans and

s
Blue ocean
strategy seeks to
break the valuecost tradeoff by
eliminating and
reducing factors
an industry
competes on,
and raising and
creating factors
the industry has
never offered. This
is what we call
value innovation.

defensible position within the existing
industry order. The strategic logic of
value innovation guides companies to
identify what buyers commonly value
across the conventional boundaries
of competition and reconstruct key
factors across market boundaries,
thereby achieving both differentiation
and low cost and creating a leap in
value for both buyers and the company.

3 It creates uncontested
market space
Blue ocean strategy doesn’t aim to
out-perform the competition. It aims
to make the competition irrelevant by
reconstructing industry boundaries.
Whereas conventional strategic
approaches drive companies to define
their industry similarly and focus on
being the best within it, blue ocean
strategy prompts them to break out of
the accepted boundaries that define
how they compete. Instead of looking
within these boundaries, managers
need to look systematically across
them to create blue oceans – new and
uncontested market space of new
demand and high profitable growth.

4 It empowers you
through tools and
frameworks

whether blue oceans were created
in for-profit industries, non-profit
organisations, or the public sector.

2 It pursues
differentiation
and low cost

Blue ocean strategy is based on the
simultaneous pursuit of differentiation
and low cost. It is an “and-and” not
an “either-or” strategy. Conventional
wisdom holds that companies
can either create greater value for
customers at a higher cost or create

reasonable value at a lower cost. Here,
strategy is seen as making a choice
between differentiation and low cost.
In contrast, blue ocean strategy seeks
to break the value-cost tradeoff by
eliminating and reducing factors an
industry competes on, and raising
and creating factors the industry has
never offered. This is what we call
value innovation.
Value innovation is distinctively
different from the competitive strategic
approach that takes an industry
structure as given and seeks to build a

Blue ocean strategy offers systematic
tools and frameworks to break away
from the competition and create a
blue ocean of uncontested market
space. The field of strategy, by contrast,
has predominantly focused on how
to compete in established markets,
creating an arsenal of analytic tools
and frameworks to skilfully achieve
this. Blue ocean strategy is built
on the common strategic patterns
behind the successful creation of
blue oceans. These patterns have
allowed us to develop underlying
analytic frameworks, tools and
methodologies to systematically link
innovation to value and reconstruct
industry boundaries. The visual and
actionable frameworks and tools such
as the strategy canvas, four actions
framework and six paths form the
June 2015
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analytic foundations of the blue ocean
creation process, bringing structure
to what has historically been an
unstructured problem in strategy.
They provide a roadmap and critical
visual guidance for systematically
pursuing value innovation and creating
uncontested market space. Companies
can make proactive changes in industry
or market fundamentals through the
purposeful application of these blue
ocean tools and frameworks.

5 It provides a stepby-step process

From assessing the current state of play
in an industry to exploring the six paths
to new market space and understanding
how to convert non-customers into
customers, blue ocean strategy provides
a clear four-step process to break away
from the competition and create a blue
ocean of strong profitable growth. The
four-step process is designed around
the concepts and analytic tools of blue
ocean strategy and fair process. It is
built based on our strategy practices
in the field with many companies
over the last two decades. It allows
managers and their teams to develop
rigorous and concrete strategies while
capturing the big picture. In this way, it
presents an alternative to the existing
strategic planning process, which is
often criticised as a number-crunching
exercise that keeps companies locked
into making incremental improvements.

6 It maximises
opportunity while
minimising risk
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7 It builds execution
into strategy

The process and tools of blue
ocean strategy are inclusive, easy
to understand and communicate,
and visual – all of which makes
the process non-intimidating
and an effective path to building
execution into strategy and
the collective wisdom of a
company. Equally important,
blue ocean strategy is a strategy
that expressly joins analytics
with the human dimension of
organisations. It recognises
and respects the importance
of aligning people’s minds and
hearts with a new strategy
so that at the level of the
individual, people embrace it of their
own accord, and willingly go beyond
compulsory execution to voluntary
cooperation in carrying it out. To
achieve this, blue ocean strategy does
not separate strategy formulation from
execution. Although this disconnect
may be a hallmark of most companies’
practices, our research shows it is also
a hallmark of slow and questionable
implementation and mechanical
follow-through at best. Instead, blue
ocean strategy builds execution into

s
Whereas conventional
strategic approaches
drive companies to
define their industry
similarly and focus on
being the best within
it, blue ocean strategy
prompts them to break
out of the accepted
boundaries that define
how they compete.
strategy from the start through the
practice of fair process in the making
and rolling out of strategy. Fair process,
namely engagement, explanation
and expectation clarity, prepares the
ground for implementation by invoking
the most fundamental basis of action –
trust, commitment and the voluntary
cooperation of people deep in an
organisation. Trust, commitment and
voluntary cooperation are not merely
attitudes nor behaviours, they are
intangible capital that allows companies
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Blue ocean strategy is an opportunitymaximising, risk-minimising strategy.
Of course any strategy will always
involve risks, be it red or blue. However,
blue ocean strategy provides a robust
mechanism to mitigate risks and
increase the odds of success. A key
framework here is the Blue Ocean Idea
Index. The Blue Ocean Idea Index lets
you test the commercial viability of
your blue ocean ideas and shows you
how to refine your ideas to maximise
your upside while minimising downside

risks. It allows you to answer four key
questions: First, is there a compelling
reason for people to buy your offering?
Second, is your offering priced to
attract the mass of target buyers so
they have a compelling ability to pay for
it? Third, can you produce your offering
at the strategic price and still earn a
healthy profit from it? And finally, what
are the adoption hurdles in rolling out
your idea, and have you address these
adoption hurdles upfront?
The first two questions address the
revenue side of your business model.
They ensure that you create a leap in
net buyer value. The third question
ensures the profit side of your business
model, while the last question ensures
that you have given good thought and
addressed externalities that could trip
up even the best new idea.

to stand apart in the speed, quality and
consistency of their execution and to
implement strategic shifts fast at low cost.

8 It shows you
how to create a
win-win outcome

With its integrated approach, blue
ocean strategy shows how to align the
three strategy propositions – value,
profit and people – to ensure that
your organisation is aligned around
your new strategy and that it creates
a win for buyers and the company,
and employees and stakeholders.

For any strategy to be successful and
sustainable, an organisation must
develop an offering that attracts
buyers; it must create a business model
that enables the company to make
a tidy profit, and it must motivate
the people working for or with the
company to execute the strategy. While
good strategy content hinges upon
a compelling value proposition for
buyers and a robust profit proposition
for the organisation, sustainable
strategy execution is based largely on
a motivating-people proposition. The
alignment of the three propositions

proposed by blue ocean strategy
ensures that an organisation is taking
a holistic approach to the formulation
and execution of strategy. Together,
the three propositions provide an
organising framework for creating
a winning strategy that will benefit
buyers, the company, as well as internal
and external stakeholders. ISCA

W. Chan Kim and Renée Mauborgne are
Professors of Strategy at INSEAD and
Co-Directors of the INSEAD Blue Ocean
Strategy Institute. They are the authors
of Blue Ocean Strategy. This article is
republished courtesy of INSEAD Knowledge
(http://knowledge.insead.edu). Copyright
INSEAD 2015.
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FINANCIAL REPORTING

ISCA Issues Application Guidance
on Consolidation of REITs Managers
by Sponsors
In cases where the REIT Sponsor is the sole shareholder of
the REIT Manager and can unilaterally appoint and remove
the board of the REIT Manager, it may be clear that the REIT
Manager is controlled by the REIT Sponsor. However, questions
may arise as to whether a REIT Sponsor still has control over
its wholly-owned REIT Manager after relinquishing its right
as the sole shareholder of the REIT Manager to appoint and
remove the board of the REIT Manager.
The purpose of this guidance is to set out the specific
facts and circumstances to consider when assessing
whether consolidation of the REIT Manager by a REIT
Sponsor is required after the relinquishment of the rights
to appoint and remove the board of the REIT Manager.
For more information, please visit
www.isca.org.sg/tkc/fr/resources/practical-guidances/
practical-guidances/2015/april/consolidation-of-realestate-investment-trusts-reits-manager-by-sponsors/
AUDITING AND ASSURANCE

ISCA Provides Comments to IAASB ED on
ISA 800 (Revised) and ISA 805 (Revised)
ISCA agrees that the enhancements resulting from the new
and revised Auditor Reporting standards should apply to ISA
800 and ISA 805 engagements, and also agrees in general
with the broad proposals of IAASB.
However, ISCA has raised concerns over who should
consider the implications on the ISA 805 auditor’s report,
of additional information that is communicated in the
auditor’s report on the entity’s complete set of financial
statements, and how references to this additional
information should be made.
For more information, please visit
http://isca.org.sg/media/776731/isca-comment-letter-isa800-and-805-final.pdf

IAASB’s Revised Standard ISA 720
Enhances Auditor Focus
on Annual Reports in Light of
Increased Investor Focus on
Qualitative Disclosures
IAASB has released ISA 720 (Revised) The Auditor’s
Responsibilities Relating to Other Information. The revisions
aim to clarify and increase the auditor’s involvement with
“other information” – defined in the standard as financial and
non-financial information, other than the audited financial
statements, that is included in entities’ annual reports.
For more information, please visit
www.ifac.org/news-events/2015-04/iaasb-s-revisedstandard-isa-720-enhances-auditor-focus-annual-reportslight-inc
ETHICS

ISCA Provides Comments to IESBA ED
Proposed Changes to Part C of
the Code
While ISCA generally agrees with all the suggestions in the ED,
ISCA has provided some suggestions to enhance clarity of the
proposals in the ED.
For more information, please visit
http://isca.org.sg/media/776678/isca-comment-letter-forproposed-changes-to-part-c-of-the-iesba-code.pdf

IESBA Reinforces Auditor
Independence Provisions

The changes to the IESBA Code enhance the independence
provisions in the IESBA Code by no longer permitting auditors
to provide certain prohibited non-assurance services to public
interest entity audit clients in emergency situations, and
ensuring that they do not assume management’s responsibility
when providing non-assurance services to audit clients.
For more information, please visit
www.ifac.org/news-events/2015-04/iesba-reinforces-auditorindependence-provisions-further-limits-exceptions-and-c
REGULATORY

Phased Implementation of Companies
(Amendment) Act 2014
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ACRA announced a two-phase implementation approach for
the legislative amendments to the Companies (Amendment)
Act. About 40% of the over 200 legislative amendments
will take effect in the first phase on 1 July 2015. The second
phase encompassing the rest of the legislative amendments is
expected to come into effect in the first quarter of 2016.
For more information, please visit
www.acra.gov.sg/components/templates/newsDetails.
aspx?id=d2e278dc-dd7e-4e92-869a-dbf5f027a1e5
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Robust Audit
Planning (Part 2)
Essential Activities to Facilitate an Efficient Audit

by

Lim Ai Leen, Fann Kor
and Tan Xue Lin

I

n Part 1 of this two-part series,
published in IS Chartered
Accountant, May 2015 issue,
we emphasised that planning is
imperative to the effective conduct
of an audit engagement and issuance
of appropriate audit opinion. It is a
critical, if not the most critical, process
of the entire audit cycle. In this second
part, we will highlight some of the
planning activities public accountants
(PAs) should engage their auditees and
their staff in. This list is by no means
exhaustive, but it would serve to dispel
some common misconceptions about
audit planning.

Engage clients early
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sheer number of auditees in their
portfolio. Other PAs also think that
planning meetings are redundant,
especially for recurring engagements.
But a word of caution: Although it
is undeniably challenging for PAs
to engage with all their auditees,
this is not a process PAs can just do
away with.
The solution really is to segment

their auditees into those which they
should have physical meetings with
and those which they could just
communicate with over the phone.
The segmentation decision would
be based on the size, complexity
and whether the auditee is new or
recurring, among other criteria. The
PAs should, at a minimum, visit and
have physical meetings with a new
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Engagement of auditees by the PAs
should not be limited to only good
paymasters and those which the PAs
have a good relationship with. While it
is important to continue to engage such
auditees, there is also a need to engage
other auditees in their portfolio to
make retention decisions and to assess
the risks of the respective auditees.
Some PAs, especially the sole
proprietors, shared that it is challenging
to engage all their auditees when
planning for their audits due to the

s
Although it is undeniably
challenging for PAs to
engage with all their
auditees, this is not a
process PAs can just do
away with. The solution
really is to segment
their auditees into those
which they should have
physical meetings with
and those which they
could just communicate
with over the phone.
and assessed, and appropriate audit
procedures are designed to address
the risks. The last thing a PA would
want is a nasty surprise sprung on
him near the audit report sign-off date,
such as changes to the auditee which
he had no prior knowledge of.
Planning also helps the
engagement team to reduce re-works,
and sets expectations with the auditee
upfront in terms of audit timeline and
the list of schedules to be provided by
the management.

Document meeting
minutes and the risks
identified and assessed

auditee and recurring auditees with
high-risk rating. An office visit and a
face-to-face meeting would facilitate
the PA’s understanding of not only the
new auditee’s business and operations
but also, to a certain extent, obtain
some comfort over the integrity of
the management team as well as the
competence of the finance team. For
recurring high-risk auditees, physical

engagements would help PAs identify
and assess additional risks more
effectively. Lower-risk auditees are
those which the PAs can engage with
over the phone on any changes and
developments specific to each auditee
and its industry.
Whichever approach a PA takes,
the main objective is to make sure
that all significant risks are identified

PAs may have performed the necessary
planning, but many still fail to prepare
the planning notes for their audit
files. Planning notes are important to
confirm the PA’s understanding of the
auditee’s business and all the risks
identified and assessed by him. These
notes would also serve as a reference
point for the engagement team to
develop and execute audit procedures.
A set of properly-documented planning
notes would also facilitate the sharing
of knowledge among the engagement
team members, especially the new
team members. This is especially
crucial in an industry segment like
auditing, which experiences high
staff turnover.
June 2015
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Document the review
of internal control
relevant to the audit
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Just because the nature of testing
for control implementation could
be similar to testing for operating
effectiveness, the former does not
automatically qualify as a test of
controls. Testing of controls would
require the PA to first understand the
type and objective of a control before
designing the test and selecting the
samples. Such understanding will
drive the decision on the population for
sample size determination and sample
selection, and is likely to result in a
different set of samples for testing.
In summary, the evaluation of
control design and implementation
is intended to confirm the auditor’s
understanding of the entity’s internal
controls and risks of material
misstatement. It does not provide
any form of assurance over the
effectiveness of the controls. As part
of their audit strategy, the PAs may of
course choose to design and perform
audit procedures to test the operating
effectiveness of their auditees’
controls so as to reduce the amount
of substantive work required.

Audit plan should be
customised based on
risk assessment

Audit plans are often found to be generic
without any link to the risks identified
and assessed, if this step is even
performed at all. The nature, timing

and extent of the planned procedures
should be customised to address the
risks identified and confirmed.
A PA may have performed proper
risk identification and assessment,
but if the audit procedures are not
developed and customised to address
those risks, it would not reduce the
PA’s risk of issuing inappropriate
audit opinion. Hence, a proper followthrough from risk identification to
the audit plan and eventually the
audit plan execution is critical to
every audit.

Setting and documenting
appropriate materiality
level
The determination of the materiality
level requires professional judgement
and is not a simple mathematical
calculation. There should be sufficient
documentation of the basis used for
such determination. It is crucial that
materiality is appropriately set as it
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There seems to be a misconception
that when a full substantive approach
is adopted for the audit of a small
and medium-sized enterprise (SME)
– which is the common strategy
adopted by small and medium-sized
practices (SMPs) – it is not necessary to
channel efforts into understanding the
auditee’s control relevant to the audit,
since the controls will not be relied
upon. This is a misconception that
needs to be dispelled.
Singapore Standards on Auditing
(SSA) require consideration of
internal controls of the auditee as
part of the risk identification and
assessment process even when the
PA decides not to rely on the auditee’s
controls and consequently, will not
be testing the operating effectiveness
of any of the controls. There is
therefore the need to evaluate the
design and implementation of key
controls relevant to the audit in order
to identify financial statement areas
which carry a risk of misstatement.
Auditors should also be mindful
that control design, implementation
and operating effectiveness are three
different conditions which require
separate consideration. These three
conditions must be satisfied before any
reliance can be placed on a control. To
elaborate, when the design of a control
does not meet the control objective
(that is, it is not effective in preventing
a misstatement), even if a control is
found to be operating effectively, the
control is of no value. A poorly-designed
control, regardless of its operating
effectiveness, is a deficiency in the
financial reporting process and should
be an area of concern for the auditors.
Another point to clarify is that
tracing of transactions through
the system to obtain assurance on
effective control implementation
cannot be relied upon to confirm
operating effectiveness of the control
itself without any regard to the type of
control (that is, manual or automated).

s
Auditors should also
be mindful that control
design, implementation
and operating
effectiveness are three
different conditions
which require separate
consideration. These
three conditions must
be satisfied before any
reliance can be placed
on a control.

drives the scope and extent of audit
work. A materiality level that is set too
high will result in inadequate work
performed and conversely, will result
in an excessive or inefficient audit.
PAs should also determine the
appropriate performance materiality
level (that is, the amount used to
perform work) and the trivial threshold.
Sufficient headroom should be given
when determining the performance
materiality to ensure that the actual
level of uncorrected misstatements
does not exceed the anticipated level of
uncorrected misstatements.

Communicate audit
strategy and plan
with team

For recurring engagements that are
relatively less complex in an SMP
setup, the engagement team may
comprise only the engagement partner
and another professional staff. It is
also quite common for certain PAs

to instruct their assistants to follow
prior year’s working papers instead of
providing the relevant briefing to their
staff about the audit engagement. This
should not be the case. Although the
audit may be straightforward, it is still
important for the PA to meet with his
staff to confirm the audit strategy and
take the staff through the entire audit
plan. Otherwise, even if there is an audit
plan, the staff, who has insufficient
audit experience, may not be able to
properly execute the audit plan.
For higher-risk audit engagements
with larger audit teams, each team
should meet with the PA to go through
the planning documents. Risks
identified and assessed should be
reiterated at the meetings and detailed
briefing of the audit plan should be
provided by the PA to ensure that
the entire team fully comprehends
the risks, the audit plan and the audit
procedures. The time to be taken for
each of such meetings would again

depend on the size and complexity of
each engagement. It is worthwhile for
the PAs to have extensive briefings for
high-risk or complex engagements.

Yes, there is certainly
a need to plan

In conclusion, a well-established audit
strategy and well-developed audit
plan, when properly executed, would
reduce the risk of a PA forming an
inappropriate opinion on the financial
statements. A good audit plan also
helps the engagement team to devote
appropriate attention to important
areas of the audit, resulting in an
efficient and effective audit. Concerted
effort should therefore be made by a
PA in the planning of each and every
one of his audit engagements. ISCA
Lim Ai Leen is Executive Director, Technical
Knowledge Centre & Quality Assurance; Fann
Kor is Assistant Director, Quality Assurance,
and Tan Xue Lin is Manager, Professional
Development, ISCA.
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Valuation
of Financial
Derivatives under
FRS 113 (Part 1)
The CVA Story

by

Chua Kim Chiu and
Ho Yew Kee

F

1 IVSC issued its Interim Application Guidance Credit
and Debit Valuation Adjustments in January 2015.
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RS 113 Fair Value Measurement
(FRS 113) was issued in 2011
and companies in Singapore are
already applying it in their financial
reporting. However, there are still
concerns over how the fair value
concept is to be appropriately applied
to financial derivatives in view of
credit valuation adjustments (CVA)
and debit valuation adjustments
(DVA) introduced in the draft
Technical Information Paper Credit
and Debit Valuation Adjustments 1
issued by the International Valuation
Standards Council (IVSC) in 2013.
As defined, CVA is an adjustment to
the value of a derivative asset for
counterparty credit risk while DVA
is an adjustment to the value of a
derivative liability for an entity’s own
credit risk. A major concern here in
Singapore is whether companies have
sufficiently considered or understood

CVA and DVA in measuring their
financial derivatives at fair value.
This is a two-part article with the
objective of helping accountants who
are not financial derivative traders,
valuation specialists or financial risk
managers to better understand the
principles behind CVA and DVA.
Part 1 will focus on CVA while Part 2
will discuss the issues of DVA.
Valuation of financial derivatives
is particularly important for banks
and other financial institutions. For
example, the top three local banks in
Singapore reported a total of S$3,087
billion of notional values for 2014
for their financial derivatives which
include forwards, swaps, futures and
options. The positive (negative) fair
value of these financial derivatives
were reported as S$29 billion
(-S$32 billion) for derivative assets
(liabilities). Any systemic errors in the
valuation of these financial derivatives
might have a material impact on the
reported financial performance and
position of these banks.
This article provides an overview of
the high-level valuation issues for banks
without the valuation technicalities.

Non-performance risk

s
As defined, CVA is
an adjustment to the
value of a derivative
asset for counterparty
credit risk while DVA
is an adjustment to the
value of a derivative
liability for an entity’s
own credit risk.

FRS 113 provides that “the fair value
of a liability reflects the effect of nonperformance risk” (paragraph 42).
For a financial liability, this nonperformance risk includes an entity’s
own credit risk (paragraph 42) and
further guidance in FRS 113 provides:
“When measuring the fair value of
a liability, an entity shall take into
account the effect of its credit risk
(credit standing) and any other
factors that might influence the
likelihood that the obligation will or
will not be fulfilled” (paragraph 43).
While non-performance risk appears
in FRS 113 in the context of fair
valuing a liability, we mention this
in Part 1 as it is equally relevant to a
financial asset.
Non-performance risk is a more
encompassing term than credit risk.
For example, a creditor with excellent
June 2015
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credit standing might fail to fulfil its
obligation due to factors beyond its
control, for example, the imposition of
foreign exchange control. In practice,
credit risk is the key component of
non-performance risk in pricing and
valuing financial derivatives. In this
article, we use the term “pricing” to
refer to setting a price for an actual
deal and the term “valuation” to
refer to measuring the done deal at
fair value for financial reporting.
Furthermore, we use the terms “credit
risk” and “non-performance risk”
interchangeably.
The need to consider nonperformance risk in valuing a
financial asset is well understood
and FRS 113 does not introduce any
new requirements. Correspondingly,
the need to consider an entity’s own
credit risk in valuing a financial
liability, now explicitly stated in
FRS 113, seems obvious but it does
raise some contentious conceptual
and practical issues which Part 2 of
this article will discuss.

Nature of CVA
(Adjustment to the value
of a derivative asset)
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Exit price

Under FRS 113, fair value is an “exit
price” defined as “the price that would
be received to sell an asset or paid
to transfer a liability in an orderly
transaction… at the measurement
date… ” (paragraph 24). Conceptually,
at any measurement date, if the bank
were to “sell” this swap when it is an
asset, the exit price would be higher if
the swap counterparty is a first-class
bank as compared to a financially
weaker customer, ceteris paribus. The
market participants would consider
the time value of money and the
credit quality of the counterparty
when pricing this swap. Valuation for
financial reporting is to replicate the
market participants’ pricing process
in arriving at the fair value (or exit
price). If the bank were to “transfer”
this swap when it is a liability to a
market participant, the exit price is
the price it would pay to transfer that
liability; this will be discussed in
Part 2 of the article.

Valuation in practice for CVA
Although there is an active market
for a bank to enter into a new swap,
there may not be an active market
for a bank to sell an existing swap.

In practice, the price a bank uses to
value an existing swap (before any
adjustment for credit risk) is the
interbank swap rates for various
durations (that is, the interbank
swap curve). At inception, the
bank’s valuation model would have
immediately reported the entire
dealer’s margin as a trading gain as if
the bank had closed the market risk
position with an interbank swap. It
is important to note that the bank
continues to be exposed to the credit
risk of the existing swap and this
is the reason for another round of
adjustment known as CVA to derive
at the fair value.
Ideally, the bank should fair value
each of the swaps using the specific
credit risk-adjusted swap rate as
the discount factor, and there would
have been no need to work out CVA
separately. However, using a specific
discount rate for each deal would

Photo Shutterstock

To explain CVA for valuing a derivative
asset, we use an interest rate swap
(swap) to highlight the key principles.
A swap is a bundle of two financial
instruments comprising a fixed-rate
bond acquired and a floating-rate
note issued at LIBOR (or vice versa)
with an initial zero investment. The
principal amounts are set off and
only the interest amounts are settled
periodically on a net basis between
the counterparties.
One party to the swap is normally
the market-maker (usually a bank).
For pricing the swap, the marketmaker ascertains which party is the
fixed-rate payer and price in a dealer’s
margin around the fixed rate to earn
a trading, administrative and credit
risk premium from its counterparty.
The agreed fixed rate is called the
“swap rate”. At inception, this swap
is normally priced “at market”,

such that the initial outlay for both
counterparties is zero.
The CVA issue is of greater
concern to the bank acting as the
market-maker. It is a bank’s normal
practice to record this swap initially
at zero value and to re-measure it
subsequently at fair value periodically
until it is finally settled. FRS 113
requires the bank to derive the fair
value “using the assumptions that
market participants would use
when pricing the asset or liability”
(paragraph 22). This means that
for financial reporting , the bank
should devise a model to value this
swap using the same assumptions
that market participants would use
in pricing this swap in an actual
transaction. The following are some
valuation issues around credit risk.

s
A conceptually sound
approach is to extract,
at the inception of
each swap, the credit
risk premium from the
dealer’s margin. This will
exclude the credit risk
premium from instant
trading gain and
defer the resulting
CVA for recognition as
income over time as the
credit risk expires.

have been extremely unwieldy for a
computer-based valuation system. For
practical reasons, banks use a simplified
process of performing valuation using
the interbank swap curve and then
work out the CVA separately.
A conceptually sound approach
is to extract, at the inception of each
swap, the credit risk premium from
the dealer’s margin. This will exclude
the credit risk premium from instant
trading gain and defer the resulting
CVA for recognition as income over
time as the credit risk expires. The
swap without the customer credit risk
premium becomes comparable to an
interbank swap and can then be fair
valued using the interbank swap curve
to arrive at the trading gain or loss.
Some banks use the readily
observable active interbank swap
curve to estimate the value of each of
the swaps assuming the credit risk
is negligible, and then estimate the

CVA to adjust the no-default asset
value to the estimated fair value. This
approach is not conceptually sound
because it is not a realistic replication
of how market participants price
a “two-way credit exposure”, as
explained below.

Financial derivative two-way
credit exposure

The nature of credit exposure for
financial derivatives is that it is twoway, which is different from that for
loans. For a loan, only one party (the
lender) has credit exposure and the
extent of the credit exposure is the
amount outstanding. For financial
derivatives, both parties to the
derivative can face credit exposure
during its life depending on which
party is in the money at a certain
point in time. A bank holding a swap
with a value of zero at inception may
subsequently become exposed to the

counterparty’s credit risk when the
swap becomes an asset. The extent
of the bank’s credit exposure is the
asset value to the bank at that point
plus any potential change in that value
during the life of the swap. A swap
that has a derivative liability value
can potentially flip into a derivative
asset later giving rise to credit
exposure to the bank.
For this reason, the Expected
Future Exposure approach has
emerged. This involves simulating
different possible future credit
exposures during the life of the financial
derivative to arrive at an expected
credit exposure. We can assume that
rationally, a bank would price in a
credit risk premium notwithstanding
that a swap’s fair value is usually
around zero at inception.
In summary, non-performance
or credit risk is not new to fair value
accounting but the introduction
of CVA prompts banks to revisit
financial derivative asset valuation
in the context of FRS 113. ISCA
This is a two-part article with the objective
of helping accountants who are not financial
derivative traders, valuation specialists or
financial risk managers to better understand
the principles behind CVA and DVA. Part 2 will
continue the discussion, with specific focus on
the issues of DVA.
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EXCLUSIVE
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ISCA MEMBERS
Get 20% off these and other
titles till 30 June 2015. Please
quote VBK15 in the promo
code field when you order at
www.wiley.com, call customer
service hotline at 6302-9800
or email csd_ord@wiley.com.
For more titles, please visit
http://members.isca.org.sg/
MemberPrivilege.asp.

Mergers, Acquisitions,
and Corporate
Restructurings
(6th Edition)

Stand to win the book of
your choice! Simply email
your answers to the quiz
questions to comms@isca.
org.sg by 20 June 2015.
Please provide your full
name, NRIC number, mailing
address, contact number and
the book you’re interested in.

QUIZ

1

Patrick A. Gaughan
ISBN13: 978-1-118-99754-3
S$116.58 including GST

Corporate restructurings
are indispensable in building a new
generation of re-engineered companies
with the power and resources to
compete on the global playing field.
The book covers the full spectrum
of transactions from mega deals to
downsizing, and takes a fresh look at
how restructuring is being used to
revitalise and supercharge companies.

In “ASEAN Economic
Community 2015:
From 10 to One”, the
AEC economic pillars are:
a A single market and
production base
b A highly-competitive
economic region
c A region of equitable
economic development
d A region fully integrated
into the global economy
A a, b and c only
B a, c and d only
C b, c and d only
D All of the above

Principles of Group
Accounting under IFRS

Litigation Services
Handbook, 2015
Cumulative Supplement

2

Andreas Krimpmann
ISBN13: 978-1-118-75141-1
S$130.49 including GST

Roman L. Weil, Daniel G. Lentz
ISBN13: 978-1-119-03974-7
S$130.49 including GST

This is a comprehensive reference for
financial experts engaged in litigation
services, the lawyers who engage
them, and the litigants who ultimately
benefit from the efforts of both groups.
Providing the most up-to-date case
law and best practices spanning all
aspects of litigation services, it also
includes discussion on Sarbanes-Oxley
implementation, new technological
tools, and the practical consideration
of court appearances.

Three new standards covering
Group Accounting (IFRS 10, 11 and 12)
came into force from 1 January 2013.
Given today’s global economy, larger
companies are likely to deal with IFRS
when accounting at the group level.
This book demonstrates the entire
process of applying IFRS accounting
standards during the preparation of
consolidated financial statements,
through a step-by-step case study. The
book also serves as a reference for
issues arising from Group Accounting.

Congratulations
May quiz winners:
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A True
B Maybe
C False

3

In “Robust Audit Planning”,
it is acceptable for public
accountants to arbitrarily
do away with planning meetings
for recurring engagements,
especially if they are very busy.
A True

Song Yan
Sxxxx299-A

Ryan Ong Wei Xiang
Sxxxx477-E

Goh Zhi Kai
Sxxxx948-B

Answers for the May quiz: (1) C, (2) A, (3) A

60

In “Blue Ocean Strategy”,
whereas conventional
strategic approaches drive
companies to define their industry
similarly and focus on being
the best within it, blue ocean
strategy prompts them to break
out of the accepted boundaries
that define how they compete.

B Maybe
C False
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