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Dear members,
In recent weeks, the “big news” on the domestic front has been centred on Budget
2016, which was unveiled by Finance Minister Heng Swee Keat on March 24. We are
heartened that the government had taken into account the feedback of diﬀerent
stakeholders to craft a prudent, balanced Budget that oﬀers targeted relief for
companies and the community, with the long-term objective of preparing enterprises
and people for the future. ISCA, as an advocate for the profession, had also submitted
to the government the views of the business and accounting community; these
insights were gathered from our annual ISCA Pre-Budget Survey and Roundtable.
In this April cover story, we highlight key areas of Budget 2016 that have implications
on businesses as well as the community. On the economic front, companies especially
SMEs can expect more support from the government as they strive to compete in a
more challenging landscape while contending with manpower constraints. The
government will partner Trade Associations and Chambers to reach out to businesses
to develop capabilities and industry-wide solutions.
Many of us who had tuned in to Minister Heng’s Budget speech would know that
transformation and partnership are major themes that underpin Budget 2016. These
are also themes the Institute holds dear as ISCA had embarked on its own
transformation journey in 2010. Through strategic partnerships and with the support
of our members and stakeholders, we have completed our second phase of
transformation and are now stepping into our third phase: Intensifying Global
Prominence. We will continue to explore collaborations that beneﬁt our members and
stakeholders, while advancing our vision to be a globally recognised professional
accountancy body, bringing value to our members, the profession and the wider
community.
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3173
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On the home front, the headwinds have been relentless and SMPs, like SMEs, may be
feeling bruised. Resource constraints, talent attraction and retention, productivity
problems and rising business costs are some of the common issues that have always
plagued small business setups. While Budget 2016 oﬀers some respite, such as in the
form of a ﬁve-year, $4.5-billion Industry Transformation Programme which adopts a
more targeted and sectoral approach to help local ﬁrms build skills, scale up and
internationalise, it is important for ISCA members and SMPs to continue their own
eﬀorts to develop capabilities and technical expertise. Keeping abreast of the latest
knowledge and trends in the accountancy profession will add to their competitiveness
and help them meet their clients’ rising expectations. They will also be better
prepared to seize opportunities as and when they arise.
Budget 2016 aims to transform ﬁrms and industries through deeper innovation and
collaboration. The Institute has been doing this for some time now. We have been
working with government agencies including SPRING Singapore, Workforce
Development Agency, Infocomm Development Authority of Singapore and commercial
partners to help SMPs address various challenges. The areas covered to date include
technology adoption, human capital development, productivity enhancement and
measures to sustain growth. The Institute also has dedicated initiatives aimed at
driving innovation, quality and productivity in SMPs, including the timely and relevant
training of our members and the delivery of useful resources.
In addition to Budget 2016, this April issue oﬀers updates and insights that are
relevant to your work. IFRS 16 Leases gets a consecutive airing (following the March
issue) as leasing is an important activity for many organisations across multiple
industries. We also have articles on risk management, professional ethics, overseas
expansion and innovation trends.
The next few years will be a crucial time for the profession as we work towards the
shared vision of transforming Singapore into a global accountancy hub. We look
forward to your continued support as the Institute moves steadily forward.
As ISCA will be holding its AGM later this month, I hope to see many of you there. In
the meantime, happy reading!
Gerard Ee
FCA (Singapore)
president@isca.org.sg

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3173
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New Fintech Challenging Traditional Business
Models: Robert Half Survey
A Robert Half survey reveals that Singapore CFOs expect new ﬁnancial technologies
(ﬁntech) to have the biggest impact on their traditional business models.
The survey of 400 banking and ﬁnancial services leaders in four countries – Singapore
(100 respondents), Hong Kong, Japan and the UK – shows an awareness of ﬁntech
challengers, with many leaders prepared to increase spending to counter these
threats. Among them, Singapore ﬁnance leaders indicate that they will increase
spending by the largest margin (13.57%) to counter new technology entrants (Table 1).

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3001
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Table 1 Average increase in spending to counter new technology entrants

The ﬁntech challengers include the wave of new start-ups and disruptive technologies
that are defying existing business models by oﬀering more intuitive ways to access
products and services; these range from peer-to-peer payments and loans to
investment management and crowdfunding.
The ﬁndings show that the biggest impact of ﬁntech will come from online
investments ﬁrms – a threat nominated by 40% of Singapore respondents (Table 2).
This percentage is above the global average of 30%. The next biggest impact is
expected to be from challenger banks (18%) followed by peer-to-peer lenders (12%).

Table 2 Which new entrant is likely to cause the most disruption to the traditional ﬁnancial services sector
over the next 12 months?

According to Robert Half, the power of disruptive technology lies in owning the
customer interface, not in owning the assets. This is because a disruptive start-up
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3001
company makes it easier for customers to access products and services that other
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Singapore banks and ﬁnancial institutions have been particularly active in countering
this threat by upgrading their own user interfaces and moving more of their
interactions to mobile and digital. In addition to increasing their spending in this area
(Table 1), the high demand for ﬁnancial services professionals with experience in
these new technologies is another indication that they are responding to the
challengers. So while disruptive challengers may pose a threat to traditional banks
and ﬁnancial institutions, they have some way to go before they can topple the
established banking hierarchy in Singapore, according to Robert Half.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3001
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LHZB and SBF Jointly Launch SEA’s First Portal
Focusing on China’s “One Belt, One Road”
Initiative

A portal dedicated to the China-initiated “One Belt, One Road” (OBOR) strategy was
launched on March 8. Jointly developed by Lianhe Zaobao (LHZB), Singapore’s Chinese
ﬂagship newspaper, and Singapore Business Federation (SBF), it is Southeast Asia
(SEA)’s ﬁrst comprehensive website focusing on OBOR.
The portal serves to drive a deeper understanding of OBOR among Singapore
enterprises and give them an edge when they explore opportunities in China. It also
oﬀers Chinese readers around the world a Singaporean and Southeast Asian
perspective on OBOR.
The portal will present an overview of OBOR, the latest developments of the initiative,
news, business opportunities, analyses, commentaries and a calendar of activities
that are happening in the regions along OBOR. In-depth interviews relating to OBOR
will also be featured in the portal. LHZB will introduce and promote the website
through Weibo, WeChat, Facebook and other social media platforms to reach a
diverse mix of audiences.
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3059
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At the oﬃcial launch ceremony, Guest-of-Honour Chan Chun Sing, Minister in the
Prime Minister’s Oﬃce and Secretary-General of the National Trades Union Congress,
said that OBOR is a “mutually beneﬁcial initiative that encourages integration and
infrastructural cooperation between countries in the region”.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3059
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Honouring Excellence at ISCA Awards Night
2016
In recognition of students’ academic excellence, ISCA organised the ISCA Awards
Night on February 24 to celebrate their success. There were three categories of
winners that night, namely, ISCA Scholarship recipients and top candidates for the
ISCA Professional Examination (PE), and pioneer graduating batch of the Singapore
Qualiﬁcation Programme (Singapore QP).
Held at ISCA House, the evening began with a heartfelt address by ISCA President
Gerard Ee as he congratulated the outstanding recipients for their fortitude and
commitment in their academic pursuits. To the 12 scholarship recipients, Mr Ee said,
“With this scholarship, we hope that you will be encouraged to strive harder and fulﬁl
your potential in the ﬁeld of accountancy”. He also drew attention to the importance
of family support throughout their academic journey.

ISCA President Gerard Ee addressing the audience

Touching on the rapidly-evolving nature of the accountancy world, Mr Ee emphasised1/6
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Touching on the rapidly-evolving nature of the accountancy world, Mr Ee emphasised
the importance of lifelong learning through the Institute’s Singapore QP and PE. It is
deﬁnitely no easy feat to balance work and studies simultaneously, and accolades
were given to the top-performing candidates.
Mr Ee rounded oﬀ his address with the hope that more people will join ISCA and seek
continuous professional development while being an integral part of the national
accountancy body.
The presentation of awards commenced with the ISCA Scholarship recipients. The
annual scholarship is awarded to NUS, NTU and SMU accountancy undergraduates
who possess stellar academic achievements and demonstrate exceptional leadership
qualities, alongside strong community involvement. Twelve scholarships, valued at
$2,000 each, were presented to the undergraduates.
ISCA Scholarship recipient Toh Yi Wei, from SMU, shared that it was a great honour to
receive the scholarship. He hopes to inspire his juniors to contribute back to their
school and society. “It is a great privilege to be awarded the ISCA Scholarship and I’m
extremely heartened that the Institute recognises the hard work of students beyond
their academic performance.”
When asked about his interest in accountancy, ISCA Scholarship recipient Darick Chen
Hong Wei, from NTU, said, “Intrigued by a journey into the uncharted, accountancy is
an excellent medium to navigate and unravel the complex domains of business”. He
added that his university days provided the much-needed analytical and critical
thinking competencies to tackle the corporate world.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3113
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ISCA Scholarship recipient Joseph Soh Shi Yang

Following in the footsteps of his father who has been an ISCA member since 1992,
ISCA Scholarship recipient from NUS, Joseph Soh Shi Yang, and his father, Jack Soh Tze
Churn, were most deﬁnitely thrilled by the scholarship. Proud and happy of his son’s
achievements, Mr Soh is conﬁdent that his son will be more motivated and
encouraged to accomplish more in the future.
The Singapore QP was launched in June 2013 and the Institute currently has 1,000
Candidates pursuing the Chartered Accountant of Singapore qualiﬁcation. The
pioneer batch of Candidates will be graduating this year, and as such, the ceremony
took on a more symbolic signiﬁcance for all (see box story).
In addition to the scholarship recipients, Mr Ee also presented awards to top
Candidates of the Singapore QP and PE modules in recognition of their academic
excellence.
As this is the pioneer batch of graduates, the following Singapore QP category awards
were given out for the very ﬁrst time:

+
+
+

Candidate of the Year with the highest total average score across all subjects
Top Candidate with a Distinction in the ﬁrst examination sitting of the Integrative Business Solution
capstone module
Top Candidates of each technical module

For the PE category, awards went to:

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3113
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For the PE category, awards went to:

+
+

Candidate of the Year with the highest total average score across all subjects
Candidates with the highest score for each module

Chan Sue Mei, May, Candidate of the Year for PE and Top Candidate for Financial Reporting and Disclosure
module in 2015

Candidate of the Year and Top Candidate for the Financial Reporting & Disclosure
module Chan Sue Mei, May drew emphasis to the role of ISCA in her Chartered
Accountant journey. “Working with numbers is second nature to me, and having a
career in accountancy was an easy decision. With its relevant expertise and support,
ISCA remains the essential platform for the development of aspiring accountants.”
After the awards ceremony, the award recipients and guests proceeded to dinner,
which provided an opportunity to mingle and exchange ideas and experiences.
ISCA would like to congratulate all award recipients on for their stellar performance
and dedication. We wish you all the best in your future endeavours.

A NEW CHAPTER
Since its launch in June 2013, the Singapore QP has gone through ﬁve intakes. The
end of the ﬁfth intake coincides with the graduation of the ﬁrst batch of Candidates.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3113
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end of the ﬁfth intake coincides with the graduation of the ﬁrst batch of Candidates.
They have displayed grit and determination as they navigated their way through the
interactive workshops, challenging module examinations, enriching pro bono work
and hands-on practical experience.

“When you have a passion for what you learn, you will tend to
remember and apply it better.” BELICIA ONG, Top Candidate,
Integrative Business Solutions capstone module

Sharing her Singapore QP journey, Belicia Ong, Top Candidate for the Integrative
Business Solutions capstone module, said, “I embarked on my journey two years ago.
It has deﬁnitely been both an arduous as well as an enriching journey”. She
commented that the syllabus was challenging and rigorous. “I recall spending a lot of
time preparing for my workshops and trying to understand the concepts. During the
peak period of our reporting, the struggle was even greater. You had to have a lot of
resolve and discipline to set aside time for studies after work,” she added.

“Practise, practise, practise. Practise all the questions in the
study materials. Practise all the past year exam papers, and
most importantly, put into practice whatever you learn from
the Singapore QP in your day-to-day work to add value to
your ﬁrm and client.” SEBASTIAN JOSEPH WIDODO, Top
Candidate for Singapore QP in 2015

Sebastian Joseph Widodo, the Top Candidate for the Singapore QP in 2015, felt that
the journey was exciting, challenging and rewarding. He elaborated, “Exciting because
I could meet and interact with professionals from various ﬁrms, either as a classmate
or a mentor, to discuss various accounting trends; challenging because we need to
prepare hard for the exams despite our very demanding working hours, and
rewarding because we can learn a lot about practical skills and apply them in our dayto-day work”.
When asked if he would have done anything diﬀerently during his journey, he said,
“Perhaps I would come to class with a more open mind. There were times when I felt I
was too ﬁxated on my answers without realising that most of the time, there is no
perfect answer to a complex business problem”.
Ms Ong recalled a statement from her Taxation professional development workshop
facilitator which resonated strongly with her – “When you start thinking about how
things you learn apply to your work, you will be able to contribute a lot more at
work.” She explained, “When I used what I learnt in the Taxation module to perform
my tax computations, it was more of a breeze as compared to during my previous
years. I deﬁnitely wish that I had been more proactive in using my classroom learning
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3113
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One unique feature of the Singapore QP is the focus on social responsibility, where all
candidates are required to fulﬁl 40 hours of pro bono work in the area of ﬁnance and
accounting. For Ms Ong, the pro bono work requirement was a milestone for her and
her fellow colleagues. “We chanced upon Care Corner which was very kind to allow us
to tie up with them to design a whole series of ﬁnancial literacy workshops for adults.
We further helped to organise a ﬁnancial literacy family carnival for low-income
families, reaching out to 36 families with games and activities which reinforced
concepts on ﬁnancial literacy. It was deﬁnitely one of the more memorable events of
my Singapore QP journey.”
For most Candidates, juggling work and study is the most challenging aspect of the
Singapore QP. This was also the case for both Mr Widodo and Ms Ong. As an auditor,
Mr Widodo shared that he worked long hours, including weekends and sometimes, on
public holidays too. “I made it a point to always diligently review my QP materials for
at least eight hours every week. My ATO (Accredited Training Organisation) has been
very supportive in giving us the much-needed study leave to ensure that we have
suﬃcient time to prepare for the programme.”
As an accountant, Ms Ong faced the challenge of overlapping Singapore QP
examination periods and key reporting deadlines while tackling a steep learning curve
at work. Apart from her supportive ATO and supervisors, she also credits her
colleagues for her achievements. “Studying with my colleagues who were also taking
the Singapore QP has helped immensely. I have deﬁnitely learnt a lot from them
through our intensive discussions.”
As the ﬁrst batch of Candidates reach the end of their Singapore QP journey, they
start a new chapter in their professional careers as CAs (Singapore) and ISCA
members.
ISCA congratulates them on their achievements.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3113
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Economic Outlook Seminar: Economic Prospects
and Challenges for Singapore

More than 200 participants attended the session.

With the uncertain economic outlook hovering over Singapore in 2016, ISCA
organised the “Economic Outlook Seminar: Economic Prospects and Challenges” on
February 22, to provide members with deeper insights on the key trends impacting
businesses, and how some of the government’s manpower policies can help
businesses in their economic restructuring journey.
The event was timely as ISCA had recently released its Pre-Budget Survey ﬁndings in
January 2016. According to the survey of 550 respondents from the accounting and
business community, the top concerns of businesses were business and hiring costs,
as well as ﬁnding skilled labour.
The characteristics of our current business environment can be broadly summed up
by the rising labour costs and advancement in technology. Digitalisation and the
prevalence of connectivity are changing the way businesses are run and shaping new1/3
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prevalence of connectivity are changing the way businesses are run and shaping new
consumer behaviours. Businesses need to evolve and ride the digital wave to
progress and grow.
The session began with Lin Shilie, Senior Assistant Director, Ministry of Manpower,
presenting the Lean Enterprise Development scheme. The scheme was designed to
provide transitional staﬃng to companies in the process of transforming the
organisation to be more manpower-lean, have a stronger Singaporean core and
enhance the quality of the workforce. Uantchern Loh, Chief Executive, Singapore
Accountancy Commission, was also present to share on the “Accountancy Roadmap of
Singapore”, which is aimed at transforming Singapore into a global accountancy hub
by 2020.
Jimmy Koh, Head of Global Economics and Markets Research, UOB, clariﬁed that the
pessimistic China economy should not pose too much worry as China is undergoing a
period of restructuring and the lower economic growth is the new normal for China.
Despite keeping costs low, Mr Koh also mentioned that it is vital for Singapore
companies to rethink and remodel the dynamics of their businesses to remain
relevant in today’s economy.

Panel discussion titled “Moving Singapore Forward: Building a Skilled Workforce, Innovative Economy and
Resilient Global City”

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3065
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ISCA President Gerard Ee (2nd from left) with panellists (from left) Nexia TS MD Henry Tan; EtonHouse
International Education Group MD Mrs Ng Gim Choo; ISCA Advisor and Minister of State for Manpower
Teo Ser Luck, and UOB Head of Global Economics and Markets Research Jimmy Koh

Rounding oﬀ the event was a panel discussion titled “Moving Singapore Forward:
Building a Skilled Workforce, Innovative Economy and Resilient Global City”. ISCA
Advisor Teo Ser Luck, Minister of State for Manpower, was part of the panel. He
emphasised the need for Singapore companies to adopt a mindset shift and cited an
example of a business owner moving from oﬄine to online in order to grow new
businesses. The other two panellists, Mrs Ng Gim Choo, Group Managing Director,
EtonHouse International Education Group, and Henry Tan, Managing Director, Nexia
TS Public Accounting Corporation, also shared that in order for businesses to remain
relevant in today’s economy, it is important for business owners to dream big,
embrace diversity, constantly innovate and take calculated risks.
To help our accountants plan ahead amid the dynamic and uncertain economic
conditions, ISCA will continue to provide regular and up-to-date insights through the
quarterly economic updates.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3065
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Best Practice Sharing at IIN Conference in
Singapore

ISCA COO Goh Puay Cheh (front row, centre) with IIN delegates at ISCA House

Delegates from the International Innovation Network (IIN) congregated in Singapore
from January 13 to 15 for the bi-annual IIN Conference. ISCA played host to the IIN
delegation that comprised members from various professional bodies such as
American Institute of Certiﬁed Public Accountants (AICPA), Chartered Professional
Accountants Canada (CPA Canada), Institute of Chartered Accountants in England and
Wales (ICAEW), Institute of Public Auditors in Germany (IDW)(Germany), Chartered
Accountants of Australia and New Zealand (CAANZ) and the Netherlands Institute of
Chartered Accountants (NBA). Two representatives from Malaysia Institute of
Accountants (MIA) were invited to participate in the meeting as observers. Each
member body was represented by a senior staﬀ member engaged in member
services, education and marketing.
IIN, established in 2002, is an initiative of the leading professional accounting bodies 1/3
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IIN, established in 2002, is an initiative of the leading professional accounting bodies
that aims to stimulate innovation and ensure quality in products and services for the
beneﬁt of the global accounting profession.
The Conference opened with a welcome address by ISCA CEO Lee Fook Chiew. It was
followed by a lively panel discussion which saw ICAEW, CAANZ and ISCA members
living and working in Singapore providing ﬁrst-hand insights, opinions and
suggestions on how the member bodies can best engage and give support on
membership matters such as professional development.
Chaired by Cheryl Reynolds, VP, Communications, Advertising and Brand Management
of AICPA, the IIN Conference saw intensive sharing sessions with each member body
exchanging top-of-mind issues. These issues mostly centred on the business models
of both the Institutes and public accounting ﬁrms, membership engagement matters
as well as perspectives on the future of audit. On membership engagement, CAANZ
and ICAS’ sharing of the successful launches of their respective mentoring
programmes have shown that members, particularly young members, desire career
development support from the member bodies. Similarly, to engage our younger
members, ISCA has launched our very own mentoring programme in January 2016,
jointly with Singapore CFO Institute, to oﬀer CFO aspirants the opportunity to learn
and gain insights from experienced mentors within the accounting and ﬁnance
profession.

Panellists: (from left) Moderator Olwyn Connolly, CA, Manager, Member Engagement, CAANZ; Seah Gek
Choo, CA (Singapore), Audit and Talent Partner, Deloitte Singapore; Abel van Staveren, FCA (ICAEW),
Managing Director and Board Member of KGJ Investments, and David Leow, FCA (CAANZ & ISCA),
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3071
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Managing Director and Board Member of KGJ Investments, and David Leow, FCA (CAANZ & ISCA),
Managing Director, Thaler Group

ISCA hosted a dinner for the IIN delegates at Singapore Botanic Gardens.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3071
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SIATP Provides Members with the Latest on
EOI
With the implementation of Exchange of Information (EOI) between tax authorities,
based on global standards set by the Organisation for Economic Co-operation and
Development, taxpayers’ conﬁdential information may be disclosed to foreign tax
authorities, both on an automatic basis and on a request basis.
To keep members abreast of the latest developments on EOI, the Singapore Institute
of Accredited Tax Professionals organised a Tax Excellence Decoded (TED) session
which was facilitated by Accredited Tax Advisor (Income Tax & GST) S. Sharma,
Consultant at A C Fergusson Law Corporation.
The half-day session brought the participants through various aspects of EOI as Mr
Sharma shared his insights into two recent tax cases in 2015, and answered the wide
range of questions in his usual witty style.
Contact SIATP for more information on its TED sessions.
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3068
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ISCA Mingles: Leadership Journeys: Lessons
from Harvard Business School
Marking our ﬁrst-ever joint event with Chartered Accountants Australia and New
Zealand (CAANZ), the Mingles session in March saw 85 people in attendance.
Glenndle Sim, Chairman and CEO of SGX- listed Mencast Group, and David Leow,
Managing Director of Thaler Group, shared with us their respective leadership
journey as well as their personal experiences at the Owner/President Management
Program at Harvard Business School.

Mencast Group Chairman and CEO Glenndle Sim spoke about why attitude and alignment are so
important in running a successful business.

Mr Sim shared how true leadership comprises the betterment of people in your
presence, and ensuring that it endures despite your absence. He also touched on the
diﬀerences between a cult and culture, purpose of information sharing, and the
importance of attitude and alignment in a successful business.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3107
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Thaler Group MD David Leow sharing about his Harvard campus learning experience

Speaking about the diﬀerent kinds of achievement, Mr Leow shared about the
importance of focusing on the right things, having signiﬁcant goals and the meaning
of genius and tragedy as it is intertwined with our personal and corporate
achievements.
ISCA and CAANZ members expressed delight at the opportunity to network and
interact over a sumptuous spread of food and drinks. They hope to have more of
such collaborations in future.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3107
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ISCA Breakfast Talk: BEPS is Broader than Tax
With the Organisation for Economic Co-operation and Development’s publication of
the ﬁnal package of measures under the OECD/G20 Base Erosion and Proﬁt Shifting
(BEPS) Project in the last quarter of 2015, BEPS is here to stay and it is not just about
tax. Its impact stretches beyond tax and will aﬀect business operating models and key
business functions.
Based on these measures, an overseas warehouse meant for storage may now
possibly be subject to tax by foreign tax authorities. This was one of various examples
shared at the ISCA Breakfast Talk session on March 9 by Accredited Tax Advisors Sim
Siew Moon (pictured above), International Tax Partner and Head of Tax, and Tan Ching
Khee, International Tax Partner, EY Singapore.
As they are now operating in a vastly diﬀerent landscape, companies are urged to
understand the relevant changes in tax laws in Singapore and the countries in which
they have a presence, and to review their business models and key functions.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3074
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Disciplinary Findings
Upon ﬁnding that Mr Veerappan s/o Subramanian, CA (Singapore), had breached
Rule 64.6 of the Institute (Membership and Fees) Rules, in that he was adjudged a
bankrupt by DBS Bank Ltd on 5 February 2015 and is still an undischarged bankrupt,
the Disciplinary Committee ordered that his name be removed from the register and
that he shall cease to be a Member of the Institute with immediate eﬀect.
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Budget 2016 was announced on March 24 by Finance Minister Heng Swee Keat. With
the theme “Partnering for the Future”, it exempliﬁes the beneﬁts of collaboration at the
national level. For Singapore to continue thriving in the next 50 years, everyone –
businesses, trade associations, government and individuals – has an important role to
continuously engage, innovate and collaborate with each other. Budget 2016 seeks to
transform our economy through enterprise and innovation while building a caring and
resilient society.
The government expects an overall budget surplus of $3.4 billion (0.8% of gross
domestic product) for FY 2016. Total spending is expected to be $5 billion – 7.3% higher
than FY 2015. Minister Heng said the rise in expenditure in FY 2016 will be supported
by increases in both operating revenue and higher net investment return
contributions. He highlighted the need for prudence and expects growth in the long
term to be more challenging, as expenditure needs are likely to grow faster than
revenues.
Notwithstanding the current sluggish economic environment, Minister Heng urged
Singaporeans not to be overly pessimistic, lest it becomes a self-fulﬁlling prophecy.
This article highlights the key measures in Budget 2016, and why they matter to you.

ADDRESSING NEAR-TERM CONCERNS
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3141
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In view of the cyclical headwinds, the government has raised the existing rate of
Corporate Income Tax Rebate from 30% to 50% of tax payable for YA 2016 and YA 2017,
to help companies tide over this challenging period. With the rebate cap of $20,000 per
YA kept intact, the enhancement of the rebate is targeted mainly at supporting smaller
SMEs.
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Another initiative to support SMEs is the new SME Working Capital Loan scheme. As
cashﬂow is the lifeline of businesses, this scheme oﬀers loans of up to $300,000 per
SME. To encourage lending to SMEs, the government will co-share 50% of the default
risk of these loans with participating ﬁnancial institutions. This loan scheme will be
available for three years, beginning 2016.
Amid a tight labour market, the government has extended the Special Employment
Credit (SEC) till 2019 to encourage businesses to employ silver-haired members of our
population. This group is a practical alternative source of labour in the long run due to
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3141
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population. This group is a practical alternative source of labour in the long run due to
Singapore’s ageing population. With life expectancy on the rise, people will also need
to stay economically active longer. The SEC provides employers with a wage oﬀset for
workers aged 55 and above who earn up to $4,000 a month.
As for foreign worker levy, the government will defer levy increases for the Marine and
Process sectors for one year, due to the challenging business conditions and reduction
in the number of Work Permit holders in these sectors. The Manufacturing Work
Permit levies will remain unchanged this year, as announced in Budget 2015. The
government will proceed with levy increases for Services and Construction Work Permit
and S Pass holders in every sector. This may lead to an increase in manpower costs for
ﬁrms in the accountancy and ﬁnancial services which hire foreigners. This is a clear
message that the government remains committed to reducing excessive reliance on
foreign labour. Companies should explore ways to raise productivity and/or hire
Singaporeans who are capable and willing to take on the job.

ECONOMIC TRANSFORMATION THROUGH INNOVATION IN THE LONGER
TERM
To drive longer-term economic transformation and to take Singapore to the next phase
of development, the government will set aside $4.5 billion for ﬁrms and industries
under a new Industry Transformation Programme (ITP). ITP adopts a more targeted
and sector-based approach to help local ﬁrms build skills, scale up and
internationalise. The three key thrusts of ITP are transforming enterprises,
transforming industries and transforming through innovation.
1. Transforming enterprises

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3141

6/21

19/04/2016

Budget 2016

To help ﬁrms access the many grants from various agencies more easily, the
government will launch the Business Grants Portal in the fourth quarter of 2016. The
Portal will organise these grants along core business needs of (i) capability
building, (ii) training and (iii) international expansion.
ISCA’s Pre-Budget Survey and Roundtable highlighted businesses’ desire for a more
streamlined approach for grant application and administration. We are heartened that
the government has responded to the feedback with a centralised Portal. Ideally, this
one-stop Portal will make it easier for businesses to navigate the plethora of grants
more eﬃciently.
As the government rolls out new measures to support enterprises, it is also
rationalising existing tax measures to remain prudent and eﬀective. The government
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3141
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rationalising existing tax measures to remain prudent and eﬀective. The government
will phase out the Productivity and Innovation Credit (PIC) scheme, and has put in place
the Automation Support Package (ASP) to drive automation and raise productivity. The
PIC scheme will lapse after YA 2018; the cash payout rate under the PIC scheme will
also be reduced from the current 60% to 40% for qualifying expenditures incurred from
1 August 2016.
The government’s decision to allow the popular PIC scheme to lapse will not be a
welcomed move. However, its replacement with ASP shows that the government is
more targeted in addressing the productivity and innovation issue. This decision
echoes the call by many to move away from broad-based support, as some were
sceptical about its eﬀectiveness in improving productivity.

“The government’s decision to allow the popular PIC scheme to
lapse and eﬀectively replacing this with the Automation
Support Package (ASP) is courageous and strategic. ASP is more
targeted and better focused on SMEs.” PROFESSOR SUM YEE
LOONG, ISCA Honorary Technical Advisor and SIATP Board
Member
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Going forward, SMEs can scale up their automation eﬀorts by tapping on ASP. This
package comprises SPRING Singapore’s Capability Development Grant which supports
the roll-out or scaling-up of automation projects at up to 50% of the qualifying cost,
capped at $1 million; Investment Allowance of 100% on the amount of approved capital
expenditure, capped at $10 million per qualifying project, among others.
SMEs can also look forward to more support when they engage in Mergers and
Acquisitions (M&A) as the government doubles the existing cap for qualifying M&A
deals made from 1 April 2016 to 31 March 2020. With this enhancement, tax allowance
of 25% and stamp duty relief will be granted for up to $40 million of consideration
(instead of the current $20 million) paid for qualifying M&A deals per YA. This may help
to spur larger SMEs to take the opportunity to grow and engage in larger M&A deals.
As there is limited room for domestic growth in Singapore, businesses should seek
opportunities for growth outside of Singapore. To support this, the Double Tax
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opportunities for growth outside of Singapore. To support this, the Double Tax
Deduction (DTD) for Internationalisation scheme has been extended till 31 March 2020.
DTD covers qualifying expenses incurred for activities such as participation in overseas
business development and investment study trips.
It is encouraging that the government has heeded the call by many to announce
extensions to key tax schemes early to reduce uncertainties. Some of the extensions
announced in this Budget include the extension of upfront certainty of non-taxation of
companies’ gains on disposal of equity investments under Section 13Z of the Income
Tax Act till 31 May 2022, the extension to the DTD for Internationalisation scheme till
31 March 2020, and the extension to the Finance and Treasury Centre scheme till 31
March 2021.
2. Transforming industries
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The government will develop a one-stop trade information management system,
National Trade Platform (NTP), to support ﬁrms, particularly those in the logistics and
trade ﬁnance sectors. NTP will enable electronic data-sharing among businesses and
government, thus cutting costs and streamlining processes for businesses. The
government will make available over $450 million over the next three years under the
National Robotics Programme to support robotics development and deployment
across sectors. The sectors identiﬁed include healthcare, construction, manufacturing
and logistics. The use of robotics in these labour-intensive sectors may help to alleviate
the labour crunch and increase productivity.
In the spirit of collaboration, the government will increase outreach to the sectors by
working even more closely with Trade Associations and Chambers (TACs). The
government will introduce a new Local Enterprise and Association Development-Plus
(LEAD-Plus) programme. This will build on the existing LEAD programme to provide
wider funding support for TACs to attract talent, develop their capabilities, and
strengthen their processes and services.

“As the national accountancy body, we view the government’s
strategy in increasing outreach through Trade Associations and
Chambers positively. We look forward to working closely with
the government and our members to identify and address the
sector’s needs in a timely manner.” GERARD EE, ISCA
President

3. Transforming through innovation
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3. Transforming through innovation
To encourage companies to acquire intellectual property (IP) and in recognition of the
varying useful lives of intellectual property rights (IPR), the government will now allow
businesses the ﬂexibility to write down the cost of acquiring IP over diﬀerent periods
of ﬁve, 10 or 15 years, instead of the current ﬁve years only. Following this change, the
writing-down allowance for IPR acquisitions made in YA 2017 to YA 2020 may also be
claimed over ﬁve, 10 or 15 years. This may be welcomed by companies that pay tax at
incentivised rates, as they can now stretch their writing-down allowances to cover later
years when their incentives have expired.
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To deepen industry capabilities in innovation and R&D, up to $4 billion under the
Research, Innovation and Enterprise (RIE) 2020 Plan will be directed to industryresearch collaboration. The government will also provide a top-up of $1.5 billion to the
National Research Fund in 2016 to support RIE 2020 initiatives. To promote start-ups in
new and existing industries, the government will set up a new entity called SGInnovate, which will match budding entrepreneurs with mentors, introduce them to
venture capital ﬁrms, help them to access talent in research institutes, and open up
new markets. The Jurong Innovation District is envisaged to be the home for innovation
for enterprise, learning and living. It will be a nexus for learning, innovation, research,
and production for the future.

HOUSEHOLD MEASURES
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To care for the ageing population, the eligible seniors in the Silver Support Scheme will
receive payouts of $300 to $750 every quarter. The Scheme will beneﬁt more than
140,000 seniors and will cost approximately $320 million in the ﬁrst year.
To grow our families, there will be a new Child Development Account First Step Grant of
$3,000 for eligible children born from March 24. Parents who save more will continue
to receive dollar-for-dollar matching from the government, up to the co-savings cap. A
pilot initiative, KidSTART, which has more than $20 million, will provide about
1,000 underprivileged children with appropriate learning, development and health
support in their ﬁrst six years. This will ideally provide a helping hand to give these
children a better start in life.
To support households in the current weak economic climate, the government will
provide a one-oﬀ GST Voucher (GSTV)-Cash Special Payment of up to $200 for eligible
households. In total, eligible households can receive up to $500 in GSTV-Cash in 2016.
There will also be a rebate for service and conservancy charges in 2016, ranging from
1.5 to three months, according to ﬂat type.
On the personal income tax front, the government has introduced a cap of $80,000 per
YA on the total amount of personal reliefs an individual can claim. This change will take
eﬀect from YA 2018. According to Minister Heng, this change is aimed at enhancing the
progressivity of our Personal Income Tax regime. Taxpayers aﬀected by this cap are
most likely to be working mothers with two children, and earning a high income.
While these high-income working mothers will be aﬀected, the underlying rationale is
that it is not a good tax principle to allow a disproportionately high allowance that can
only be enjoyed by someone earning a very high income. By comparison, a working
mother with an above-average total remuneration package of $100,000, and who has
two children, will generally not be aﬀected by this $80,000 cap.
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“The capping of personal allowance at $80,000 is a very diﬃcult
but correct decision as this shows that the government is
seriously looking at addressing the growing income gap
problem in Singapore.” PROFESSOR SUM YEE LOONG, ISCA
Honorary Technical Advisor and SIATP Board Member

CARING FOR THE NEEDY AND BUILDING A CARING SOCIETY
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The government will enhance the Workfare Income Supplement (WIS) scheme for
older, low-wage workers. This includes raising the qualifying income ceiling from
$1,900 to $2,000 a month, increasing WIS payouts for eligible workers and simplifying
the qualifying criteria. Workers will now receive WIS on a monthly basis instead of
quarterly basis. This will be welcomed especially by those who face cashﬂow problems.
The government will also extend the Workfare Training Support scheme to support the
disabled at work.
From 1 July 2016 to 31 December 2018, a pilot Business and Institutions of a Public
Character (IPC) Partnership Scheme (BIPS) will be introduced to incentivise employee
volunteerism through businesses. Under BIPS, businesses will enjoy 250% tax
deduction on wages and incidental expenses when they send their employees to
volunteer and provide services to IPCs (including secondments). The tax deduction will
be subject to the receiving IPC’s agreement, with a yearly cap of $250,000 per business
and $50,000 per IPC.
While the administrative details of BIPS are still unclear at this stage, BIPS has the
potential to be a great scheme in encouraging corporate volunteerism, and support
corporate social responsibility programmes that go beyond ﬁnancial contribution.
Special attention should be paid to ensure that BIPS will be administratively easy for
companies to implement.

CONCLUSION
This year’s Budget is a rallying call for collaborative partnership by all key stakeholders,
with the opportunity to shape our future together. While there are debates on whether
the Budget measures provide the needed immediate relief to businesses, we believe
the Budget is balanced as the measures do provide the necessary support while not
being excessively accommodating (which may weaken businesses’ impetus to
restructure). Budget 2016 seeks to balance between providing businesses with shortterm relief while keeping an eye on the future.
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SOME KEY CONSIDERATIONS
What is VUCA? Why is it relevant to accountants, the C-suites and Board of Directors?
Companies are in the business of taking risks for rewards. Situated between the
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Companies are in the business of taking risks for rewards. Situated between the
companies and the rewards are risks. Critical concepts in this process are volatility,
uncertainty, complexity, and ambiguity (VUCA), a trendy managerial acronym[1] that
conﬂates the reality of the business environment and the challenges of risk
management.
The omnipresence and growing intensity of VUCA in the business environment
present roadblocks to most companies’ journey towards their objectives. Increasingly,
VUCA changes how they view the world, interact with each other, and respond to their
environments.
In extreme cases, corporate continuity can be at stake. The manifestation of VUCA can
be seen in many forms – a massive collapse in oil and commodity prices, the Zika
pandemic, acts of terrorism, cyber security threats, natural disasters, technological
glitches, and many more.

Inter alia, the Economist Intelligence Unit’s 2012 white paper, “Agent of Change”,
based on a global survey of 567 top executives and 23 in-depth interviews with
leading technology and business thinkers as well as senior executives, identiﬁed
advancements in technology as a mega trend shaping the business world. Driven by
an increase of low-cost computing power, greater storage and bandwidth capabilities,
and the intensiﬁed harvesting of data (or big data trends), disruptive technologies will
aﬀect the fabrics of future workforce and business models. At the individual level, the
Internet of Things is transforming living lifestyle to a smart platform of extending the
concept of connecting everyone to connecting everything (example, smart oﬃces and
homes which have appliances controlled by smart phones).

What is VUCA?

The VUCA tapestry is a reality and an integral part of today’s business landscape.
So, what characterises a successful company in the midst of the VUCA landscape?
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So, what characterises a successful company in the midst of the VUCA landscape?
While risk management principles will continue to be relevant, companies need to
proactively adopt a VUCA lens when implementing risk management, including each
phase of the risk management process.
Stated diﬀerently, a risk-savvy company is one that proactively embraces VUCA – it is
a risk survivor and also a risk overcomer. At the epicentre of its governance DNA is a
smart, risk-based, decision-making process embedded across diﬀerent levels of the
organisation.
In the corporate governance arena, the principle of establishing of a sound system of
risk management is a generally accepted global norm in the Code of Corporate
Governance. Risk governance is gaining traction as a core competence along with
other technical, business and personal skill sets. It is an integral part of a company’s
strategic initiative. Fundamentally, it facilitates the creation as well as the
preservation of corporate values.
Although risks need to be treated for their adverse eﬀects, they can also be
harnessed for their opportunities.
However, setting up a system of risk management is not a panacea. The framework
and process must be continuously strengthened to be ﬁt for purpose in the
constantly-changing face of VUCA.
In other words, the goal is how to navigate the company eﬀectively at the speed of
change in the VUCA environment?

… a risk-savvy company is one that proactively embraces VUCA – it is a
risk survivor and also a risk overcomer. At the epicentre of its
governance DNA is a smart, risk-based decision-making process
embedded across diﬀerent levels of the organisation.

DON’T BITE OFF MORE THAN YOU CAN CHEW AND STOMACH
The forces of VUCA can have a severe impact. As responsible stewards, the board and
management have to exercise due diligence to ensure that the company is resilient to
the adverse impact of VUCA. Risk taking without boundaries is recklessness. The
signiﬁcance of having a risk appetite is to set an enterprise perimeter for risk taking
and risk management.
In recent years, there has been a growing awareness and adoption of risk appetite
statements by companies. Such a statement serves to align the boundaries for risk
taking in addition to expounding the exploitation of opportunity for the companies.
3/7
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For instance, it is common for some companies to disclose risk appetite statements in
their annual reports. In its 2015 Annual Report, SingTel states that “the Group shall
not compromise our integrity, values and reputation by risking brand damage, service
delivery standards, severe network disruption or regulatory non-compliance”. As a
mechanism for opportunity seeking, it is “prepared to take measured risks to seek
new growth in the digital space by providing global platforms and enablers, targeted
at a global footprint, while leveraging our current scale and core strengths”.
While there are many interpretations of what a risk appetite means and what risk
statements are, the lack of a uniform interpretation must not negate the fact that
formalising and communicating risk appetite underscores sound business sense. It
aims to provide a safeguard that companies must not bite oﬀ more than they can
chew and stomach (that is, the amount and type of risk to take to achieve the
appropriate returns).

RISK HINDSIGHT, INSIGHT AND FORESIGHT
Looking at the past and current risk landscape may provide hindsight and insight into
the potential risks ahead. It is like driving a car and using the rear-view mirror while
simultaneously looking ahead at what is beyond the windscreen.
But, can one anticipate what is lurking around the bend?
The many moving and evolving parts in the VUCA environment call for existing risk
identiﬁcation methodologies to incorporate a more robust risk foresight. This
requires a risk-sensing mechanism that moves with the pace of the dynamic VUCA
landscape.
In this context, there are companies adopting the Formula 1 “pit wall” approach. It
helps to identify risks using predictive analytics for F1 drivers who are constantly
vying for the lead, with the ultimate reward of championship points. The pit wall
teams provide the drivers with real-time pictures of what lie ahead and around the
corners. At the same time, information, pertaining to details about the condition of
the cars during the race (example, tyres, engine, etc.), is ﬁltered. They use data
technologies and predictive data visualisation to improve driver performance and
decision-making in the precarious world of F1 racing.
A case in point is DBS Singapore. Its internal auditors leverage the pit wall
approach[2], inter alia, for risk management. Such an approach provides timely
information, helps sense emerging issues from a risk and control perspective,
enhances insight on what can go wrong, and sharpens foresight on the appropriate
response strategy. Big data, technology, and human interface lie at the heart of this
endeavour.
Competencies, resources, and commitment by those charged with governance and
management are necessary factors for it to succeed and to operate eﬀectively on the
ground. Proper communication is also required to keep all key stakeholders on the
same page.
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The many moving and evolving parts in the VUCA environment call for
existing risk identiﬁcation methodologies to incorporate a more robust
risk foresight. This requires a risk-sensing mechanism that moves with
the pace of the dynamic VUCA landscape.

RESPONDING TO VUCA RISKS
Companies’ risk responses include avoidance, reduction, transfer and retention. In
relation to the externalities and disruptive nature of VUCA, these risk responses call
for greater contingency planning and collaboration with external stakeholders. For
example, responding to terrorism threats usually entail multi-agency eﬀorts.
So what does this mean for companies?
Standard Operating Procedures (SOPs) can help but their eﬀectiveness may be limited
since the responses and the outcomes are dependent on external parties and other
factors. In most cases, companies would have to adopt a “trial-and-error” approach
when faced with VUCA risks. Without the certainty of outcomes, companies are
increasingly considering secondary risks that may arise from the initial response. For
example, the use of sea water may potentially address the overheating of the
Fukushima reactors, but, unfortunately, it led to massive radioactive pollution of the
sea in the region and beyond.
In a similar vein, VUCA risks manifest a business reality, that is, the companies’
controls over them may be limited. There are no perfect solutions. Hence, the issue
calls for critical thinking. More precisely, it calls for thinking out of the box in a
collaborative manner – harnessing a diversity of views to address VUCA.

STAYING CONNECTED, EYEBALLING RISKS
Risk identiﬁcation is not an end in itself. By its very nature, risks that arise in a VUCA
environment are not static. Risk levels do change – they may decline or escalate. Even
when risks are acknowledged, it is not a matter of inertia and accepting them as
status quo; indeed, they need to be monitored.
But what should a company be on a lookout for, exactly?
Key performance indicators serve as a useful monitoring mechanism. In a VUCA
environment, attention is increasingly being focused on early warning indicators for
more eﬃcient and timely risk management. Leveraging data analytics has been
mentioned as one approach, and the use of technology to provide real-time
streaming of images of critical facilities is also being utilised. In other words,
establishing a platform for data and imagery interface is emerging as a practice. For
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establishing a platform for data and imagery interface is emerging as a practice. For
example, a hotel corporate headquarters can have live data feedback on guest
receptions at its overseas operations. Simultaneously, management can also view and
monitor the reception activities on a real-time basis.
To summarise, risk monitoring is about watching what matters. This requires
selecting the pertinent risk triggers and establishing the appropriate escalation
protocol.

ALL ABOARD: DOING THE RIGHT THING
Having the relevant risk management framework and process are essential building
blocks in response to risks in a VUCA world. But will the risk mandate be properly
executed, and will the right things be done?
The way risk is embraced by personnel within the organisation and whether each one
“walks the talk” serve as the foundation for sound risk management.
Having a system of risk management must not provide a false sense of comfort that
everything is satisfactory and will continue to be normal. Complacency can become
an insidious problem and needs to be countered by a clear assignment of risk
ownership and accountability. With VUCA, the notion of a centrally risk-driven risk
management protocol has to be enhanced and extended to embrace greater
engagement with those on the frontline, as well as with key stakeholders. All
employees of the company must be empowered and equipped with the appropriate
capability, and they must also embrace a risk-aware culture to face VUCA.
In short, to better meet the challenges of VUCA requires the concerted and
coordinated eﬀorts of everyone in the organisation. The board and management
necessarily have to depend on those at the frontline. Concomitantly, the frontline
needs the board and management to provide clear direction, resources, and
incentives against the threats of VUCA in order to remain on the same page.

ENSURING RISK MANAGEMENT SYSTEM IS FIT FOR PURPOSE
Navigating the VUCA landscape is challenging. It is ever changing. Indeed, change is
the only certainty. An important question to ask, therefore, is whether the risk
management is appropriate for the VUCA context faced by the company. Put
diﬀerently, is it ﬁt for purpose?
Sound stewardship requires the stewards to establish robust management practices,
and having a sound system of risk management is no exception. Nevertheless, the
question remains as to whether or not there are weaknesses and blind spots in
existing practices.
In this respect, a pillar of robust corporate governance is assurance, that is, having an
independent eye that reviews whether risk management is VUCA-ready, designeﬀective, and operationally-eﬀective. In today’s environment, those charged with
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3077
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eﬀective, and operationally-eﬀective.
today’s
environment,
those charged with
governance face a higher degree of oversight for the system of risk management. An
independent, objective assurance (example, internal audit) serves to inspire
conﬁdence in key stakeholders that the system is ﬁt for purpose in the creation and
preservation of corporate values. More importantly, the openness to having an
independent review goes a long way in conveying that the board and management
take the threat of VUCA seriously – both in word and in the spirit of corporate
governance excellence.
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Foo See Liang and Cheng Nam Sang are both Associate Professor of Accounting
(Practice), Singapore Management University. Lex Lee is Director of Business
Innovation Services, Deloitte Singapore and Southeast Asia. The writers would like to
thank J.J. Williams, Associate Professor of Accounting (Practice), SMU, for his input.
The writers acknowledge that risk management is a vast and diverse topic. There are
also a myriad of issues and challenges. The aim of this article is to provide an
appreciation of some of the key risk areas from a strategic viewpoint through the
VUCA lens.

[1]

“What VUCA really means for you”, Harvard Business Review, Jan–Feb 2014, p.27
14th SIAS Investors’ Choice Awards. Internal Audit Excellent Award 2013; The
Winners’ Perspective, p.8

[2]
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The New Leases Standard: IFRS 16

BY

KEN ONG

MORE THAN JUST BRINGING OPERATING LEASES ON BALANCE SHEET
On 13 January 2016, the International Accounting Standards Board (IASB) issued the
new accounting standard IFRS 16 Leases.
This news did not come as a surprise to many as it has been 10 years since IASB
embarked on the joint project with the Financial Accounting Standards Board (FASB)
to bring leases on the balance sheet. This move addresses criticisms that the existing
oﬀ-balance sheet accounting for operating leases does not portray the true
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oﬀ-balance sheet accounting for operating leases does not portray the true
economics of leases. However, IASB and FASB have since made diﬀerent decisions
about lease classiﬁcation and the recognition, measurement and presentation of
leases.
IFRS 16 is mandatorily eﬀective for annual periods beginning on or after 1 January
2019, and will replace the existing IAS 17. Early adoption is permitted, provided that
the new revenue standard IFRS 15 is adopted at the same time. In Singapore, the
Accounting Standards Council is expected to adopt IFRS 16 in due course.
Given the wide-ranging and signiﬁcant impact of IFRS 16 on many entities, an early
assessment will be the key to managing the implementation process for the adoption
of the new leases standard.

SNAPSHOT: THE NEW LEASES ACCOUNTING MODEL
IFRS 16 requires lessees, unless exempted, to recognise the right to use the
underlying asset (right-of-use asset) and the corresponding lease obligation on the
balance sheet, initially measured at the present value of future lease payments,
discounted using the interest rate implicit in the lease, or the incremental borrowing
rate. Lessees will recognise depreciation and interest expense on the right-of-use
asset and lease liability respectively, resulting in a net front-loaded expense proﬁle.
Lessors will continue to classify their leases as operating leases or ﬁnance leases,
similar to today’s accounting. However, lessors will be impacted by changes relating
to other aspects of lease accounting such as classiﬁcation of subleases and enhanced
disclosure requirements about lessors’ risk exposure.

WIDE-RANGING AND SIGNIFICANT IMPACT
IFRS 16 will have wide-ranging impact on entities in various industries since many
entities lease assets in their business. Lessees that apply operating lease accounting
today will experience the most signiﬁcant impact on their ﬁnancial statements. Key
ﬁnancial metrics such as gearing ratio, earnings before interest, taxes, depreciation
and amortisation (EBITDA) and operating cash ﬂows will be aﬀected. These changes
may aﬀect the existing loan covenants, credit ratings or regulatory capital
requirements of the entities. Business negotiations between lessors and lessees may
be impacted as entities may want to reassess their decisions to lease or buy assets,
or structure lease transactions so as to recognise smaller lease liabilities.
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Impact of IFRS 16 on lessees with operating leases

MORE ABOUT THE NEW LEASES STANDARD
The following sections highlight some key aspects of IFRS 16 and our preliminary
observations on the implications of the new standard.
1. Is there a lease?
The concepts underlying the deﬁnition of a lease has been brought forward from the
existing standard, with some changes in the guidance. To qualify as a lease under IFRS
16, ﬁrstly, fulﬁlment of the contract must depend on the use of an identiﬁed asset –
this criterion will not be met if the supplier has a substantive right to substitute the
asset. Secondly, the contract must convey the right to control the use of the asset to
the customer, that is, the right to direct the use of the asset and obtain substantially
all of the economic beneﬁts from use of the asset, throughout the period of use.
The distinction between lease and service contracts will become more important
under IFRS 16 because of the diﬀerent accounting for the two types of contracts:
leases will be recognised on the balance sheet while service contracts are not; and
expense recognition pattern for leases will be front-loaded while expenses incurred
for services are generally recognised on a straight-line basis.
For example, a contract for network services can contain a lease if an identiﬁed server
is explicitly speciﬁed in the contract, and the supplier cannot substitute the server
unless it malfunctions, and the customer has the right to control the use of the
server, by having the exclusive use of the server, and making relevant decisions about
how and for what purpose the server is used. Other examples of lease contracts
include contracts for the use of ships or aircraft if the contract conveys the right to
control the use of an identiﬁed asset to the customer over a period of time.
2. Can any leases be exempted?
Exemptions from capitalising leases are available to lessees with short-term leases
(that is, lease terms of 12 months or less) by class of underlying asset, and leases of
low-value assets on a lease-by-lease basis. If the exemption is elected, the lease
expense is generally recognised on a straight-line basis over the lease term.
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3092
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The determination of whether a lease term is short term is not merely based on the
non-cancellable lease period. A lease extension option that the lessee is reasonably
certain to exercise is to be considered. A lease with purchase option is not a shortterm lease.
The assessment of low-value assets is based on the value of the asset when it is new,
and on an absolute basis. In addition, an asset is of low value only if the lessee can
beneﬁt from using the asset on its own or together with other readily available
resources, and the asset is not highly dependent on, or highly interrelated with, other
assets.
Examples of low-value assets that qualify for the scope exemption include tablets and
personal computers, small items of oﬃce furniture, and telephones.
3. Has the non-lease component been separately identiﬁed?
In multi-element contracts, the non-lease component (such as sale of good or service)
is to be identiﬁed and accounted for separately from the lease component. The
identiﬁcation of the non-lease components of contracts will become more important
under IFRS 16, since only the lease component is recognised on balance sheet.
IFRS 16 requires the contract consideration to be allocated to the lease and non-lease
components on a relative standalone price basis. If observable standalone prices are
not readily available, estimation techniques that maximise the use of observable
information are used. As a practical expedient, lessees are permitted to account for
the lease and non-lease components as a single lease, by class of underlying asset.
Examples of contracts that may contain lease and non-lease components include
chartering contracts to lease ships or aircraft, together with purchase of crew
services, and contracts to lease equipment, together with purchase of maintenance
service.
4. What are included in the lease payments?
Currently, minimum lease payments mainly comprise ﬁxed lease payments. IFRS 16
requires variable lease payments that depend on an index or a rate and disguised insubstance ﬁxed payments that are unavoidable, to be included in the lease payments
to be capitalised on the balance sheet.
The index-based variable payments are initially measured using the index or rate at
the commencement date, and reassessed by lessees when there is a change in the
cash ﬂows.
Other non-index based variable payments, such as those that are linked to future use
or sales, will not be included in the capitalised lease payments.
Examples of lease payments to be included in the lease assets or liabilities are
variable payments linked to consumer price index or benchmark interest rate, and inhttp://journal.isca.org.sg/#!edition/editions_apr2016/article/page3092
substance ﬁxed payments that may, in form, contain variability (example, dependent 4/6

Theprice
New Leases
Standard:
16
variable payments linked to consumer
index
orIFRS
benchmark
interest rate, and insubstance ﬁxed payments that may, in form, contain variability (example, dependent
on production volume), but that in substance, are unavoidable (example, subject to
an annual minimum payment).

19/04/2016

5. How is the lease term determined?
The lease term is determined based on the non-cancellable lease term together with
periods covered by extension or termination options that the lessee is reasonably
certain to, or not to, exercise. Although the “reasonably certain” criterion is already
used in IAS 17, because of the requirement to recognise leases on the balance sheet
in IFRS 16, the assessment of whether an extension option will be exercised becomes
more important as it will aﬀect the extent of grossing-up the assets and liabilities on
the lessees’ balance sheets. IFRS 16 contains expanded guidance on factors to
consider in determining what constitutes an economic incentive for extension options
to be exercised.
In addition, the lessee needs to reassess the lease term on the occurrence of a
signiﬁcant change in circumstances that is within its control, and aﬀects its evaluation
of whether lease options will be exercised, such as a change in business strategy that
aﬀects its decision to extend a lease.
6. Are sale and leaseback transactions impacted?
In sale and leaseback transactions, IFRS 16 uses the control criterion for determining
whether a sale occurred, as opposed to today’s accounting, which focuses on whether
the leaseback is an operating or ﬁnance leaseback. After adjusting for oﬀ-market
terms, any gain on the sale recognised under IFRS 16 will be smaller than that
recognised today, as the gain is recognised only on the rights transferred to the
buyer-lessor. Since sale and leaseback transactions will no longer be oﬀ-balance
sheet under IFRS 16, there may be reduced incentive for sellers to enter into such
transactions, which are currently popular in the real estate and shipping industries.
7. Are sublease arrangements impacted?
In sublease arrangements, the head lease and sublease are accounted for as separate
transactions consistent with other lease arrangements. The intermediate lessor,
being the lessee of the head lease, will experience changes to its balance sheet and
income statement proﬁles, similar to other lessees. As a lessor in the sublease, the
intermediate lessor will classify the sublease by reference to the right-of-use asset
arising from the head lease, rather than the underlying asset as currently required.
Hence, there may be more subleases classiﬁed as ﬁnance leases that are currently
classiﬁed as operating leases in the books of the intermediate lessor.

TRANSITION
IFRS 16 takes eﬀect on 1 January 2019. Early adoption is possible if the new revenue
standard IFRS 15 is also applied.
Lessees can use either a full retrospective approach to restate comparative ﬁgures, or5/6
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Lessees can use either a full retrospective approach to restate comparative ﬁgures, or
a modiﬁed retrospective approach. Under the latter approach, the lessee recognises
the cumulative eﬀect of initially applying IFRS 16 as an adjustment to equity, and
there are a number of practical expedients provided, including an exemption from
applying the new leases requirements to leases ending within 12 months.
As for lessors, they are not required to make adjustments on transition, except for
intermediate lessors in subleases.
IFRS 16 also provides transitional relief in other areas. For example, entities can
choose not to reassess whether existing contracts contain a lease. For existing sale
and leaseback transactions, entities are not required to reassess whether a sale has
occurred.

NEXT STEPS
As a critical ﬁrst step towards successful implementation, entities should gain a
thorough understanding of the eﬀects of IFRS 16. Entities need to establish processes
and systems to capture more information needed under IFRS 16, such as determining
the discount rate in the lease and including the eﬀects of lease options and variable
lease payments in the lease computation.
The impact of applying IFRS 16 needs to be communicated beyond the accounting
team to other functions including leasing, legal, IT and tax, due to the implications on
potential changes in the terms of the lease, structuring of lease arrangements, and
assessment of lease-versus-buy decisions. Involvement of key management
personnel will be important in areas where critical estimates and judgement are
required, for example, in assessing whether an arrangement contains a lease,
segregating lease and non-lease components and determining the lease term where
there are extension options. Proper communication to external stakeholders such as
investors and lenders is equally crucial so that they understand the impact of IFRS 16
on the ﬁnancials.
To sum up, a three-year time frame is not too long for entities to work on their
implementation plans, given the wide-ranging and signiﬁcant impact of IFRS 16 on
many entities. Hence, an early assessment will be the key to managing the
implementation process for the adoption of the new leases standard.

Ken Ong is Partner, Financial Accounting and Advisory Services, Ernst & Young LLP. He
also chairs the EY Asia-Paciﬁc Leases IFRS Subject Matter Group. The views reﬂected
in this article are the views of the writer and do not necessarily reﬂect the views of
the global EY organisation or its member ﬁrms.
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FORGING A NEW PATH TO GLOBAL
INNOVATION

BY

YVES DOZ (pictured here) AND KEELEY WILSON
The size and nature of the Chinese domestic market and the rapid pace of the
country’s internationalisation are pushing Chinese ﬁrms on a very diﬀerent trajectory
to globalised innovation.
In less than two decades, a number of young, ambitious Chinese MNCs have emerged
as new global players across a wide range of industries. Unimpeded by costly legacy
innovation footprints, cultures of co-location and pressure from corporate traditions,
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3087
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when it comes to innovation, these ﬁrms are in a strong position to build the right
structures, processes and culture to leapfrog many of their more established
competitors.
Driven by the convergence of a unique set of factors – an enormous domestic market,
lagging home-based resources and rapid internationalisation – the approach Chinese
ﬁrms are taking to globalise their innovation activities is very diﬀerent to the wellresearched trajectory followed by MNCs in developed markets and the four Asian
tiger economies.
The “traditional” path to globalising innovation begins at home where, stimulated by
their national context, ﬁrms innovate to serve the needs of local customers and then
export or license their new products, services and processes to foreign markets. As
the ﬁrm grows and diversiﬁes abroad, it develops strong local knowledge hubs in new
geographies. The ﬂow of knowledge at this time is uni-directional from the home
market outwards, but as distinct capabilities develop in individual markets and new
customer requirements emerge, local subsidiaries become experts in speciﬁc
domains and knowledge starts to ﬂow back to headquarters and lead subsidiaries.
The adoption of these polycentric networks helps the dispersion and diversity of the
critical knowledge needed for innovation and thus, knowledge integration gains
precedence over knowledge creation.

… as distinct capabilities develop in individual markets and new
customer requirements emerge, local subsidiaries become experts in
speciﬁc domains and knowledge starts to ﬂow back to headquarters
and lead subsidiaries.

INNOVATING IN A UNIQUE MARKET
In contrast to this well-researched process, there has been, to date, very little
understanding of the relatively recent internationalisation of innovation in Chinese
ﬁrms. Scholars researching this ﬁeld have been hindered by the lack of clarity with
regard to national policy, a lack of reliable data at both national and ﬁrm levels, and a
paucity of target companies willing to open themselves up to scrutiny. Despite these
impediments, our recent study on the advantages and challenges for Chinese MNEs
in global innovation was able to document the innovation globalisation of some
pioneering Chinese ﬁrms (BGI, Haier, Huawei, Sany, Lenovo and ZTR). We found that
their path was driven by the convergence of a particular set of factors including the
size and nature of the domestic market, lagging home-based resources and the rate
of the country’s internationalisation.

DISTINCT TRAITS INFLUENCING CHINESE INNOVATION
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3087
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The most glaring diﬀerentiator is the size and nature of the domestic economy.
Intense local competition, a large number of middle-market customers and fast
economic growth have led to a rapid customer-centric approach to innovation.
Chinese ﬁrms have become adept at listening to customers’ needs and developing
new goods, services and processes to meet them.
A second factor is competitive disadvantage from lagging technology, marketing and
managerial resources at home. China suﬀers from a lack of world-class scientists and
engineers that, coupled with poor R&D productivity, will leave the country facing an
acute shortage of R&D staﬀ by 2020.
A third inﬂuence is the speed at which China is embracing globalisation. Since 2000,
the Chinese government has encouraged companies to expand abroad and acquire
international assets that would help them add value to their business. As well as
using overseas expansion as a mode for growth, the more ambitious Chinese ﬁrms
are deliberately expanding their innovation activities across developed nations to
acquire strategic and innovative resources and capabilities which will give them an
advantage back home.

Chinese ﬁrms have become adept at listening to customers’ needs and
developing new goods, services and processes to meet them.

A good example of this is Sany, which in 2009 established a US$144-million R&D and
manufacturing base in Germany. Two years later, it opened a US$25-million R&D
centre in the US. In addition to giving the ﬁrm access to world-class technologies,
talent, suppliers and standards, the company beneﬁted by being able to sell products
“made in the US” or “made in Germany”, helping them overcome the commonly-held
opinion that goods “made in China” were of an inferior quality.
When acquiring overseas subsidiaries, Chinese ﬁrms tend to leave local management
in place. This avoids the risk of unfamiliar Chinese management inadvertently
destroying value in their acquisition.
Once a foreign R&D centre has been bought or established, Chinese ﬁrms place a
strong emphasis on learning from local customers and using the knowledge to
improve products and services locally. The fact that learning remains local points to a
lack of capabilities within Chinese ﬁrms to successfully innovate using dispersed
knowledge sources.

WELL-RESOURCED AND OBLIGATION-FREE
Despite this, Chinese ﬁrms do have a number of advantages when setting out to
internationalise their innovation activities. They are not constrained by legacies of
technological path dependence or by bloated innovation footprints.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3087

3/4

19/04/2016

Forging a New Path to Global Innovation

technological path dependence or by bloated innovation footprints.
They are also capital rich and are not dominated by the primacy of the home base,
which is a major impediment to integrated global innovation. The large diaspora of
overseas Chinese can play an important role in the dispersion of innovation by acting
as a bridge between China and other cultures.
Whether these advantages translate into the ﬂexibility and agility that lead to
sustainable competitive advantage will depend on their ability to overcome the
inherent challenges in organising and managing an integrated global innovation
network.

LESSON TO LEARN
To date, Chinese ﬁrms have performed well in terms of innovation when their newlyacquired knowledge is closely related to their core knowledge base, but have not
fared so well when the knowledge is more distant.
When investing abroad, Chinese ﬁrms prefer acquiring companies with mature
technologies – complete products or modular subsystems – which they can sell as
standalone entities, rather than leading-edge entrepreneurial-type ﬁrms with the
resources which will contribute to their innovation process. This points to a lack of
product innovation capabilities.
If Chinese ﬁrms are to evolve from being deft imitators to skilful innovators and
knowledge integrators, they will need to think strategically about optimising their
innovation footprints and improving their absorptive capacity by encouraging
stronger communication and collaboration.

LOOKING AHEAD
China’s size and rapid expansion have made it an important global competitor. The
spectacular growth and internationalisation of many of its MNCs has, to date, been
driven by energetic, determined, savvy owner/founders. Whether the next generation
of professional managers is able to create the strong innovative cultures necessary to
manage subsequent growth phases remains to be seen.

Yves Doz is Emeritus Professor of Strategic Management and the Solvay Chaired
Professor of Technological Innovation, and Keeley Wilson is Senior Researcher,
INSEAD. They are co-authors of Managing Global Innovation: Frameworks for
Integrating Capabilities Around the World. This article is published courtesy of INSEAD
Knowledge Copyright © INSEAD 2016.
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Towards More Ethical Business Practices

BY

KANG WAI GEAT

BENEFITING BOTH COMPANIES AND ACCOUNTANTS
With the tip of his pen hovering over the space for his signature, Mr Ong hesitated.
Staring at the cheque, the high-ﬂying Group Financial Controller, who has been
earmarked to be the next Chief Financial Oﬃcer, could hear the diabolical voice of his
Chief Executive Oﬃcer (CEO) ringing in his ear like a broken record. The voice urged
him to sign the cheque. Mr Ong knew authorising the payment to grease the palm of
the agent of a potential major client would earn his company a multimillion-dollar
contract and himself a handsome year-end bonus. It would make his CEO, who had
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contract and himself a handsome year-end bonus. It would make his CEO, who had
been subtly hinting about the signiﬁcance of the deal to the company, a very happy
man.
To many of us, it is crystal clear – don’t sign the cheque. But sceptics would contend
this as having a utopian perspective and being oblivious to the harsh facts of life.
When the ﬁnancial burdens of supporting a nuclear family with elderly parents,
servicing housing or car loans, or repaying credit card bills, weigh down heavily, it
may not be so simple anymore. Coupled with the seduction of a smooth-sailing career
progression path, these considerations may further cloud the judgement of even the
most seasoned professional accountants. In the face of recent prominent cases of
ﬁnancial fraud, it may be worthwhile to note that ethical behaviour brings about
actual beneﬁts for both companies and accountants.
In an Asia-Paciﬁc Fraud Survey 2015 by professional services ﬁrm EY, almost 80% of
the over-1,500 respondents were unwilling to work for companies involved in bribery
and corruption. Companies now need to walk the talk when it comes to maintaining
high ethical standards. As employees dissect every move of companies like a surgeon
in an operating theatre, paying lip service to ethical business practices no longer
pays. Hence, the survey results give companies an added impetus to have in place
robust bribery and corruption risk management policies, guidelines and procedures –
and to clearly communicate these to their employees, or risk losing them. Talent
management is a critical aspect which every company needs to address, and
establishing a reputation for championing ethical business practices will go a long
way towards retaining the best staﬀ. Talent retention has been a perennial issue
plaguing the accountancy sector. Due to the ﬁnancial nature of the work, accountancy
is conceivably one of the higher risk occupations when it comes to exposure to
unethical practices. For companies to keep their accounting talent, they should heed
the advice of the survey results to engage in ethical business practices.

Talent management is a critical aspect which every company needs to
address, and establishing a reputation for championing ethical business
practices will go a long way towards retaining the best staﬀ.

Likewise, the case is just as strong, if not stronger, for accountants to be ethical.
Accountants are bound by a stringent ethics code which is aligned with international
best practices. Breaching the ethics code could subject delinquent accountants to
disciplinary action. Public accountants, also commonly known as audit partners,
regulated by the Accounting and Corporate Regulatory Authority, could land
themselves in hot water with the authorities if they do not adhere to the ethics code.
Moreover, Singapore’s strict regulatory stance on unethical practices such as bribery,
corruption and criminal breach of trust is a strong deterrent to anyone, let alone
accountants, to even contemplate committing such illegal acts. In the recent
indictment for corruption of three senior executives of Singapore Technologies
Marine, the Corrupt Practices Investigation Bureau had reiterated that “Singapore
adopts a zero-tolerance approach towards corruption and the Bureau takes a serious2/4
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adopts a zero-tolerance approach towards corruption and the Bureau takes a serious
view of any corrupt practices and will not hesitate to take action against any party
involved in such acts”. In the same manner, the conviction of an ex-ﬁnance manager
who misappropriated funds from her employer, Research Paciﬁc Group, illustrated
the nation’s ﬁrm stand on such deceitful behaviour.

CARROT, STICK OR OTHER APPROACH?
Given that there is unlikely to be any panacea to eradicate unethical practices, it
comes as no surprise that the most eﬀective measure for now may be enforcement –
to keep everyone on their toes. Once the thought of severe repercussions lingers,
potential oﬀenders will think twice before infringing any laws, rules or regulations.
While the stick approach may work, it is often regarded as hard-lined and to a certain
extent, uncompassionate. In this instance, a multi-pronged approach incorporating
education may be more palatable. Professional accountancy bodies and the business
community can collaborate to impress upon accountants the importance of being
ethical and companies, the beneﬁts of carrying on an ethical business. The two go
hand-in-hand. Accountants will be inﬂuenced and motivated to behave ethically if the
corporate culture of their organisation embraces and promotes ethical behaviour.
The collaborations could foster the development in companies of key elements such
as leadership by example, an enforced corporate code of ethical conduct and a watertight whistle-blowing policy protecting the whistleblower. These help to demonstrate
that companies mean business when advocating ethical behaviour.
Additionally, companies should always bear in mind that other than generating
proﬁts, they have another important responsibility – corporate social responsibility
(CSR). Doing business ethically is part of CSR. Some companies have learnt the hard
way and paid a massive price for their indiscretions in terms of irreparable
reputational damage and enormous ﬁnancial losses. The infamous Volkswagen
emissions cheating scandal last September could eventually cost the German
company billions of dollars in penalties. Back home, when Singapore was enshrouded
by the haze from Indonesia last year, retailers and consumers here took action to hit
the guilty parties where it hurt the most – their pockets. They boycotted the products
of those companies implicated as culprits behind the haze problem. These are
valuable lessons which show that there are severe repercussions to unethical
business practices.

TOWARDS ETHICAL BUSINESS PRACTICES
Currently, the international movement towards more ethical business practices and
more guidance for professional accountants facing ethical dilemmas is gaining
momentum. At the International Organisation for Standardisation (ISO), a project is in
the pipeline to attempt to tackle bribery at the organisational level. ISO is developing
an international standard on anti-bribery management systems to help all
organisations in both the public and private sectors to prevent bribery and promote
an ethical business culture. The issues discussed include adequate support from top
management, a designated anti-bribery function, staﬀ training, bribery risk
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3090
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breach fundamental ethical principles. Help is deﬁnitely on the way.
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… the international movement towards more ethical business practices
and more guidance for professional accountants facing ethical
dilemmas is gaining momentum.

In the meantime, good sense prevailed with Mr Ong. The harrowing image of his wife
and children visiting him behind bars sent shivers down his spine. He tore up the
cheque, handed in his resignation letter and left the oﬃce. Smiling.

Kang Wai Geat is Assistant Director, Technical Advisory and Professional Standards,
ISCA. An edited version of this article was ﬁrst published in The Business Times on 19
February 2016.
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S O C I A L M I S M ATC H B E T W E E N A U D I TO R A N D C L I E N T
M A N AG E M E N T

Social Mismatch between Young Staff Auditors
and Experienced Client Management
BY

G. BRADLEY BENNETT AND RICHARD C. HATFIELD

RESEARCH INSIGHTS
A typical audit engagement involves junior-staﬀ-level auditors (those with one to two
years of professional audit experience) frequently interacting with client management
in order to compile audit evidence and complete audit tasks. These interactions can
be socially awkward or intimidating for junior-staﬀ-level auditors given they are
typically much younger (in their early 20s), less experienced, and less knowledgeable
than many members of client management with whom they interact. A recent study
by Bradley Bennett and Richard Hatﬁeld appearing in the January 2013 issue of The
Accounting Review, entitled “The Eﬀect of the Social Mismatch between Staﬀ Auditors
and Client Management on the Collection of Audit Evidence”, directly considers this
interaction between staﬀ auditors and client management.
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3117
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The paper won the AAA/Deloitte Wildman Medal Award (sponsored by Deloitte) at the
2015 American Accounting Association Annual Meeting for the publication published
in the past ﬁve years with “the most signiﬁcant contribution to the advancement of
the practice of public accountancy”.
First, the study conducts a preliminary survey of junior-staﬀ-level auditors focusing
on their experience during audit ﬁeldwork (that is, time at the client’s oﬃce/site). Staﬀ
auditors reported spending a signiﬁcant amount of their time during an audit at the
client’s oﬃce, as well as interacting with client management in a variety of ways:
requesting documentation, asking for clariﬁcation/explanations during testwork, and
asking additional follow-up questions from these initial requests and conversations.
Staﬀ auditors reported that during ﬁeldwork, they spend a signiﬁcant amount of time
interacting with senior levels of client management (for example, Controller, CFO).
Additionally, 100% of surveyed auditors have been in meetings with client
management in which the auditor perceived the client’s tone/attitude “seemed to
indicate that he/she was becoming annoyed with (the auditor’s) interruptions of
his/her work”.

AUDIT TASK AND APPROACH
The study next conducted an experiment utilising graduate students at a public
university in the US with signiﬁcant full-time work experience in public accounting (at
least one “busy season”).
Participants were placed in the role of staﬀ-level auditor for an engagement and
needed to evaluate the conﬁrmations and resolve discrepancies between the audit
client’s records and their customers’ noted discrepancies on the conﬁrmation.
In addition, auditors were introduced to the audit client’s “Controller” – an accounting
professional portraying the Controller who had information the auditors may need.
As in the audit profession, it was up to the auditor study participant to decide
whether or not to ask the Controller questions.
Participants were randomly assigned with one of three “versions” of the Controller: (a)
Controller who was similar in age and experience as the participant (similarly
matched with knowledge); (b) Controller who was older and more experienced than
the participant (mismatched with experience and knowledge), and (c) Controller who
was older and more experienced but who also tried to intimidate or undermine the
conﬁdence of the staﬀ auditor (for example, saying things like “I’m not sure why you
would ask this question; it’s very simple and straightforward.”). This allowed the
researchers to evaluate the diﬀerences in auditors’ decisions between the three
groups of staﬀ auditors.
To determine whether the use of email may help relieve this social dilemma of
interacting with a more experienced Controller, half of the participants had the option
to meet with the Controller face-to-face to ask questions and the other half had the
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3117
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FINDINGS
The study ﬁnds that the social “mismatch” between young, inexperienced staﬀ
auditors and older, more experienced and knowledgeable client management did
impact the staﬀ auditors’ willingness to gather additional audit evidence needed to
properly complete the audit conﬁrmation task.
Of those staﬀ auditors paired with an older, more experienced Controller, only 35% of
them chose to meet with the Controller face-to-face. However, 83% of the auditors
paired with a Controller that was more similarly “matched” in age, knowledge, and
experience chose to meet with the Controller face-to-face to ask further
questions/gather more evidence. Surprisingly, it did not matter whether the
Controller was acting in an intimidating manner or not. Instead, young staﬀ auditors
were reluctant to ask follow-up questions when the Controller was older and more
experienced. Their reluctance to ask follow-up questions resulted in less evidence
being collected and lower-quality documentation and conclusions. Further, work
papers were often prepared in a vague way, making the loss of information hard to
detect during the review process.
However, when provided with the opportunity to email the Controller instead of
inquiring face-to-face, auditors were much more likely to request additional evidence:
69%, as compared to 35% who did not have the opportunity to email. Hence, email
curtailed, but did not eliminate, the reduction in evidence collection caused by
avoiding live, face-to-face interaction.
Overall, while electronic communication helps, it does not completely erase staﬀ
auditors’ reluctance to ask follow-up questions, and importantly, such communication
loses the richer context of in-person interactions.

IMPLICATIONS
While this study has the generalisability limitations common to all experimental
studies, there are key ﬁndings for audit practice. Staﬀ-level auditors spend a great
deal of time with members of client management who are more knowledgeable and
more experienced, compared to the limited amount of experience that new staﬀ-level
auditors have. Given this “mismatch” in age, experience and knowledge, the staﬀ
auditors often ﬁnd themselves in intimidating situations when having to ask
questions of client management. While young auditors using email are more willing to
ask questions, the use of email does not fully mitigate this negative impact on the
evidence-gathering process. In addition, email communication has other potential
drawbacks as well.
These ﬁndings suggest that new staﬀ-level auditors may need to be better prepared
for this social dynamic and trained in how to handle this intimidating scenario. Junior
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3117
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Bradley Bennett is Assistant Professor of Accounting, University of Massachusetts,
Amherst, and Richard C. Hatﬁeld is Professor of Accounting, The University of
Alabama. Copyright March 2016 by the International Federation of Accountants (IFAC).
All rights reserved. Used with permission of IFAC. Contact permissions@ifac.org for
permission to reproduce, store or transmit this document.
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Succeed in Business on Foreign Shores
BY

BUSINESSTHINK

POINTERS FOR GROWTH PLAY ACROSS BORDERS
Having lived and worked in Singapore for 30 years, Australian veterinarian Shane
Ryan is now expanding his business interests into Cambodia’s capital, Phnom Penh. In
Singapore, he runs Companion Animal Surgery, one of the country’s largest vet
practices, but last year, the opportunity in Cambodia presented itself and the
conditions were simply too perfect to refuse.
Importantly, Ryan knew exactly what those conditions were, thanks to a mix of past
experience, industry and regulatory familiarity, and local knowledge. Two decades
earlier, he had attempted a similar expansion into Vietnam which, though
unsuccessful, was a rich learning experience.
“The Vietnam experience was in about 1994 or 1995,” Ryan explains. “Another vet and
I tried to open a private clinic there because no one had ever done so. It was not only
a business opportunity but also would have meant we were pioneers.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3110
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a business opportunity but also would have meant we were pioneers.
“There were no private clinics at all in Vietnam in those days. It was still a very
communist country. We met with various people, even with the chairman of the
committee of Ho Chi Minh City. They were quite happy for us to open a business, but
their regulations and requirements kept becoming more and more onerous. It
eventually became ﬁnancially unviable to continue.”
In those days, Ryan says, countries such as Cambodia and Vietnam were relatively
closed, politically and economically. And as a veterinarian and business person, Ryan
at the time had far less experience and fewer relationships with other people in and
around his industry.
Today, he has two decades more experience in a far improved business environment
in which the Association of Southeast Asian Nations (ASEAN) Economic Community
has been realised. He also now holds the position of president of the Federation of
Asian Veterinary Associations, which has put him in front of industry players from all
around the ASEAN region.
“To be honest, if you don’t have those personal relationships with people in the
territory you’re looking to enter, you’re probably going to hit a wall,” Ryan says. “You
must know people who are in a position to make sure that anything you’re trying to
do is not unduly hindered.”

COGNITIVE PROCESSES
Elizabeth Maitland, an associate professor in the school of management at UNSW
Business School, has spent much of her career studying the various cognitive
processes and skills that come into play when an organisation is making a growth
play across borders.
According to Maitland, we know that businesses are capable of making such a move,
but we understand very little about how they go about it as a sense-making task.
What then are the management considerations and cognitive processes that can
separate a successful expansion into a new territory from an unsuccessful one?
In the paper “Managerial Cognition and Internationalisation”, Maitland and André
Sammartino, a senior lecturer at the University of Melbourne, report on the results of
a detailed study into how decision-makers think through and determine an
internationalisation decision.
One of their many ﬁndings is the identiﬁcation of seven knowledge domains that can
make up the mental models of decision-makers. They also discovered the
connections, or interdependencies, between each of these domains.
“Some of these domains come out of existing theory,” says Maitland. “But we made
the realisation that there are deﬁnitely seven. In existing theoretical models, there are
three dominant domains – location, ﬁrm-speciﬁc advantages and governance
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3110
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“What is under-acknowledged in the literature is the interaction between these. We’ve
identiﬁed that, and formalised the other ones. Until you do that, you don’t really
understand how clearly they interact.”
The seven knowledge domains, based on international business models,
are location (“where we might be going”); value proposition (“where value lies for
us”); operational aspects (“how we manage this”); overall opportunity (“why we should
do it”); ﬁrm-speciﬁc advantages (“what we are good at”); capacity (“whether we are
able to do this”), and governance architecture (“how we structure it”).
“Consistent with the managerial cognition literature, we argue individuals vary in how
they make sense of an internationalisation decision, speciﬁcally in terms of how they
identify and connect elements within and across these knowledge domains. This
individual-level heterogeneity stems from diﬀerences in their mental models of
stored knowledge, based on diﬀerent career and lifetime learning experiences,”
Maitland says.

STRONG PERSONAL LINKS
Lifetime learning experiences are the key diﬀerence between Ryan’s previous push
into Vietnam and his present expansion into Cambodia.
When he travelled to Ho Chi Minh City in the mid-1990s, he was relatively
inexperienced in international veterinary business management. One of his only ﬁrmspeciﬁc advantages was that this would be the ﬁrst private clinic in the country, but
he was to discover after several meetings that he did not have the capacity nor the
local knowledge to operate in the market of the time.
Today in his Cambodia expansion, the opposite is true. The network of ASEAN
professionals with which he has strong personal links is broad and powerful. The
value proposition and overall opportunity – the likely success of an advanced, western
style of clinic in a highly-populated city in which there is a high rate of pet ownership
among the wealthy and expats – is a positive one.
Firm-speciﬁc advantages are clear and numerous, beginning with the fact that Ryan is
the respected owner of one of Singapore’s most successful veterinary clinics.
Critically, location factors are considerably diﬀerent from the Vietnam venture,
including a far more open and receptive economic and political environment, as well
as a vital partner that is helping to smooth the way. The private clinic will be
developed in partnership with the Royal University of Agriculture in Phnom Penh.
“It will act as not only a proﬁtable business but also as a teaching hospital for the
university,” Ryan says. “So the opportunity is to give something back but build a
successful business at the same time.”
Finally the structure, or “governance architecture”, of the Cambodia venture has also 3/4
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Finally the structure, or “governance architecture”, of the Cambodia venture has also
been planned carefully in order to protect the Singapore business.
“I’m going to set up a diﬀerent company because this one involves inherent risk,” he
says. “If it falls over, I don’t want it to take anything else with it.
“I’m meeting with the veterinarians in Cambodia to discuss risk issues and to ﬁgure
out how to mitigate risk. I’m also speaking with people from the outside who have
done this, people in Singapore and Cambodia who are foreigners who have set up
businesses. I’m wanting to know the problems they had and the ways they got around
them.”

“To be honest, if you don’t have those personal relationships with
people in the territory you’re looking to enter, you’re probably going to
hit a wall… You must know people who are in a position to make sure
that anything you’re trying to do is not unduly hindered.”

STRESS-TESTING ASSUMPTIONS
What a diﬀerence two decades make. Ryan’s is the exact type of experience that
Maitland is attempting to deﬁne and frame in order to teach businesses the steps
they should follow and the expertise they must develop internally or bring on board.
“We know very little about what distinguishes someone who is able to look at a
foreign location and say, ‘There’s a lot of noise here, but this is what’s going to create
an opportunity for us, what’s going to present a risk and how we’re going to manage
it’,” she says.
“In my research, I’m attempting to discover what it is about someone’s prior career
and experience that seems to endow them with the learning, knowledge and expert
judgement to do that.
“So far, it seems that it’s not about having been to foreign countries, but that you’ve
experienced lots of diﬀerent business contexts. You’ve regularly been in diverse
situations in which you have had to take all of your assumptions and really stress-test
them. That seems to be one of the ingredients for international business success,”
Maitland says.

This article has been reproduced with the permission of BusinessThink, UNSW
Australia Business School, where it was ﬁrst published. Please visit BusinessThink.
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Get a Grip on Exchange of Information

BY

JOANNA WONG AND FELIX WONG

KNOW THE ESSENTIALS AND THE LATEST
Conﬁdential information has been provided by the Inland Revenue Authority of
Singapore (IRAS) to foreign tax authorities, as part of Singapore’s application of the
2005 international standard for Exchange of Information (EOI) for tax purposes set by
the Organisation for Economic Co-operation and Development (OECD) in Article 26 of
the OECD Model Tax Convention.
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3080
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EOI is carried out under bilateral tax agreements, through the article on exchange of
information in Agreements for the Avoidance of Double Taxation and the Prevention
of Fiscal Evasion (DTAs) that Singapore has concluded with many other tax
jurisdictions. Besides DTAs, EOI may also be implemented under an Exchange of
Information Agreement (EOIA), which Singapore has with Bermuda.

EXCHANGE OF INFORMATION
The basic requirement for EOI is that information sought must be foreseeably
relevant for carrying out the provisions of the DTA, or for the administration or
enforcement of domestic tax laws of the requesting state. Elaborating on this was
Accredited Tax Advisor (Income Tax and GST) S. Sharma, Consultant at A C Fergusson
Law Corporation, at a recent Tax Excellence Decoded session by the Singapore
Institute of Accredited Tax Professionals.

Accredited Tax Advisor (Income Tax and GST) S. Sharma, Consultant at A C Fergusson Law Corporation,
explained the essentials of EOI and updated the audience on the latest Supreme Court cases on the topic.

Updating the participants, Mr Sharma highlighted that requests made by foreign tax
authorities under a DTA were previously limited to information on residents of the
two Contracting States. With amendments made in 2010 to the Income Tax Act (ITA)
through new Parts XXA and XXB and a new Eighth Schedule, and changes to DTAs, a
foreign tax authority may seek and obtain from IRAS, information on a person who is
neither resident in Singapore nor in the other country. Requests by the foreign tax
authority may also be made for taxes not covered in the DTA, and information
obtained may be used for purposes not limited to taxes under the DTA. Singapore is
obliged to obtain the information requested even if it does not need the information
for the administration of its own taxes.
Under further amendments, Part XXB of the ITA was replaced in November 2013.

http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3080
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Under further amendments, Part XXB of the ITA was replaced in November 2013.
Hence, IRAS can disclose secret banking and trust company information to a foreign
tax authority without ﬁrst obtaining an Order of the High Court to authorise such
disclosure. The new Part XXB was introduced in 2013 to improve international tax cooperation under international tax compliance agreements like Foreign Account Tax
Compliance Act (FATCA). Since November 2014, requests for information on a group
of taxpayers are possible. Under Singapore’s EOI regime, information may be
provided on a request basis (EOIR) or on an automatic basis (AEOI).

EXCHANGE OF INFORMATION BY REQUEST
Under EOIR, Singapore’s treaty partner makes the request for speciﬁc information to
the Comptroller of Income Tax (CIT) at IRAS. The request is made under s105D of the
ITA and must comply with all the requirements of the Eighth Schedule. The request is
dealt with in accordance with the EOI article in the relevant DTA.
The requesting state is obliged to treat the information supplied as conﬁdential and
to prevent unauthorised use of the information after it is disclosed by IRAS.

LEGAL PROTECTION IN EOI
If a taxpayer feels aggrieved by IRAS’ actions, the aﬀected person may initiate an
application to the court for a judicial review. To protect taxpayers, various other legal
protections are in place, including provisions under the article on exchange of
information under the relevant DTA.
Singapore, as the requested state, is not obliged to carry out administrative measures
that are diﬀerent from its own laws or administrative practices or those of the
requesting state. It is also not obliged to supply information which is not obtainable
under its laws or those of the requesting state, or not obtainable in the normal
course of its or the requesting state’s administration.
Additionally, Singapore is not obliged to supply information which would disclose any
trade, business, industrial, commercial or professional secret or trade process.
Neither is Singapore obliged to supply information where disclosure would be
contrary to public policy.

AUTOMATIC EXCHANGE OF INFORMATION
Under the AEOI regime, bulk taxpayer information is transmitted in a systematic and
periodic fashion from the source country (where the income is earned) to the
residence country (where the person receiving the income is normally based). Such
information may include dividends, interest, royalties and salaries – aspects of
income normally collected on a routine basis through the reporting process in the
source country. Other types of information that may fall under the ambit of AEOI
include the change of residence, the purchase or disposal of immovable property and
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3080
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In November 2013, changes in the ITA extended IRAS’ ability to provide EOI assistance
in accordance with the internationally agreed standard to all existing treaty partners
without having to update these DTAs bilaterally.
In November 2014, further changes such as the expansion of scope of EOI
arrangements to cover multilateral treaties, conﬁdentiality requirements for judicial
reviews and anti-avoidance provisions were implemented.
In 2015, there were two Supreme Court cases on EOI.

ABU V COMPTROLLER OF INCOME TAX [2015] SGCA 4
In November 2012, in a Letter of Request (LoR), the National Tax Agency of Japan
( JNTA) requested various bank statements from 2006 to 2011 of speciﬁc bank
accounts of a Japanese national, his child and related companies. The request was
made in the course of a tax examination into the Japanese national residing in Japan.
As required by the ITA as it then stood, CIT applied for a High Court order in April
2013 for the bank information, with the bank as the defendant. However, the
application was for all bank statements of any bank account of the Japanese taxpayer,
his child and a number of corporate entities (local and foreign) – far more than what
the JNTA had requested. The High Court granted an order in terms[1] of CIT’s court
application. Although the taxpayer was granted leave to intervene in the proceedings,
the LoR was available only to CIT and the High Court.
The taxpayer subsequently appealed to the Court of Appeal (CA) that CIT had acted
beyond the terms of the Request, citing JNTA’s LoR which had been denied to him. The
issue before CA was whether the High Court’s order for all bank statements was
proper (given that the LoR only sought bank statements of speciﬁed bank accounts).
CA ruled that any application from CIT cannot go beyond the ambit of the request.
This case also highlighted that as long as the request for information complied with
the Eighth Schedule of the ITA on the face of the request, it is not for the Courts to
question the requests made by the requesting authority. If there are doubts
concerning the veracity of the request, it would fall on the CIT to resolve them
through diplomatic channels.

AXY V COMPTROLLER OF INCOME TAX [2015] SGHC 291
In September 2013, the National Tax Service of the Republic of Korea (NTS) issued a
request for the provision of information on the banking activities of Korean taxpayers
in Singapore. This request was issued after tax investigations had commenced in
Korea against the Korean nationals.
Following the request, CIT issued notices to various banks in Singapore for
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3080
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This case highlights that taxpayers have access to the judicial process through judicial
review, as a safeguard to prevent CIT from acting arbitrarily or incorrectly. It is also
highlighted that in determining the scope of discovery for a judicial review
application, the court should consider the overriding principle that the gathering of
information in a foreign state for tax investigation purposes must not be prejudiced
by court proceedings in Singapore.
In summary, the two cases established that CIT’s actions in applying EOI provisions in
the ITA and relevant DTA, including issuing of notices, are subject to the court’s
scrutiny. “Fishing expeditions” by foreign tax authorities are not allowed. Singapore
courts will not examine issues of foreign tax law.
Singapore’s EOI regime is still evolving. An Exchange of Information Order was
gazetted on 25 January 2016, signifying Singapore’s adoption of the Convention on
Mutual Administrative Assistance in Tax Matters including Singapore’s reservations.
Further amendments have been proposed under the Income Tax (Amendment) Bill
due for a second reading in Parliament on 29 February 2016.

Joanna Wong is Assistant Director, and Felix Wong is Tax Manager, SIATP. This article
is based on SIATP’s Tax Excellence Decoded session facilitated by Accredited Tax
Advisor (Income Tax and GST) S. Sharma, Consultant at A C Fergusson Law
Corporation. For more tax insights, please visit SIATP.

[1]

Comptroller of Income Tax v BLM [2014] 1 SLR 123
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Failure to Detect Theft and Fraud

BY

SARAH BECKETT FERENCE, WITH ADDITIONAL REPORTING BY SHERYL HON

IT’S NOT JUST AN AUDIT ISSUE
Commonly referred to as the “expectation gap”, a disconnect sometimes exists
between an auditor’s professional responsibility for detecting theft and fraud and the
general public’s perception of an auditor’s duties. The Singapore Standard on Auditing
240 Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements
includes a responsibility to communicate to the appropriate level of management on
a timely basis if any information or evidence comes to the auditor’s attention
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a timely basis if any information or evidence comes to the auditor’s attention
indicating the occurrence of fraud. However, claims made against professional ﬁrms
for alleged failure to detect theft and fraud could emanate from all types of
engagements, including those generally regarded by practitioners as low risk, such as
bookkeeping, tax compliance and compilation services.
In such cases, plaintiﬀ attorneys may contend that the practitioner failed to exercise
due care in accordance with the relevant standards and regulations appropriate to
the circumstances of the case, which is expected of them. In defence, the aﬀected
practitioner will have to show that there was no negligence on his/her part or no duty
of care was owed to the plaintiﬀ.
Certain practitioners may believe that longtime clients would never assert such a
claim against them. However, a congenial working relationship can take an abrupt
turn when fraud is discovered. Clients then may question why the auditor or
accountant didn’t discover the fraud earlier or bring matters to the clients’ attention
that could have prevented it.
To illustrate how a practitioner can get tangled up in a client’s fraud, consider the
following scenarios. These scenarios are based on real-life claims from AICPA
Professional Liability Insurance Program.

SCENARIO 1
A practitioner was engaged to perform tax compliance and tax planning services for a
recruitment agency. To understand potential year-end tax implications, the
practitioner summarised select income and payables accounts and discussed trends
with the owner. The practitioner also received monthly bank statements and bank
reconciliations. The controller, a longtime employee of the agency, embezzled more
than $1 million by writing cheques to himself, reporting them as business expenses
and destroying the cancelled cheques (or scanned copies of them) when the bank
statements were received.
The owner brought a claim against the practitioner for failing to detect the
embezzlement. Expert review of the engagement noted that the controller had
unmonitored access and responsibilities in accounts payable and that the trend
analysis the practitioner performed noted unusual ﬂuctuations in expense accounts.
The plaintiﬀ’s attorney argued that the practitioner should have identiﬁed the trend
ﬂuctuations as a red ﬂag and brought this and the internal control weakness to the
owner’s attention for further investigation. In defence, the practitioner’s counsel
noted that the practitioner received the bank statements for the sole purpose of
understanding the tax implications.

SCENARIO 2
A professional ﬁrm compiled annual ﬁnancial statements for a local wine producer.
The ﬁrm sued the client for outstanding fees, and the client countersued, alleging
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3104
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failure to detect a high six-ﬁgure embezzlement perpetrated by three of its
employees, all of whom colluded to create false wire transfers and payroll cheques.
The professional ﬁrm’s invoices, which were produced during the lawsuit’s discovery
phase, indicated that the ﬁrm performed a review of ﬁnancial statements, made
changes in ﬁnancial statement classiﬁcations and general ledger adjustments, and
completed bank reconciliations. Professional ﬁrm representatives also worked
extensively on-site with the employee-embezzlers and were involved in the company’s
day-to-day ﬁnancial operations, but they did not discover the fraudulent wire
transfers or payroll cheques.
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In both scenarios, the lack of an engagement letter memorialising the scope and
limitations of services performed and management’s responsibilities was detrimental
to the practitioners’ defence.

LIMITING RISK EXPOSURES
Practitioners can use several techniques to protect themselves against risk exposures
related to failure to detect theft and fraud. They include:
Embrace a quality culture
Integrate quality control policies and procedures into the ﬁrm’s processes and
procedures, not just for audit engagements but for non-assurance engagements as
well. Due to high staﬀ turnover in this profession, an eﬀective and strong quality
control would provide assurance of consistency in quality across all services provided
by the ﬁrm.
Regularly evaluate the risk of the client and the engagement
Client and engagement acceptance and continuance are not simply for audit
engagements. Regularly screen clients and consider the risks associated with both the
client and the services you are being engaged to perform. It should raise a red ﬂag for
the practitioner when clients dismiss internal control weaknesses brought to their
attention. Is this a situation where the client has an unreasonable service expectation,
or is it possibly one of questionable integrity? Either way, the practitioner should take
precautions. Continuing to serve clients that are rated as high risk, diﬃcult and/or
uncooperative would build a portfolio of lower quality clients and increase the
likelihood of legal claims resulting in ﬁnancial loss and/or reputation loss to the ﬁrms.
Use engagement letters on all engagements
That’s correct – all engagements. In some cases, claims have arisen as a result of
misunderstanding regarding the responsibilities and duties of the auditors or
accountants. A well-crafted engagement letter can help reduce expectation gaps and
serve as key evidence in the defence of a professional liability claim. The engagement
letter should include an understandable description of the scope and limitation of
services to be performed, a statement that the engagement is not designed to detect
theft or fraud, and the responsibilities of both the client and the professional ﬁrm.
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3104
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Stay within the scope of the engagement
An engagement letter is useful only if the practitioner adheres to the deﬁned scope in
rendering the professional services. Additional services, or modiﬁcations to agreedupon services, should be memorialised in writing with the client, whether it’s through
email, a new engagement letter, or an amendment to the existing engagement letter.
Be actively involved in all engagements
This is notwithstanding that he might have delegated certain tasks to other team
members. Continual and timely involvement of the practitioner is necessary to ensure
that work is carried out properly and that quality standards are met.
Be fraud aware
Train all the ﬁrm’s professional staﬀ, not only auditors, about potential fraud risk
factors and the “fraud risk triangle” (opportunity, rationalisation, and
incentive/pressure). Learn about the risk factors associated with common frauds,
such as embezzlement by an unmonitored bookkeeper or controller with excessive
authority or access, or use of business credit cards for personal expenses. Firm
personnel should be educated about common internal control weaknesses that
create an opportunity for fraud to occur, such as a lack of segregation of duties, poor
tone at the top or infrequent vacations taken by key ﬁnancial employees.
Apply professional scepticism to all engagements
This is particularly important for engagements with longtime clients, where a level of
established comfort could threaten objectivity and diminish professional scepticism.
Trust your instincts and follow up on matters that don’t seem quite right. It is also
important to train professional staﬀ to have a questioning mind.
If you see something, say something
Management letters with suggestions for control or process improvements are not
designed solely for audit clients. If you observe a weakness in internal controls or
believe management should follow up on an observation noted, inform your client
orally and in writing. If the weakness persists year after year, keep telling the client
both orally and in writing until the deﬁciency is addressed.
Document, document, document
Contemporaneous documentation represents critical evidence in the defence of
professional liability claims. Strong documentation includes, at a minimum, a wellcrafted and detailed engagement letter, documentation regarding client inquiries
made and responses received, and communication of internal control matters or
suspicious activities noted.
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3104
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CONCLUSION
There is an increasing trend of litigation in today’s business environment. Although it
is not possible to be protected from all circumstances that cause the auditors or
accountants to run into the danger of claims for failure to detect theft and fraud, it is
imperative that professional ﬁrms put in place measures to limit such risk exposures.

Sarah Beckett Ference is a risk control director at CNA. Additional reporting for this
article was provided by Sheryl Hon, Manager, Quality Assurance, ISCA.
Continental Casualty Company, one of the CNA insurance companies, is the
underwriter of the AICPA Professional Liability Insurance Program. Aon Insurance
Services, the National Program Administrator for the AICPA Professional Liability
Program, is available at AICPA Member Insurance Programs.
This article provides information, rather than advice or opinion. It is accurate to the
best of the author’s knowledge as of the article date. This article should not be viewed
as a substitute for recommendations of a retained professional. Such consultation is
recommended in applying this material in any particular factual situations.
Examples are for illustrative purposes only and not intended to establish any
standards of care, serve as legal advice, or acknowledge any given factual situation is
covered under any CNA insurance policy. The relevant insurance policy provides
actual terms, coverages, amounts, conditions, and exclusions for an insured.
The original version of this article originally appeared in the February 2014 issue
of Journal of Accountancy.
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TECHNICAL EXCELLENCE
TECHNICAL HIGHLIGHTS

Technical Highlights

ISCA COMMENTS ON PROPOSED GUIDANCE ON UNCERTAINTY OVER INCOME TAX
The proposed Draft IFRIC Interpretation (DI) provides guidance on accounting for
current and deferred tax liabilities and assets in circumstances in which there is
uncertainty over income tax treatments. ISCA believes that this is a good opportunity
for IFRIC to address the main issue on the project titled “IAS 12 Income Taxes –
Deferred taxation arising from un-remitted overseas earnings”, which was discussed
during the IFRIC meeting held in May 2007, and proposed for the scope of the DI to
be expanded to address the issue of whether deferred tax should be recognised for
un-remitted overseas income.
We have requested that the proposed scope of the uncertain tax treatments be
expanded to include one arising from an uncertain future event such as whether or
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expanded to include one arising from an uncertain future event such as whether or
not an entity’s direct (that is, not through foreign subsidiaries, branches, associates or
joint arrangements) earnings (that is, either tax free or otherwise) in another
jurisdiction will eventually be remitted to the entity’s home jurisdiction, thereby giving
rise to an incremental tax payable. The nature of the uncertainty is not whether the
tax authority will accept a speciﬁc tax treatment but whether the entity will remit the
foreign earnings to its home jurisdiction, thereby giving rise to an incremental tax
payable.
ISCA WELCOMES PROPOSED GUIDANCE ON FOREIGN CURRENCY TRANSACTIONS
AND ADVANCE CONSIDERATION
The DI provides clarity that non-monetary prepayment asset or non-monetary
deferred income liability should not be re-translated notwithstanding that the asset,
expense or income is recognised on a later date. This will reduce diversity in practice.
IASB RESPONDS TO INVESTORS’ CALL FOR IMPROVED DISCLOSURES
IASB has issued amendments to IAS 7 Statement of Cash Flows. The amendments
require companies to provide information about changes in their ﬁnancing liabilities
so as to help investors to evaluate such changes, including changes from cash ﬂows
and non-cash changes (such as foreign exchange gains or losses). The amendments
are eﬀective for annual periods beginning on or after 1 January 2017.

AMENDMENTS TO AGS 9 ARISING FROM AUDITOR REPORTING STANDARDS
Conforming amendments have been made to AGS 9 arising from the new and revised
auditor reporting standards. The amendments are eﬀective for audits of ﬁnancial
statements for periods ending on or after 15 December 2016.

IESBA NEARS FINALISATION OF REVISED LONG ASSOCIATION PROVISIONS IN
ETHICS CODE
IESBA has released for public comment the ED Limited Re-exposure of Proposed
Changes to the Code Addressing the Long Association of Personnel with an Audit
Client. The ED relates to IESBA’s project to develop more robust and comprehensive
provisions dealing with the long association of personnel with an audit or assurance
client. It contains a basis for conclusions regarding proposals that have been
ﬁnalised, as well as the limited re-exposure of three remaining issues.
http://journal.isca.org.sg/#!edition/editions_apr2016/article/page3084
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Exclusive Privileges for Members
Get 20% oﬀ these and other titles till 30 April 2016. Please quote VBM53
in the promo code ﬁeld when you order at www.wiley.com, call
customer service hotline at 6643-8333 or email csd_ord@wiley.com. For
more titles, please visit Member Privileges.

S$116.58 including GST
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EQUITY VALUE ENHANCEMENT
The must-have reference for professional advisors and multigenerational entrepreneurial
families, this guide shows that only through governance, relationships, risks, and
knowledge can one become a “strategic-value architect” who measures, manages, and
maximises the intangible assets of a company while leveraging and aligning human and
financial capital.

BUY NOW

S$109.09 including GST

INTERPRETATION AND APPLICATION OF IPSAS
The IPSAS are international standards that largely follow the IFRS model, though they
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differ in some key areas as well as include standards in places where IFRS has none. The
book describes all the IPSAS and the role of the IPSASB, and demonstrates their practical
application through the use of case studies and examples. Readers will be updated on the
new standards, and gain an understanding of their proper interpretation and real-world
application.

BUY NOW

S$136.91 including GST

THE XVA CHALLENGE (3RD EDITION)
Since the global financial credit crisis unfolded in 2007, the importance of counterparty
risk and related aspects such as funding, collateral and capital have become of paramount
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importance. This reference, written for practitioners, academics and students in the field,
has been thoroughly revised and updated, and includes information on the latest academic
thinking, regulatory rules and market practice about the subject.

BUY NOW
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Book Quiz

Stand to win the book of your choice! Simply email your answers to the
quiz questions to comms@isca.org.sg by 22 April 2016. Please provide
your full name, NRIC number, mailing address, contact number and the
book you’re interested in.

1. In “Towards More Ethical Business Practices”, establishing a reputation for
championing ethical business practices will go a long way towards retaining the best
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championing ethical business practices will go a long way towards retaining the best
staﬀ.
A True
B False
2. In “The New Leases Standard: IFRS 16”, IFRS 16 is mandatorily eﬀective for annual
periods beginning on or after 1 January 2018.
A True
B False
3. In “Get a Grip on Exchange of Information”, under the AEOI regime, bulk taxpayer
information is transmitted in a systematic and periodic fashion from the source
country (where the income is earned) to the residence country (where the person
receiving the income is normally based).
A True
B False

CONGRATULATIONS
MARCH QUIZ WINNERS
Kevin Tan Kah Wee
Sxxxx119-E
Tan Wei Qin
Sxxxx706-C
Tai Ji Keen
Sxxxx637-D

Answers for March quiz: (1) A, (2) B, (3) B
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