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Reporting
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Program outline
CFOs are integral and the cornerstone for quality financial reporting in the
financial reporting eco-system. This dedicated Forum, jointly organised by
ISCA’s Financial Statements Review Committee (“ISCA-FSRC”), the
Singapore CFO Institute (“SCFOI”) and Accounting and Corporate
Regulatory Authority (“ACRA”), is an excellent opportunity for CFOs to hear
and learn directly from the regulators and experts who will share their
insights and strategies towards enhancing the quality of financial reporting.
Jointly-organised with:
- Accounting and Corporate Regulatory Authority (“ACRA”)
- Singapore CFO Institute (“SCFOI”)
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Program outline
Duration
8.15 am – 9.00 am
9.00 am – 9.15 am
(15 minutes)

Event
Registration & Breakfast
Welcome Speech
Ms Kok Moi Lre, Chairperson of ISCA FSRC; Partner, PricewaterhouseCoopers LLP

9.15 am – 9.30 am
(15 minutes)
9.30 am – 10.00am
(30 minutes)

Keynote Address
Ms Julia Tay, Deputy Chief Executive, ACRA
Presentation 1: Financial Reporting Surveillance Programme (FRSP): Raising the Bar on
Financial Reporting
Ms Bong Yap Kim, Director, ACRA
Presentation 2: Key Findings from the Financial Statements Review Committee:
Judgmental and Challenging Areas
Mr James Xu, Member of ISCA FSRC; Partner, Deloitte & Touche LLP

10.00 am – 10.30 am
(30 minutes)
10.30 am – 10.45 am
(15 minutes)

Break

10.45 am – 11.45 am
(60 minutes)

Panel Discussion: The CFO’s Strategy towards Quality Financial Reporting
Panel Q&A: Questions from the floor
Moderator: Ms Kok Moi Lre, Chairperson, ISCA FSRC; Partner, PricewaterhouseCoopers LLP
Panellists:
(1) Ms Goh Ann Nee, CFO of City Developments Limited
(2) Ms Julia Tay, Deputy Chief Executive, ACRA
(3) Mr James Xu, Member, ISCA FSRC; Partner, Deloitte & Touche LLP
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Outreach Forum for CFOs:
CFOs – Cornerstone to Quality Financial Reporting

Keynote Speech by
Ms Julia Tay
Deputy Chief Executive, ACRA

January 2016
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Quality Financial Reporting:
Key to Investor Confidence in the Financial Marketplace

CFOs play a
significant role
Ensure compliance with accounting standards
Help directors discharge their legal duties
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ACRA’s FRSP:
Three key principles that shape our approach

Focus on key financial
measures used by
investors

Obtain full information to
enable conclusion

May request for
commercially sensitive
documents
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ACRA’s FRSP:
CFOs can help directors discharge legal duties

Give directors ample
time to review and ask
questions

Test assumptions
through robust board
discussions

Take guidance from
ACRA’s Practice
Guidance

Build competency and
capacity of accounting
teams

Document robust board
discussions
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Quality Financial Reporting:
Key to Investor Confidence in the Financial Marketplace

CFOs play a
significant role in
financial reporting

Give directors ample
time to review and ask
questions

Focus on key financial
measures used by
investors

Take guidance from
ACRA’s Practice
Guidance

Obtain full information to
enable conclusion

Test assumptions
through robust board
discussions

Build competency and
capacity of accounting
teams

Thank You
Accounting and Corporate Regulatory Authority
10 Anson Road #05-01/15
International Plaza
Singapore 079903
www.acra.gov.sg
www.facebook.com/SG.ACRA
www.twitter.com/ACRA_SG

Financial Reporting Surveillance Programme
- Raising the Bar on Financial Reporting
Presented by:
Ms Bong Yap Kim
Director, Financial Reporting Surveillance Department

Agenda
1. About the FRSP

2. Key findings from FY2013 Financial Statements
3. Case studies
4. Areas of Review Focus for FY2015 Financial Statements

Slide 11

Financial Reporting
Surveillance Programme
1

Review financial statements (FS) lodged with ACRA
2

3

Guide companies to comply with the Accounting Standards
Enforce directors’ duties under the Companies Act
Sections 201(2) & (5): Directors are responsible to present and lay at
AGM, FS which:
• are true and fair and
• compliant with the Accounting Standards in Singapore
Slide 12

ACRA’s journey to expanding the FRSP
Providing investors with high quality and reliable
financial statements for their decision-making
2005: Post-Enron
- Rebuilding public confidence
- Applied stringent registration
of auditors
- Commenced inspection of
auditors

2004: Birth of ACRA
- Regulator of companies
- Regulator of public
accountants NEW

FRSP
- 2011: Small scale
2010: Pre-FRSP
(partial review)
- Not tenable to raise quality - 2014: Expanded
with auditor only
(full review)
- ACCA survey on preparers
(2013)
- SMU study on audit
adjustments (2014)
Slide 13

Enquiry and Deliberation
Expert
FR Technical
Advisory
Panel
For judgmental severe non-compliance
Enquiry sent
to Directors

Expert

Review FS
with
ISCA-FSRC1
1

ACRA decides
on regulatory
outcome

Expert

Evaluate
replies with
ISCA-FSRC

Financial Statements Review Committee of ISCA

Opinion on
nature and
severity of
noncompliance

Statement
taking of
directors

Send findings
to directors
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Regulatory outcomes
Not a sanction

+ Areas for
improvement

1 or more
other noncompliance

Regulatory sanction

1 or more
severe noncompliance

Re-filing of restated, re-audited FS with ACRA
Director of listed co to announce at appointment
Listed co to consider if it is “material” info and if
so, to announce
15
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Positive observations on FY2013 FS
• Many ACs exhibited a strong sense of ownership over
their company’s financial reporting.

For findings communicated before FY2014 FS were issued:

ALL instances of non-compliance were corrected
Three-quarters of improvement points were addressed
Slide 16

Regulatory outcomes of listed FS
Excluding

Reviewed

49 FS
of listed cos

2 ongoing:

4 instances of severe non-compliance
54 instances of other non-compliance
74 areas for improvement

4

29

12

Warning

Advisory

Closure
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Case Study 1
– Construction contracts
Construction contracts (SFRS 11)
- Revenue and profit recognised by reference to stage of completion
- Stage of completion to reflect the extent of work performed
Fact Pattern
•

Stage of completion measured by
actual over budgeted steel usage

•

Steel accounted for 48% of costs,
used mainly in Phase 2 (fabrication)

•

No construction work-in-progress

•

Trade receivables were almost the
entire Group’s revenue for the year
Slide 18

Case Study 1
– Construction contracts (2)
Directors’ response:

•

Steel was a reliable proxy to
measure work performed

Recognised the entire revenue
and profits by Phase 2, when
works are not fully completed

•

No work-in-progress as all
unbilled amounts were
presented as trade receivables

Inflated trade receivables

•

Group acceded to customers’
requests to defer billing

Artificially improved aging
analysis of trade receivables

CFOs should question when:
- revenue and profits are 100% recognised before completion
- trade receivables are unusually high
Slide 19

Case Study 2
– Consolidation
Consolidation of subsidiary (SFRS 27)
- Consolidate a subsidiary only after control has been obtained
- Consider all pertinent facts and circumstances
Fact Pattern
1 Nov 2013
Consolidated
Co B (Profitable)

31 Dec 2013
- Signed SPA to buy
51% of one-man
consultancy Co B
- Appoint Chairman as
Chairman of Co B

Apr 2014
FY2013
accounts
signed

Oct 2014
- Aborted
acquisition of Co B
- Aborted intended
disposal of
existing business

No consideration paid
No BOD meetings held
Slide 20

Case Study 2
– Consolidation (2)
Directors’ response:
•

SPA gave rights to be involved in
decision-making of Co B

Pre-completion undertakings
- Decision remains with seller

•

Appointed Chairman to be
Chairman of Co B

No formal meetings of BOD

•

Consolidate two months before
SPA due to rights to be involved

•

Payments not made as not due

Why would seller give up rights
& benefits over profitable Co B,
before receiving payment?

CFOs should:
- consider all facts and circumstances to establish control
- read and understand all key terms of SPA
Slide 21

Case Study 3
– Mixed-use property
Fact Pattern

Residential Component
Build and sell

Retail Component
Build and keep for longterm investment
FY2013

Accounting to
follow business
model & intention
(SFRS 40)
Properties
held for sale
(POC method)

Company’s
treatment

Properties
held for sale

Properties
Investment
held for sale
Properties
During
(re-measure to construction
At
completion
fair value at
each y/e)
Investment Properties

FV uplift of S$10M was recognised in one lump sum at completion, not remeasured at each year-end during construction period. As such, appreciation in
value from land and progress work were not reflected during construction period.
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Case Study 3
– Mixed-use property (2)
Directors’ response:

•

Property could not be stratasubdivided until completion

Group’s perspective – could
be sold separately

•

Costs of retail component
could not be estimated
reliably

Not plausible – Group uses
percentage-of-completion on
residential component

•

Fair value of retail component
could not be estimated
reliably

Established valuation
techniques available, not
highly specialised retail space

CFOs should
- ensure accounting is aligned with business model and intention
- be aware of alternative accounting treatment(s) and engage
directors early on the basis for choosing one over the other
Slide 23

Available resources for CFOs
Annual findings report
Director
Financial Reporting
Essentials Course
by SID and ISCA
- Subsidy: S$300
- Course fee: S$600

Sharing FRSP
Areas of Review
Focus in advance

Slide 24

Areas of FRSP Review Focus for FY2015 FS
ACRA’s Financial Reporting Practice Guidance 2 of 2015

Reserved matters /
Call & put options

Statements of
cash flows

Business
acquisitions

Assets
impairment

Currency
environment

Fair value
measurement

Sale-and-leaseback /
Borrowing covenants

Earnings
per share
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Thank You
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Key Findings from the Financial
Statements Review Committee:
Judgmental and Challenging Areas
Presented by:
Mr James Xu,
Member of ISCA-FSRC;
Partner, Deloitte & Touche LLP

Slides prepared by:
Ju May Lim & Felicia Tay,
ISCA-FSRC Secretariat Team

What is judgment?
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Key judgements from preparer’s point of view
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Selection and implementation of an accounting
standard
Determining whether and what to recognise
Accounting for a transaction with no specific
standard

Determining the appropriate financial statement
presentation
Estimating the amount to record
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Preparation of FS requires the exercise of
judgment

Why??
FRS 1, paragraph 15
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Preparation of FS requires the exercise of
judgment

FRS 1, para 15

Financial statements shall present fairly the
financial position, financial performance and cash flows of
an entity. Fair presentation requires … The application of

Why??

FRSs, with

additional disclosure when
necessary, is presumed to result in financial statements
that achieve a fair
presentation.
FRS
1, paragraph 15
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Agenda for the day

What are we covering today?
Judgmental areas
FRS 36
“Impairment of
assets”

Judgmental areas

Common
errors made by
companies

FRS 110
“Consolidated
Financial
Statements”
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FRS 110
“Consolidated Financial
Statements”
© 2015 ISCA

FRS 110 “Consolidated Financial Statements”
Assessment of CONTROL is highly judgmental
• 3 conditions for control
– Power over investee
– Exposure, or rights, to variable returns from its involvement with the
investee
– Ability to use its power over the investee

Ability to direct
relevant
activities

35

Power arises
from rights

Protective
rights alone ≠
power
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Observation
Failure to determine if control has been
obtained or lost

Control
obtained?

Case study

1

Insufficient consideration given to rights under
the Reserved Matters list (protective vs
substantive)

2

Insufficient consideration given to existence of
substantive potential voting rights (including
those arising from call & put options)

3

Financing arrangement being accounted for as
disposal of an investee (ie loss of control)

36

Control
lost?
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Case Study 1
• A Ltd signed a Shareholders’
Agreement with Company Y to set
up and operate New Co (“New Co
Shareholders’ Agreement”)
• Key clauses in New Co
Shareholders’ Agreement are:
– Share capital: A (70%), Y (30%)
– BOD: A (3 dir), Y(2 dir)
– Service Contract: A to manage
New Co’s daily operations for a
fee
– List of reserved matters which
requires unanimous consent

37

Shareholders’
Agreement

A Ltd

Company Y

70%

30%
New Co
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Case Study 1
• A Ltd signed a Shareholders’
Agreement with Company Y to set
up and operate New Co (“New Co
Shareholders’ Agreement”)

Shareholders’
Agreement

A Ltd
Prima facie, it appears
that Company
NewY
• Key clauses in New Co
Shareholders’
Agreement
are:
Co
=
70%
owned
subsidiary
of
A
– Share capital: A (70%), Y (30%)
70%
30%
– BOD: A (3 dir), Y(2 dir)
Ltd
New Co
–

–

38

Service Contract: A to manage
New Co’s daily operations for a
fee
List of reserved matters which
requires unanimous consent
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New Co Shareholders’ Agreement:
Reserved matters
• Approval of annual budget and
business plans
• Appointment / dismissal of CEO &
CFO & remuneration package
• Incurrence of any capital
expenditure > $100k
• Acquisition / disposal of assets
>$100k
• Entry into any contract / finance
lease / operating lease >$100k

40

Is this an
area of
judgment?
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What are the judgmental considerations?
Factors to be considered:
• Whether rights under Reserved Matters list are substantive:
– Significance of the $100k thresholds (in relation to financials of New
Co)
– Impact of annual budget to the company’s relevant activities
– Does CEO unilaterally have the ability to direct the relevant activities?
• Although A Ltd manages the daily operations of New Co through the
service agreement, this does not necessarily mean that A Ltd controls over
New Co
Lesson to be learnt:
- Agreement to be consistent with business rationale (accounting
treatment is driven by agreement – legal right will prevail)
- Whenever unsure, always consult
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Case study 2
• Company ABC is currently a whollyowned subsidiary of Company Y

• Company ABC’s daily operations are
run by Company Y
• As part of a previous deal, B Ltd was
granted a Call Option to purchase
90% interest in Company ABC for
$100 [note: the Call Option is
currently exercisable]

42

B Ltd

Company Y
100%

Call
option

Company
ABC
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Case study 2
• Company ABC is currently a whollyowned subsidiary of Company Y
B Ltd
Company Y
Prima facie, it appears
that
Company ABC is not a 100%
As part of a previous deal, B Ltd was
granted a Call Option
to purchase
CallLtd
subsidiary
of
B
Company
90% interest in Company ABC for

• Company ABC’s daily operations are
run by Company Y
•

$100 [note: the Call Option is
currently exercisable]
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option

ABC
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What are the judgmental considerations?
Factors to be considered:
• Power arises from rights
• Whether potential voting rights are substantive:
– Does B Ltd have the financial ability to exercise the call option?
– Are call options currently exercisable?
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Case study 3

C Ltd

Agreement

100%

Company
ABC #

C Ltd

Company Y

# Company ABC is property developer and
all development plans had been previously
approved
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Key clauses in the Agreement
• C Ltd would transfer 40% interest in Company ABC to Company Y
• Company Y would give a $10M loan to Company ABC
• There is a list of reserved matters requiring unanimous consent by C
Ltd and Company Y
• Put option: C Ltd is obliged to re-acquire the 40% interest after 1 year
• Company Y is obliged to divest and exit as a shareholder in
Company ABC upon full repayment of loan and interest
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After signing the agreement…

C Ltd

Company Y

60%

40%
Company
ABC

48

$10M
Loan
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After signing the agreement…

C Ltd

Company Y

Prima facie, it appears that C Ltd
60%
40%
have disposed
40%
Company
$10M
shareholdingsABC
in Company
ABC
Loan
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What about the
“put option”?
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What are the judgmental considerations?
Factors to be considered:
• Whether this is a disposal of 40% interest in Company ABC?
• Whether this is a financing arrangement?
• Whether duration of the arrangement is too short for a disposal?
• Exit conditions
– C Ltd being obliged to buy back the 40% stake after 1 year
– Company Y being obliged to sell back the 40% stake once the loan is
repaid
• Whether the list of reserved matters that require unanimous consent is
substantive (given that the property development project is “auto-pilot”)?
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FRS 36
“Impairment of assets”
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FRS 36 “Impairment of assets”
Assessment of reasonableness of assumptions is
highly judgmental
• Assumptions used in cash flow projections = management’s best estimate
of the economic conditions
• Assessment of reasonableness of assumptions:
– Any differences between past cash flow projections and actual cash
flows? What is/are the cause(s)?

–
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Are the assumptions consistent with past actual outcomes?

© 2015 ISCA
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What are the judgmental considerations?
Judgment on whether there is impairment
indicator(s)

Yes

No
(be prepared to support this
assessment)

Best practice – prepare a paper on basis of
management’s judgment
Best practice – obtain Board’s approval for
the paper
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What are the judgmental considerations for
impairment assessment?
Best estimate of range of
economic conditions

Reasonable
&
supportable
assumptions

56

Most recent financial
budget / forecast

Periods beyond recent
budget / forecast
extrapolated using steady
or declining growth rate
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What are the judgmental considerations for
disclosures?
Events and circumstances that led to recognition
or reversal of impairment loss
Key assumptions* on which management has
based its cash flow projections on
*Key assumptions are those to which the unit’s (group of units’)
recoverable amount is most sensitive.

57

© 2015 ISCA

Observation
Failure to ensure that assumptions used in
impairment assessment are reasonable and nondisclosure of key assumptions
Case study
- Assumptions being overly aggressive or an outlier from market practice
- Disclosure is boilerplate and does not let users understand the key
assumptions used
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Case study
Key assumptions:
• Net present value of terminal year free cash
flow contributed 97% of the recoverable
amount of the CGU
• The terminal EBITDA was computed using
time-weighted average of 35 good years
(88%) and 5 bad years (12%)
• Industry cycle is 40 years
• 10-year average EBITDA (1999 - 2008) was
used as proxy for 35 good years
• 5-year average EBITDA (2009 - 2013) was
used as proxy for 5 bad years
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Impairment
indicators

Impairment
assessment
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Disclosure in F/S
Is this sufficient?
The projections are based on
financial budgets approved by
management covering a specified
period. Cash flows beyond the
specified period are forecasted after
considering factors like general
market conditions, macroeconomic
cycle, industry-specific and other
relevant information.

Looks like a
boilerplate
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Common errors made by companies
Topic

Errors made

Reference to
standard

Importance of each topic

Earnings per
share

Not applying appropriate timeweighting factor to retrospectively
adjust for the effects of the stock
split and shares issued for business
acquisitions when computing basic
and diluted EPS

FRS 33,
paragraph 26

• A key figure which investors
look at
• “Drives” the share price

Cashflows
statement

- Wrong classification of cash flows
arising from changes in ownership
interests in subsidiary that do not
result in loss of control under
“investing activities”

FRS 7,
paragraph 42A

- Wrong classification of payments
made for an investment as cash
flows under “operating activities”
instead of “investing activities”

FRS 7,
paragraph 14
and 16

Statement that investors look at
to assess company’s ability to:
• convert profits into cash to
fund its operations and
investments, and repay its
debts; and
• adapt to changing
circumstances and seize
business opportunities.
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Common errors made by companies (cont’d)
Topic

Errors made

Reference to
standard

Importance of each topic

Current vs
non-current
presentation

Wrong classification of asset as
current when the Company’s
expectation of receiving payment is
> 12 months after reporting date

FRS 1,
paragraph 61

• Provides important information
for investors and creditors to
understand the expected
period of realisation of a
company’s current assets and
the duration of its operating
cycle, and hence help them
make better investing or
lending decisions.
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fb.com/ISCA.Official
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Important disclaimer
This Presentation (the Presentation) has been prepared by ISCA for the exclusive use
of the recipients to whom it is addressed.
Each recipient agrees that it will not permit any third party to, copy, reproduce or
distribute to others this Presentation, in whole or in part, at any time without the prior
written consent of ISCA, and that it will keep confidential all information contained
herein not already in the public domain.

The Preparers expressly disclaim any and all liability for representations or warranties,
expressed or implied, contained in, or for omissions from, this Presentation or any other
written or oral communication transmitted to any interested party in connection with this
Presentation so far as is permitted by law. In particular, but without limitation, no
representation or warranty is given as to the achievement or reasonableness of, and no
reliance should be placed on, any projections, estimates, forecasts, analyses or forward
looking statements contained in this Presentation which involve by their nature a
number of risks, uncertainties or assumptions that could cause actual results or events
to differ materially from those expressed or implied in this Presentation.
In furnishing this Presentation, the Preparers reserve the right to amend or replace this
Presentation at any time and undertake no obligation to update any of the information
contained in the Presentation or to correct any inaccuracies that may become apparent.
This Presentation shall remain the property of ISCA.
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