Chartered
Accountant

IS
May 2016

IS CHARTERED ACCOUNTANT

AUDIT
QUALITY

MAY 20 16

Keep Scoring And Winning

FEMALE
BOARD
REPRESENTATION

HELPING
CHARITIES DO
GOOD BETTER

VALUATION OF
BIOLOGICAL
ASSETS

A Compelling
Argument

What Accountants
Can Do

A Review Of
SGX-listed Firms

OFC ISCA May2016v2.indd 1

3/5/16 2:32 PM

16/05/2016

Getting a Boost Up; See Further, Achieve More

Getting a Boost Up; See Further, Achieve More
Dear members,
I was glad to see many of you at our recent AGM. Your attendance and active
participation bear testimony to your support for the Institute’s activities and the value
you see in an ISCA membership. We will be sharing the highlights of the AGM in the
next journal issue, for the beneﬁt of members who were unable to join us on April 23.
One of the advantages of membership is unfettered access to a repository of
materials on accountancy and related business subjects across various platforms.
With the evolving business landscape and increasing expectations from clients and
regulators alike, being in tune with the latest knowledge can provide members with a
competitive boost up, thus placing you a head above the rest.
In the cover story, ‘Audit Quality’, ﬁnd out what is being done to raise the overall
standard of audit. Although the term ‘audit quality’ may sound simple, in reality, it is
not – audit quality does not even have a deﬁnition or analysis that is universally
accepted. IAASB recognises the complexity of the issue, and has taken the lead to
direct the global auditing profession towards attaining audit quality. Last December, it
issued an Invitation to Comment paper, ‘Enhancing Audit Quality in the Public
Interest: A Focus on Professional Scepticism, Quality Control and Group Audits’, to
solicit comments on these three areas. While the changes will take some time to be
ﬁnalised, stakeholders in Singapore will inevitably be aﬀected by them as Singapore
adopts the international auditing and assurance standards issued by IAASB. ISCA will
engage our members early and do our part to facilitate compliance and
implementation.
The Institute has been actively developing its resources for the beneﬁt of our
members and stakeholders. Already, members have been tapping on the resources of
ISCA’s Knowledge Centre – a one-stop centre featuring the latest international and
local updates on auditing and assurance, discussions on pertinent topics such as
auditor reporting and audit quality, perspectives on international proposals, thought
leadership commentaries and other useful references. Given the competitive nature
of business, the value-adding knowhow can help to broaden your world view. It can
help you to see more and see further, and prepare you to take on additional
responsibilities as you advance in your career.
Besides contributing to your organisation, your skills and experiences can be used to
beneﬁt the not-for-proﬁt sector. Charities, with their lean set-ups, often struggle to
keep accurate and up-to-date ﬁnancial records. Yet, having proper ﬁnancial records is
critical for them to garner the trust of their donors and stakeholders. In the ﬁrst of a
series of articles themed ‘Accounting for Good’, the article ‘Helping Charities Do Good
Better’ provides an overview of the local charity landscape, highlights the importance
of ﬁnancial accountability and the challenges faced by charities to keep proper
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of ﬁnancial accountability and the challenges faced by charities to keep proper
ﬁnancial records. The series aims to explore the areas where accounting
professionals can volunteer their time and skills. To ﬁnd out how you can volunteer
your services, please drop a note to ISCA Cares.
Last March, we launched the bimonthly ‘Member Proﬁle’ segment to showcase the
diversity of talent among our members. In this issue, read about how Kelvin Teo, coFounder of Funding Societies, brought a peer-to-peer lending business model to
Singapore and in just over a year, developed it into one of the most successful
ﬁnancial technology start-ups here. Find out how an accountancy background has
helped him to pursue his passion to make a positive impact in Southeast Asia.
As more companies internationalise and engage in cross-border transactions, they
may not be aware of the tax consequences of their business actions. Tax advisors
have to be vigilant and keep in touch with international tax changes in order to advise
their clients accordingly. What are some of the salient updates that tax advisors
should have at their ﬁngertips? These and other relevant information can be found
within these pages, to give you a boost to the next level. Have a good read.
Gerard Ee
FCA (Singapore)

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3333
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Female Demand for International Mobility at an
All-Time High
A PwC report, ‘Modern Mobility: Moving Women with Purpose’, reveals that
opportunities for an international experience feature high on the list of desirable
employer traits, with 71% of females in Singapore saying this is critical to attracting
and keeping them with an employer, versus 64% globally. This echoes PwC’s research
in 2015 (‘The Female Millennial: A New Era of Talent’) which revealed that 82% of
female millennials in Singapore want to work outside their home country during their
career. Yet, the report also shows that that women are less likely (25% Singapore, 19%
global) than men to believe the opportunities for international mobility with their
current employer are equal for men and women.
“As Singapore becomes more prominent on the world stage, Singapore companies
and brands will naturally need to level up to compete at an international level. Global
mobility and international experience can play a big part in retaining talent and
driving innovation, which are necessary for competing at a global level,” says Karen
Loon, Diversity Leader, PwC Singapore. But the report highlights “a number of critical
diversity disconnects”.
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3252
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Although economies are experiencing a time of unprecedented female demand for
mobility, this demand is not yet reﬂected in reality. More than half (57%) of global
mobility executives said their female employees were underrepresented in their
mobility populations.
While 60% of multinationals are using mobility to develop their succession pipeline of
future leaders, only 22% are actively trying to increase their levels of female mobility.
Furthermore, only the same low percentage of global mobility leaders said their
mobility and diversity strategies are aligned.

CHALLENGING GENDER STEREOTYPES
The PwC report challenges certain assumptions and gender stereotypes, such as,
women with children do not want to work overseas or that women do not want to
move because it will put their partners’ higher income at risk.
In fact, in Singapore, 85% of women in a dual-career couple earn equal to or more
than their partner, making the dual-career challenge a mobility factor for
organisations when it comes to both male and female talent. Globally, 41% of female
respondents who said they want to undertake an international assignment are
parents, compared with 40% of men.
The report also found that women in Singapore (83% vs 73% globally) want to take a
mobility experience within the ﬁrst six years of their careers. Yet 33% of organisations
globally do not currently oﬀer early-mobility opportunities.
“Employers must ﬁrst identify and understand the actual – not assumed – barriers
confronting them. Using data analytics to gain a clear view of current mobility and
wider workforce demographics is one avenue that companies can explore to close
this gap,” advises Ms Loon.
Other ﬁndings and areas of disconnect include:

+
+
+
+

63% of females in Singapore (65% globally) would like the opportunities to work overseas to be
more transparent at the companies they work for;
80% of women in Singapore (63% globally) who had been on a mobility experience went on their
own;
Only just over half of women (56% in Singapore, 49% globally) agree that their organisation has
enough female role models with successful international assignment experience;
The preferred assignment destinations for professionals often do not match what is on oﬀer. In
Singapore, 59% of women and 50% of men said they would never relocate to Africa. Meanwhile,
51% of women and 38% of men said the same about the Middle East.

PwC surveyed 3,937 professionals from 40 countries to ﬁnd out about their
international mobility experiences and aspirations. Of these 3,937 respondents, 2,285
were women and 1,652 men, including 70 women and 34 men in Singapore. In
parallel, PwC surveyed 134 global executives with responsibility for global mobility to
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3252
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The full report is available at Modern Mobility: Moving Women with Purpose.
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Rise of the World’s New Manufacturing Centre
The rise of the MITI-V (Mighty 5), comprising the Asia-Paciﬁc nations of Malaysia,
India, Thailand, Indonesia, and Vietnam, will be a trend to watch, according to
the 2016 Global Manufacturing Competitiveness Index report from Deloitte Global’s
Global Consumer & Industrial Products Industry group and the US Council on
Competitiveness.
All of these countries are expected to be included in the top 15 nations by 2020 and
could represent a ‘New China’ in terms of low-cost labour, agile manufacturing
capabilities, favourable demographic proﬁles, as well as market and economic
growth.
The prediction is based on an in-depth analysis of survey responses from more than
500 CEOs and senior leaders of manufacturing companies around the world. As in the
2010 and 2013 reports, the executives ranked 40 countries in terms of their current
and future manufacturing competitiveness and also rated the top drivers of global
manufacturing competitiveness.

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3255
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Although all but Vietnam showed a drop in overall competitiveness rank between
2013 and 2016, when viewed as a group, the MITI-V nations can be seen as oﬀering
an attractive option for market and economic growth as well as growing customer
base for manufacturers. In addition to the availability of a skilled workforce, growing
labour productivity and lower manufacturing labour cost comparative to China, these
nations may oﬀer other incentives including tax holidays, tax exemptions or reduced
import duties on capital goods and raw materials used in export-oriented production.
From a global perspective, the US is expected to become the most competitive
manufacturing nation over the next ﬁve years, with the current leader, China, slipping
into second position, according to the US Council on Competitiveness. This is because2/3
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into second position, according to the US Council on Competitiveness. This is because
the future of manufacturing is expected to be characterised by advanced
technologies and growth through innovation, and the US is among the leaders in this
industry transformation, says the report.
The full report is available at Deloitte’s 2016 Global Manufacturing Competitiveness
Index.

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3255
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2016 Budget Update and its Tax Implications
Seminar
Budget Statement 2016 was delivered by Finance Minister Heng Swee Keat on March
24. Titled ‘Partnering for the Future’, it reﬂected the spirit of partnership as Budget
2016 seeks to transform our economy through enterprise and innovation, and to
build a more caring and resilient society.
With the objective to bring members up-to-date with the latest information and its
impact, the Institute scheduled the 2016 Budget Update and its Tax Implications
seminar on April 7. ISCA President Gerard Ee, in his opening address, reaﬃrmed that
Budget 2016 is representative of a prudent and targeted approach towards SG100. He
said, “With the focus on fostering the spirit of partnership, Budget 2016 sets out to
transform the economy, encourage innovation and nurture an inclusive and resilient
society.”
Drawing attention to several perennial concerns such as cost competitiveness and the
availability of manpower across diﬀerent sectors, Mr Ee rounded oﬀ his address and
wished all participants an enjoyable session ahead.
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3240
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With an attendance of approximately 700 members and guests, the ISCA Budget
Seminar commenced with informative presentations by Prof Sum Yee Loong,
Professor of Accounting (Practice), SMU and Francis Tan, Economist, Global Economics
& Markets Research, UOB.
Centred on the Budget and its tax implications, Prof Sum emphasised that Singapore
has a competitive corporate tax regime that is comparable to its neighbours’. He also
noted that the Productivity and Innovation Credit (PIC) maximum cash payout will be
reduced to $40,000 with eﬀect from 1 August 2016, and will subsequently be replaced
by an Automation Support Package after 2018.
Thereafter, UOB Economist Mr Tan presented his insights on the economic outlook
and analysis of the Budget. Making reference to the current deﬂationary trend, he
attributed it partially to the slowdown in China’s economic growth. In addition, with
Singapore’s GDP recording its slowest growth rate, the number of labour
redundancies had increased exponentially.
Moderated by Chiu Wu Hong, Partner, Head of Enterprise, Head of M&A Tax, KPMG
Singapore, the Budget Seminar concluded with a fruitful and engaging panel
discussion. Making up the panel were Prof Sum; Mr Tan; Ho Meng Kit, CEO, Singapore
Business Federation, and Simon Lim, Group Director, Capabilities & Partnership,
SPRING Singapore. Some of the topics included the possibility of a greater focus on
internationalisation and the broadening of SGInnovate to cover both start-ups and
existing SMEs in future budgets.

rd

ISCA President Gerard Ee (3 from left) with panellists (from left) Chiu Wu Hong, Partner, Head of
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3240
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ISCA President Gerard Ee (3rd from left) with panellists (from left) Chiu Wu Hong, Partner, Head of

Enterprise, Head of M&A Tax, KPMG Singapore; Ho Meng Kit, CEO, Singapore Business Federation; Simon
Lim, Group Director, Capabilities and Partnership, SPRING Singapore; Prof Sum Yee Loong, Professor of
Accounting (Practice), SMU, and Francis Tan, Economist, Global Economics & Markets Research, UOB

SMU Prof Sum Yee Loong spoke about the tax implications of Budget 2016.

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3240
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UOB Economist Francis Tan presented on the economic outlook and analysis of the Budget.

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3240
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Charity Audit: The Dos and Don’ts from the
Perspective of an Auditor
Auditors play an integral role in providing assurance that the ﬁnancial statements
truly reﬂect an organisation’s ﬁnancial performance and position. This is even more
evident for the stakeholders of charities as they exist for the beneﬁt of the public, and
their sources of funds are largely from donations and grants.
Most charities operate with lean manpower and are very much dependent on
volunteers. As such, some of them are not very well-versed in ﬁnancial and regulatory
requirements and rely on their auditors to ﬂag the areas of concern. Hence, it is
critical that auditors of charities are knowledgeable about the requirements and are
able to carry out robust audits. Through this process, auditors can help charities
enhance their governance capabilities by raising their awareness of not only
accounting standards and requirements, but their regulatory obligations such as
those set out in the Charities Act, as well as other applicable regulations.
As part of ISCA’s corporate social responsibility, the Institute co-organised a sharing
session on charity audits with the Charity Council on March 10. Titled ‘The Dos and
Don’ts from the Perspective of an Auditor’, the session aimed to highlight the
common lapses in procedures, and also covered best practices in carrying out a
charity audit.

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3243
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Interactive participation via live polling using mobile devices

Sim Hui Ting, Assistant Commissioner of Charities, kicked oﬀ the session by
presenting insights on some of the common observations and pivotal regulations to
abide by during a charity audit. She also shared on areas where auditors could add
value and help charities improve on their disclosure practices.
Woo E-Sah, Audit Partner of RSM Singapore, who handles audit of healthcare and
NPO industries, shared her experiences and shed some light on the steps to carry out
a robust charity audit. As all charities are diﬀerent, Ms Woo advised participants to
adopt a de novo approach when carrying out each charity audit as a standardised
framework may not be applicable.
Joyce Lim, Assistant Director of Sector Regulation, Charities Unit, rounded oﬀ the
day’s proceedings by presenting a summary of components and common
observations of the submissions on the Online Financial Summary. She also appealed
to the auditors to add value by helping charities to accurately disclose the ﬁnancial
information required.
The Q&A segment saw participants actively engaging the panel, which included ISCA
President Gerard Ee, Chairman of the Charity Council. The strong participation from
public accountants, with close to 160 of them making up the capacity crowd for this
inaugural session, signiﬁed growing interest from auditors in carrying out audits of
charities.

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3243
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charities.

Panellists (from left) RSM Singapore Audit Partner Woo E-Sah; ISCA President and Chairman of Charity
Council Gerard Ee, and Assistant Commissioner of Charities Sim Hui Ting
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Up Close and Personal with Tax
Accredited Tax Advisors came up close and personal with tax at an exclusive session
organised by the Singapore Institute of Accredited Tax Professionals (SIATP). Helmed
by SIATP board member, Accredited Tax Advisor (Income Tax & GST) Professor Sum
Yee Loong from the Singapore Management University, the session served as a
platform for senior tax professionals to come together to share and discuss technical
issues in a focus group setting.
Accredited tax professionals from smaller practices engaged in a frank and open
discussion on various international tax issues raised and dissected a myriad of
scenarios and cases. The series continues to be a popular and enriching one that
promotes advanced technical knowledge and boosts overall tax practice standards.
For more information on achieving tax excellence, visit SIATP.

Comprising mainly Accredited Tax Advisors, SIATP’s Up Close and Personal with Tax session saw SIATP
board member, Accredited Tax Advisor (Income Tax & GST) Professor Sum Yee Loong, facilitating an
engaging session on international tax issues.

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3249
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ISCA Breakfast Talk: The Future of Risk
Management
Over 70 participants attended the session titled ‘The Future of Risk Management:
How EY’s 2015 GRC survey can help you to transform your current risk management
function’ helmed by Alexandra Gradehand, Director, Advisory Services, EY.
Ms Gradehand shared the results of the GRC (governance, risk and compliance)
survey and what they represented. She explained that risks can be categorised in
several ways. Regardless of how they are categorised, risks should be considered in
the context of your business. Broadly, risks can be managed as strategic risks,
preventable risks, and external risks.

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3246
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EY Advisory Services Director Alexandra Gradehand sharing on the future of risk management

The speaker went on to share how organisations can transform how they view and
capitalise on risks. Recognising that risks are a perpetual challenge and a daily
encounter, a ‘stepped’ approach to risk management is required. The ﬁrst step is to
adopt an advanced strategic mindset, and challenge the way the organisation
categorises, manages and responds to risks. The next step is to optimise their
functions and processes to eﬃciently and eﬀectively execute risk response plans. The
third step is to integrate sustainable solutions throughout the organisation to
prevent, balance, or limit risks.
The session concluded on the dot, allowing participants to get back to their oﬃces
and begin their workday after having learnt something new.

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3246
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FOCUS A U D I T Q U A L I T Y
Audit Quality

BY

KANG WAI GEAT AND ZOEY XIE

KEEP SCORING AND WINNING
What is audit quality? On their own, the two words – ‘audit’ and ‘quality’ – are
comprehensible. But when put together, they morph into a nebulous concept that
has no universally accepted deﬁnition. Nevertheless, the objective of an audit is to
ensure that there are no signiﬁcant misstatements in a set of ﬁnancial statements.
Hence, one perspective is to regard audit quality as achieving the objective of an
audit.
During the high-proﬁle trial of City Harvest Church, the auditors were rigorously

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3258
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During the high-proﬁle trial of City Harvest Church, the auditors were rigorously
cross-examined on the witness stand. Every word uttered by the auditors was
scrutinised and placed under the public eye. The involvement of the auditors in the
legal proceedings may lead to speculation on whether they have done a proper job.
Contrary to popular belief, the quality of an audit does not depend entirely on the
auditors. Management, company directors and regulators all have key contributory
roles towards audit quality.
Let’s use the analogy of soccer, a sport which requires teamwork. If achieving audit
quality is analogous to winning a soccer match, then the auditors are the strikers in a
soccer team responsible for scoring the goals necessary to win the match. But
strikers, on their own, do not score goals. They need the supply lines, their
midﬁelders, to provide the ammunition. Even the great Lionel Messi (ﬁve-time World
Player of the Year) needs the support of his fellow Barcelona teammates to put up a
top-notch goal-scoring performance. The defenders and goalkeeper are equally
important in keeping the opponents from scoring. In the context of achieving audit
quality, the opponents are the material misstatements to the ﬁnancial statements.
Management, company directors and regulators are akin to the midﬁelders,
defenders and goalkeepers. They support the auditors (strikers) in achieving audit
quality (win the soccer match).

With changing business landscapes and growing expectations from
regulators, it is imperative for auditors to constantly progress and move
with the times.

SAME JERSEY, SAME TEAM
Management is responsible for ensuring that the accounting records used to prepare
the ﬁnancial statements are accurate and available to the auditors in a timely
manner. Auditors need a set of well-prepared accounting records to start the audit oﬀ
on the right foot. However, it may not be uncommon for companies with weak
accounting teams or poorly-maintained accounting records to rely heavily on the
auditors to help them ‘clean up’ their accounts through the audit process. But
auditors are not David Copperﬁeld. If Barcelona concedes one goal, Messi and his
fellow strikers will have to toil doubly hard to score two goals to win the match.
Likewise, if the auditors have to contend with unreliable, messy and poorly-kept
accounting records from the onset, they will have to expend more time and eﬀort to
validate the accuracy of the accounting records. Instead of facilitating the auditors’
pursuit of audit quality, management is in fact hindering it.
In addition, management should extend its fullest cooperation to the auditors during
the audit process. Ready and unrestricted access to all relevant information and
personnel is absolutely necessary. Open communications with the auditors will also
enable them to identify the high-risk areas and channel their audit eﬀorts
accordingly. This will pave the way for the auditors to be more eﬀective in performing2/7
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accordingly. This will pave the way for the auditors to be more eﬀective in performing
their role and take a big step towards their ultimate goal of achieving audit quality.

Management is responsible for ensuring that the accounting records
used to prepare the ﬁnancial statements are accurate and available to
the auditors in a timely manner.

Next, directors are perfectly placed to inﬂuence audit quality. One of the pivotal
responsibilities of directors is to oversee the ﬁnancial reporting process. Discerning
directors can ensure that management keep proper accounting records. They should
see to it that management hires qualiﬁed professionals in the accounting function,
instead of putting square pegs into round holes. They should also question
management when certain transactions entered into, or judgements or assumptions
made, by management appear dubious, rather than accept them at face value.
Furthermore, directors should have regular and open interactions with the auditors.
By hearing straight from the horse’s mouth about audit ﬁndings, directors will be able
to independently corroborate what management has informed them. This will be very
useful to the directors. By the same token, auditors can also beneﬁt from active
communications with directors. Through their regular engagements with
management, the directors may be aware of accounting risks such as complex
transactions, which will require more attention from the auditors. With such friendly
reminders from the directors, the auditors will be able to better focus on the speciﬁc
risk areas in the audit.

Management should extend its fullest cooperation to the auditors
during the audit process. Ready and unrestricted access to all relevant
information and personnel is absolutely necessary.

WHAT ABOUT REGULATORS?
Last but not least, the discussion would not be complete without mentioning the role
of regulators. With the added leverage of legislative powers conferred upon them,
regulators can lead the audit quality movement. If the regulators are to champion the
audit quality cause, it will unquestionably give more credence to and lend more
weight to any related initiatives. For any regulator to be eﬀective, it is imperative to
have in place a comprehensive and stringent mechanism for monitoring the
compliance with established auditing and accounting standards, as well as a robust
system of enforcement. This will keep all relevant parties on their toes and contribute
to the enhancement of audit quality.
In this respect, the Accounting and Corporate Regulatory Authority (ACRA) merits

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3258
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In this respect, the Accounting and Corporate Regulatory Authority (ACRA) merits
special mention for its laudable endeavours over the years. Its audit inspection
regime (Practice Monitoring Programme) plays a crucial role in enhancing the
standards of public accountants in the delivery of the audit work which embodies a
strong element of public interest. In addition, ACRA’s Financial Reporting Surveillance
Programme, which examines whether the ﬁnancial statements produced by
companies meet the requirements of the prevailing accounting standards, obliges
more directors to improve on the quality of the ﬁnancial reporting process within
their companies as well as the competencies of the composition of their boards.
Finally, ACRA’s latest instalment in October 2015 saw the introduction of a set of eight
Audit Quality Indicators to improve the quality of discussions between directors, in
particular the audit committees, and auditors during the process of selecting and
appointing auditors. These include, inter alia, staﬀ attrition rate, time spent by senior
audit team members on the audit, and results from both internal and external audit
inspections. All these can only bode well for the drive to raise audit quality.

With the added leverage of legislative powers conferred upon them,
regulators can lead the audit quality movement.

CHALLENGES AFIELD
But the road to audit quality is anything but a bed of roses. Auditors face stumbling
blocks along the way. In Singapore, other than the obstacles that could be posed by
management, auditors also face external challenges which are beyond their control.
Factors such as globalisation of businesses, far-reaching inﬂuence of information
technology, and the increasing number of laws, regulations and complex standards
governing entities and their auditors have drastically impacted the auditing
profession.
For example, in July last year, a new small company audit exemption regulation was
enacted by the government to help reduce regulatory costs for at least 25,000 smaller
companies which currently do not qualify for audit exemption. This new audit
exemption will bring about stiﬀer competition among the audit ﬁrms for the reduced
client pool, which may in turn drive down proﬁt margins further. Bigger players are
less likely to be aﬀected by the new regulation as they are usually part of an
international network, with access to many technical and support resources. Armed
with this competitive advantage, these larger ﬁrms can easily diversify their oﬀerings
to venture into emerging areas such as valuation and sustainability reporting.
However, small and medium-sized practices (SMPs) could be left behind as their lack
of resources would severely impede their ability to provide a variety of services. They
may struggle to stay aﬂoat.
By and large, rising business costs, tight resource constraints and high staﬀ attrition
are taking a toll on the auditing profession. To top it oﬀ, the perceived lack of
attractiveness of the profession has made it an uphill task for ﬁrms to attract and

http://journal.isca.org.sg/#!edition/editions_may2016/article/page3258
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attractiveness of the profession has made it an uphill task for ﬁrms to attract and
retain the right talent. Faced with such bread-and-butter issues, audit quality may
have inadvertently taken a backseat. Nevertheless, it is important to draw the focus of
the profession and other stakeholders back to this important aspect.
In this regard, the International Auditing and Assurance Standards Board (IAASB) has
taken up the gauntlet to lead the global auditing profession towards attaining audit
quality. In December 2015, IAASB issued an Invitation to Comment (ITC) paper titled
Enhancing Audit Quality in the Public Interest: A Focus on Professional Scepticism,
Quality Control and Group Audits, to solicit comments on these three topics:

PROFESSIONAL SCEPTICISM
An attitude that includes a questioning mind, being alert to conditions which may
indicate possible misstatement due to error or fraud, and a critical assessment of
audit evidence. (Paragraph 13(l) of ISA 200)[1]
It is well-established that professional scepticism enhances audit quality and is an
attitude that all auditors should exhibit. However, inspections have revealed that
auditors may not have clearly demonstrated the proper application of professional
scepticism in their work. This is especially so in areas which require the exercise of
professional judgements and estimates, and when showing how the application of
professional scepticism can aﬀect the nature, timing and extent of audit procedures
performed.
To address this, IAASB has set up a Joint Working Group to look into how a ﬁrm’s
culture and the nature of the auditors’ personal traits and biases could inﬂuence the
application of professional scepticism. The Group will also be deliberating other areas
such as the needs of auditors in terms of the types of training and tools required, the
design eﬀectiveness of the international standards and the use of the appropriate
terminology and language, to drive appropriate auditor behaviour.

QUALITY CONTROL
An eﬀective system of quality control supports consistent quality in all the services a
ﬁrm provides and is one of the essential components of how a ﬁrm manages itself.
(Paragraph 45 of ITC)
IAASB’s response to the diverse challenges raised includes the introduction of a
Quality Management Approach (QMA) to proactively focus on audit quality, including
the risks to achieving audit quality. The QMA emphasises the responsibility of a ﬁrm’s
leaders for a more proactive, scalable and robust approach in managing quality risk
that would acclimatise to a rapidly-changing business environment. Expanding its
applicability, QMA allows ﬁrms to consider quality objectives and the related risks for
more than just audit engagements. The broader approach of QMA also allows its
application on reviews and other assurance engagements, compilations and agreedupon procedures. It also intensiﬁes the considerations from the monitoring aspect,
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Other than QMA, IAASB also proposes strengthening the existing requirements and
application materials in the auditing standards to enhance clarity on topics including
engagement partner roles and responsibilities, engagement partner performance and
rewards system, and the ﬁrm’s role in supporting audit quality.

GROUP AUDIT
Group auditors face challenges in determining how to be suﬃciently involved in the
work of diﬀerent types of component auditors in the same or unrelated ﬁrms.
(Paragraph 191 of ITC)
In group audit engagements, the quality of the audit does not depend solely on the
group auditor. The component auditors also have a key role to play. Often, group
auditors stumble in some aspects of a group audit related to the component auditors.
These may include the extent of involvement in the work of their component
auditors, communication with their component auditors, application of the concept of
component materiality, or even audit documentation. To address these challenges,
one of the proposals highlighted is to bridge the gap between ISA 600[2] and ISQC 1[3]
to reinforce the need to understand the independence, competency and capabilities
of the component auditors before unduly relying on their work. For example, group
auditors should obtain an understanding of the planned use of experts by component
auditors, such as in a jurisdiction where there are complex tax laws and regulations.
IAASB also underscores the importance of a suﬃcient and timely dialogue with the
component auditors involved in a group audit. Generally, the key proposals revolve
around strengthening the requirements and enhancing the clarity of ISA 600 with
more application materials and guidance.
With changing business landscapes and growing expectations from regulators, it is
imperative for auditors to constantly progress and move with the times. Messi once
said, “The day you think there are no improvements to be made is a sad one for any
player.” Similar to audit quality, the auditors cannot aﬀord to rest on their laurels.
With the spotlight still very much on them, it would be catastrophic to surmise that
they have done enough. The auditors need to continue to do what Messi is acclaimed
for – scoring goals and winning matches.

Kang Wai Geat is Assistant Director, and Zoey Xie is Manager, Technical Advisory and
Professional Standards, ISCA. This article was adapted from the article ‘Audit Quality
is not just Auditors’ Responsibility’ by Kang Wai Geat published in The Business Times
on 16 March 2016.

[1]

ISA 200 Overall Objectives of the Independent Auditor, and the Conduct of an Audit
in Accordance with International Standards on Auditing
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[2]

International Standard on Auditing (ISA) 600 Special Considerations – Audits of
Group Financial Statements (Including the Work of Component Auditors)
[3]

International Standard on Quality Control (ISQC) 1 Quality Control for Firms that
Perform Audits and Reviews of Financial Statements, and Other Assurance and
Related Services Engagements
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Member Profile: Driven by Passion

BY

BETSY TAN
Just a year ago, a pair of enterprising MBA students from Harvard Business School
had an idea – to bring the nascent peer-to-peer (P2P) lending business model, which
was proving to be successful in the US and Europe, to Singapore and the Southeast
Asian region. That idea has since morphed into one of the most successful ﬁnancial
technology (ﬁntech) start-ups in Singapore. Since its inception in February 2015,
Funding Societies has helped 60 small and medium-sized enterprises (SMEs) raise
S$5.4 million and attracted US$1.2 million in venture capital funding. It is one of the
two P2P lending sites that DBS Bank is working in partnership with, in what is the ﬁrst1/6
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two P2P lending sites that DBS Bank is working in partnership with, in what is the ﬁrst
of such collaborations between established banks and ﬁntech start-ups in Singapore.
P2P lending complements the traditional banking model by matching lenders directly
with borrowers. Since this service can be oﬀered purely online, lenders often earn
higher returns compared to typical investment products, while borrowers can gain
access to loans to which they may otherwise be denied.
The world of start-ups can be a whirlpool of risk and change, with start-ups growing
and dying at an equally rapid pace. But to Kelvin Teo, co-Founder of Funding
Societies, start-up success is all about being at the right place at the right time.
Indeed, all the stars are aligned for Teo and his team as Singapore continues to
pursue its vision to be a Smart Nation and puts the ﬁntech sector on the priority list
for development.
It may come as a surprise that when he and co-Founder Reynold Wijaya launched
their company, both were below 30 years of age. But Teo has always been the young
overachiever, since coming to Singapore at age 15 on an ASEAN scholarship. The
Malaysian and Singapore PR went on to graduate as valedictorian of NUS Business
School (majoring in accountancy), before working as a consultant at the multinational
consultancy ﬁrms Accenture and McKinsey, and the private equity ﬁrm KKR Capstone.
He is currently running Funding Societies while reading the MBA programme at
Harvard.
According to Teo, it all began with a passion to make a positive impact in Southeast
Asia. In his previous career as management consultant, he spent a lot of time in
Southeast Asia where he found that SMEs do not get a lot of ﬁnancial support, due to
the way the ﬁnancial industry is structured. At the same time, he also pondered about
the dearth of good investment opportunities for busy professionals like himself.
When the time came for him and his Harvard cohort to apply for jobs, he found
himself dreading the job-application process, yet becoming fascinated by the P2P
lending model. That led to the genesis of Funding Societies.
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As Chief Executive for Funding Societies (Singapore), his role is to lead the
organisation in shaping the nascent marketplace lending industry in Singapore and
the region. Within a mere ﬁve months, he managed to raise funds, recruit a team,
launch the platform, originate its ﬁrst loan and introduce the ﬁrst Monetary Authority
of Singapore (MAS)-registered escrow arrangement in Singapore for platform fund
handling, while growing the business from zero to an initial team of six and 12
months later, to 40 people.

ACCOUNTANCY A BIG PLUS FOR ENTREPRENEURSHIP
According to Teo, there are many upsides to being an entrepreneur with an
accountancy background. “Being an accountant sets you on solid ground. You often
see entrepreneurs having a big vision and big plans, but if you translate their plans
into numbers, you will see a gap between their plans and reality. Having an
accounting-trained eye for details and entrepreneurial big-picture thinking help.”
“As chartered accountants, we are taught to maintain professional scepticism which
means stress-testing our plan to ensure it is realistic, and tracking critical numbers to
ensure we progress towards our goals.” He also thinks that accountancy professionals
possess skills that translate well into being a start-up entrepreneur. “Running a startup demands professional curiosity and discipline, and accounting provides that.”
Teo has been an ISCA member since graduating from NUS as he saw the importance
of staying connected to the accountancy fraternity through his membership with the
national accountancy body. “Even as a non-practising professional, I think it’s
important to stay abreast of developments in the industry. Being an ISCA member is a
good way to achieve this.” He also values the network of relationships that an ISCA
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good way to achieve this.” He also values the network of relationships that an ISCA
membership provides access to. “Beyond professional validation, the greatest beneﬁt
is to know a bunch of excellent friends through ISCA.”

“As chartered accountants, we are taught to maintain professional
scepticism which means stress-testing our plan to ensure it is realistic,
and tracking critical numbers to ensure we progress towards our goals.”

INNOVATION IS KEY
In the world of start-ups, more than ever the adage ‘innovate or die’ holds true. Teo
has taken this to heart and developed a product that is truly in a class of its own.
Despite being barely a year old, Funding Societies has garnered ‘Tech in Asia’s Best
Start-Up’ award. It can lay claim to being one of the safest P2P lending platforms in
the country – being the ﬁrst Singapore P2P lending company to engage an MASregistered trustee agency to handle the funds.
Leveraging technology and credit research, Funding Societies’ innovative credit
assessment method has meant that there have been zero defaults to date.

HIRE FOR PASSION OVER TALENT
“One of our toughest challenges has been getting the right team onboard. At the end
of day, a start-up sinks or swims with the strength of its people… having people
passionate to make an impact in this business is important.”
A start-up culture is no longer the domain of Silicon Valley. Popular shows like ‘Silicon
Valley’ and ‘Shark Tank’ have captured the imagination of the general public.
Countries are racing to develop eco-systems to foster start-ups, perhaps in the hopes
of becoming the birthplace of the next Facebook or Twitter. One would think that an
exciting start-up like Funding Societies would have no lack of talented young minds to
draw from, but therein lies the challenge.
“A lot of people get wrapped up in the hype of working in a start-up. So, we have to
ask the people who come to us if they really know what they are getting into and what
their ﬁrst 30-day plan is. The glamour will soon be overshadowed by the long hours
you need to put in; the freedom that you feel will soon be overcome by the stress of
working in a start-up.”

“One of our toughest challenges has been getting the right team
onboard. At the end of the day, a start-up sinks or swims with the
strength of its people… having people passionate to make an impact in
this business is important.”
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this business is important.”

Being co-founder of a start-up also meant that Teo was propelled into a key
leadership role at the young age of 29. It is a big responsibility because “everyone is
looking up to you. A start-up’s culture is deﬁned by the founders’ personality. So all
our actions have to be deliberate and we have to be mindful of the example we are
setting”.
“You can’t do it all. I’m a ﬁrm believer in the concept of ‘managerial leverage’ (as
espoused by legendary Intel CEO Andy Grove).” In this role, “it’s about how to bring
out the best in anyone, to get the maximum output,” he explains.
What advice does he have for aspiring start-up entrepreneurs? Billionaire
entrepreneur Mark Cuban once said, “Don’t start a company unless it’s an obsession
and something you love. If you have an exit strategy, it’s not an obsession.” Perhaps
Cuban is all too familiar with how billion-dollar start-up stories can be a siren call for
the masses enthralled by instant success. And perhaps that’s why Teo’s words of
advice sound more like a cautionary warning that the world of start-ups is no place
for the faint-hearted. “Do it only if you really have to do it. I dozed oﬀ applying for
jobs, yet I inadvertently found myself working till the wee hours on my start-up. That
was when I knew I had no choice but to pursue my dream.”

CAREER MILESTONES:
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Betsy Tan is Senior Communications Manager, ISCA.
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Helping Charities Do Good Better

BY

ISABEL SIM, ALFRED LOH AND TEO CHEE KHIANG

WHAT ACCOUNTANTS CAN DO
Charities contribute to society through their social value creation. A ﬂourishing
charity sector can add value to community life because Charities help to maintain
important social relationships in civil society. In recent years, the Singapore
government has devoted considerable resources to building new social service
capabilities and deepening competencies to better serve the needs of the various
groups of the population. Like other organisations, Charities operate in a rapidly-
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groups of the population. Like other organisations, Charities operate in a rapidlychanging and competitive environment. To adapt to the changing circumstances,
Hsieh Fu Hua, President of National Council of Social Service, has pointed out the
need for Charities to adopt a business mindset in organising and managing their
activities.[1] Additionally, as a result of major scandals and misuse of funds both here
and overseas, Charities are also under increased pressure to improve accountability.
There are, therefore, many areas in which accountants can help Charities do good
better – from ﬁnancial reporting to ﬁnancial management.
The Institute of Singapore Chartered Accountants (ISCA), together with the Centre for
Social Development (Asia), Department of Social Work, Faculty of Arts and Social
Sciences, National University of Singapore (NUS), supported by the Charity Council
and Chartered Institute of Management Accountants (CIMA), have come together to
produce a series of articles that aims to explore the areas where accountants can
volunteer their skills and time.
This ﬁrst article introduces accountants to the local charity landscape, and highlights
the importance of ﬁnancial accountability as well as the challenges faced by Charities.
The second article will look at the regulatory framework within which Charities
operate, while subsequent articles will focus on areas such as full-cost accounting,
cash and reserve practices.

“Charities must be ﬁnancially accountable to earn trust from donors
and other stakeholders. Keeping accurate and up-to-date ﬁnancial
records is one way for Charities to connect with their donors and
stakeholders.” GERARD EE, President, ISCA and Chairman, Charity
Council

SINGAPORE’S CHARITY LANDSCAPE
Charities operate on a non-proﬁt basis. They are set up exclusively for charitable
purposes[2], to carry out activities to achieve these purposes to beneﬁt the public. The
Commissioner of Charities, along with the Sector Administrators[3], regulate
Singapore’s Charity sector. Under the Charities Act, the objectives of the
Commissioner include:

+
+
+
+

To maintain public trust and conﬁdence in Charities;
Promote compliance by Charities;
Promote eﬀective use of charitable resources, and
Enhance the accountability of Charities to donors, beneﬁciaries and the general public.

Some registered charities hold the status of Institutions of a Public Character (IPC),
which allow them to issue tax-deductible receipts to donors. To qualify as an IPC, one
of the requirements is that the Charity must be dedicated to serving the needs of the
community in Singapore as a whole and is not conﬁned to sectional interests or
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3297
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In Singapore, the number of registered Charities has been growing over the last
decade, from 1,807 in 2005 to 2,180 in 2014. Over half of them (52%) were small, with
annual receipts of less than S$250,000. There were 612 IPCs, with the majority from
the Social and Welfare sector.

FINANCIAL ACCOUNTABILITY IN CHARITIES
An objective of the Charities Act is to enhance the accountability of Charities to
donors, beneﬁciaries and the general public. Accountability can be understood as the
Charities’ ‘answerability’ to their stakeholders. There are various elements to
accountability including ﬁnance, accounting, governance, transparency, compliance
and trust. Trust is arguably a Charity’s single most important asset. Preserving trust
ensures continual support from the donors and other stakeholders.

Trust is arguably a charity’s single most important asset. Preserving
trust ensures continual support from the donors and other
stakeholders

Gerard Ee, President of ISCA and Chairman of the Charity Council, explains, “Charities
have a moral obligation to be accountable for their funds and accounts. This instils a
sense of conﬁdence in stakeholders to continue their support for the Charities.
Therefore, Charities must be ﬁnancially accountable to earn trust from donors and
other stakeholders. Keeping accurate and up-to-date ﬁnancial records is one way for
Charities to connect with their donors and stakeholders.”
Charities must have proper bookkeeping, ﬁnancial management and internal controls
in place to ensure accountability. Charities need to comply with laws and regulations,
for example, ﬁnancial statements must be prepared in accordance with the applicable
accounting standards, and annual reports must be prepared to keep the stakeholders
informed of the Charities’ activities.
If there is poor ﬁnancial accountability, ﬁnancial mismanagement or even fraud,
Charities could end up in trouble. One recent high-proﬁle case is that of the Kids
Company in the United Kingdom (see KIDS COMPANY, below). The Charity collapsed in
August 2015, just days after receiving a £3-million restructuring grant from the
Cabinet Oﬃce.

KIDS COMPANY
Founded in 1996 by Camila Batmanghelidjh to provide support to vulnerable young
people, Kids Company was a highly-celebrated Charity with high-proﬁle supporters
including Prime Minister David Cameron, business elites and many celebrities. The
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including Prime Minister David Cameron, business elites and many celebrities. The
Charity had continued to receive substantial government funding over the years
despite a history of poor ﬁnancial management, such as:

+
+
+
+
+
+

+

In 2001, a grant-making body, Pilgrim Trust, terminated its £2-million grant on grounds that the
Charity was unable to provide the required ﬁnancial information.
In 2002, the Charity Commission was informed about concerns as to whether Kids Company was
suﬃciently competent.
In 2006, the trustees were informed that it had “weak ﬁnances, conﬂicting information about
number of users” and “the absence to date of any internal attempt even to track and record
results”.
In 2010, the trustees were warned that “the organisation continues to grow very fast, and has low
reserves relative to its size”.
In 2014, an audit commissioned by the Cabinet Oﬃce found that the Charity was facing a “serious
cash ﬂow” issue, and “without improving the cash position of the Charity, it is not possible to build
reserves and invest in new activities and locations”.
In 2015, the government disbursed £7.3 million in grants with conditions on two occasions – £4.3million grant in March 2015, for Kids Company’s downsizing plan, but no plans were submitted; a
further £3-million grant in July 2015, for restructuring purposes, with £880,000 used to pay oﬀ its
overdue bills.
Following its collapse, the 2016 report by the Public Administration Committee revealed the
following:

+
+
+

“Negligent trustees” repeatedly ignored auditor’s clear warnings about the precarious ﬁnances
of the Charity;
The government was aware of the overstating in the number of clients, but did nothing about
it;
Earlier intervention by the Charity Commission might have helped safeguard Kids Company.

The committee chairman Bernard Jenkin concluded that the collapse of Kids Company
was “an extraordinary catalogue of failures of governance and control at every level –
trustees, auditors, inspectors, regulators and government”.
Sources: BBC News and The Guardian

PROBLEMS FACED BY CHARITIES
Charities normally allocate the bulk of their funds towards helping beneﬁciaries, and
often do not have adequate resources to support general overheads and the
administrative functions. The problem is particularly acute for small Charities with
annual receipts of less than S$250,000, which constitute more than half (52%) of
Singapore’s registered Charities. They normally have to rely on part-time bookkeepers
or volunteers to keep their ﬁnancial records. With only a few staﬀ, it is often a
challenge for them to implement internal control measures, such as segregation of
duties, and maintaining checks and balances. As such, they typically lack the requisite
ﬁnancial management expertise to do well.
How can accountants help these Charities? In a 2015 survey[6] by the Charity Council,
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3297
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Charities have indicated that they would need help in the following areas, in order of
priority – management of reserves and investments, budgeting, cost accounting, cash
ﬂow management, development of accounting policies and procedures, internal audit
and bookkeeping. Without a doubt, accountants have the requisite skills to oﬀer help
in these areas.
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An example of skills-based volunteerism is best embodied by ISCA President and
Charity Council Chairman Mr Ee, a Chartered Accountant who is active in the social
services sector. His expertise in auditing has made him an authority on corporate
governance. Read about his experience as a volunteer (see GERARD EE, THE
VOLUNTEER ACCOUNTANT).
For accountants to help Charities do better, they would need to understand the
regulatory framework within which Charities carry out their activities. This essentially
encompasses the applicable accounting standards, the Charities Act and Regulations,
as well as the Code of Governance for Charities and IPCs.

Charities have indicated that they would need help in the following
areas, in order of priority: management of reserves and investments,
budgeting, cost accounting, cash ﬂow management, development of
accounting policies and procedures, internal audit and bookkeeping.

GERARD EE, THE VOLUNTEER ACCOUNTANT
He is a man who wears many hats.
Mr Ee started his career as an accountant in 1974, and became a public accountant in
1976 until his retirement as a partner of Ernst & Young in 2005. As a volunteer
accountant, he has been actively involved in the Charity sector throughout his
professional life. With a passion for both the Charity and Corporate sectors, Mr Ee
has served as President, National Council of Social Service and National Kidney
Foundation; Board Member, Accounting and Corporate Regulatory Authority; Council
Member, Accounting Standards Council, and Nominated Member of Parliament (1997
to 2002). He is currently the President, ISCA, and Chairman, Charity Council, Changi
General Hospital and Eastern Health Alliance. Here, Mr Ee shares the satisfaction he
gets as a volunteer.
“Initially, I was not interested in volunteering. But when I started volunteering, I
experienced the rewards of impacting other people’s lives. The satisfaction is very
diﬀerent from when you buy a new watch for example. You feel happy with your new
purchase for a while but after that, the happiness fades oﬀ, and you will be looking
for the next thing to buy.
In contrast, when you volunteer – let’s say in a Boys’ Home – you can see someone
being reformed, returning to school and contributing meaningfully to society. He may5/6
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being reformed, returning to school and contributing meaningfully to society. He may
grow up to be successful. That personal satisfaction is lasting.
Many years down the road, when you sit back and reﬂect, and think of that person
you helped, it will bring a smile to your face and a glow to your heart. The more you
experience this satisfaction, the more you want to help. This long-lasting satisfaction
comes from your own eﬀort – and that’s what life is all about. Such satisfaction is
enduring and is something money cannot buy.”
This is the ﬁrst in a series of articles to explore the areas where accountants can
volunteer their skills and time. The next article will focus on the regulatory framework
of Charities.
To ﬁnd out more about skills-based volunteering opportunities, ISCA members can
contact ISCA Cares.

Dr Isabel Sim is Senior Research Fellow, Department of Social Work, Faculty of Arts
and Social Sciences, NUS, as well as Director (Projects), Centre for Social Development
(Asia). Associate Professor Alfred Loh and Professor Teo Chee Khiang are both from
the Department of Accounting, NUS Business School. The writers gratefully
acknowledge the contributions of Tan Shi Hui, Research Intern, NUS.

[1]

Tan, T. (2015). ‘Rewriting the Rules of Social Service’, The AlumNUS magazine, Issue
103, 18-20
[2]

The recognised charitable purposes include the relief of poverty, the advancement
of education, the advancement of religion, and other purposes beneﬁcial to the
community.
[3]

The ﬁve Sector Administrators are Ministry of Social and Family Development,
Ministry of Health, Ministry of Education, Sport Singapore, and People’s Association.
[4]

Charities (Institutions of A Public Character) Regulations (Cap 37, Rg 5, 2008 Rev Ed)

[5]

Charities under ‘Others’ include charities set up for animal welfare, environment
conservation and youth development.
[6]

Charity Council. (2015) Inaugural Townhall Meeting
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Auditor Independence and Long-Association
Clients

BY

ALEXANDRA WAIBEL

DEBATE HEATS UP AS AUDITORS COOL OFF
The International Ethics Standards Board for Accountants (IESBA) is in the midst of a
second consultation in its eﬀorts to reinforce global independence standards to
address public concerns about the threats to auditors’ independence created by their
long association with audit clients. While a number of jurisdictions such as the
European Union (EU), Brazil and India have chosen to introduce mandatory ﬁrm
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3262
1/5
rotation (MFR) to address these concerns, IESBA determined that the evidence

16/05/2016

Auditor Independence and LongAssociation Clients

rotation (MFR) to address these concerns, IESBA determined that the evidence
concerning the eﬀectiveness of MFR was inconclusive. Instead, IESBA will seek to
further strengthen the partner rotation requirements in its Code of Ethics for
Professional Accountants (the Code).
Long association is an area of great importance because of the adverse impact it can
have on public perceptions of auditor independence. It is also an area of great
complexity. At what point does association with an audit client become so long that it
threatens independence? And which audit personnel should be rotated and in
relation to which types of entity? These are diﬃcult questions and that is why IESBA
has ﬁnalised its deliberations on some of the issues while sending others for further
public consultation.
“Auditor independence, both in mind and in appearance, is the bedrock of public trust
in the audit profession. Public expectations around the issue of long association have
shifted in terms of what are considered acceptable safeguards that eﬀectively
mitigate long-association risks,” said IESBA Chairman, Dr Stavros Thomadakis. “The
board is responding to this shift in as thoughtful and measured a way as possible. It
seeks to strengthen independence, recognising at the same time that changes in
requirements in this area may be subject to practical constraints faced by ﬁrms.”

“Auditor independence, both in mind and in appearance, is the bedrock
of public trust in the audit profession. Public expectations around the
issue of long association have shifted in terms of what are considered
acceptable safeguards that eﬀectively mitigate long-association risks.”
DR STAVROS THOMADAKIS, IESBA Chairman

KEY CHANGES
Long association is a tricky balancing act. On the one hand, a certain amount of
familiarity with an audit client is beneﬁcial – even necessary – for audit quality. Longer
association can lead to a deeper knowledge and understanding of the entity’s
business and its operations. On the other hand, objectivity and professional
scepticism are also important contributors to audit quality. Unconscious biases may
develop and over-familiarity may impair an auditor’s willingness to ask diﬃcult
questions.
Let’s take a closer look at what IESBA has settled so far and what auditors
internationally in jurisdictions where the Code has been adopted, can expect to see.
The maximum number of years that key audit partners (KAPs) may stay on a public
interest entity (PIE) audit engagement – seven years – will not change. The key
changes will include:

+
+

An increase in the cooling-oﬀ period for engagement partners (EPs) on audits of PIEs from two to
ﬁve consecutive years;
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A requirement for ﬁrms to evaluate the potential threats created by long association with respect
to any individual on the audit team, not just senior personnel, and to determine the appropriate
cooling-oﬀ period for that individual if rotation is determined to be a necessary safeguard;
A prohibition on the rotated partner from acting as the ‘relationship partner’ for the client, and
A prohibition on activities, including the provision of non-assurance services, that would result in
the rotated partner having signiﬁcant ongoing interactions with the client or exerting direct
inﬂuence on the outcome of the audit engagement during the cooling-oﬀ period.

THREE ISSUES FOR DEBATE
Whether or not the EP cooling-oﬀ period should be extended, and by how long,
proved to be extremely polarising as responses to the ﬁrst public consultation on this
issue varied signiﬁcantly. However, responses were more closely aligned in relation to
applying the extension only to PIE audits.
Ultimately, after lengthy deliberation, IESBA decided that an increase to ﬁve years for
audits of such entities was necessary to ensure a ‘fresh look’ by the EP, given that the
EP plays the most signiﬁcant role in the audit. Only three issues remain on the table:
1. Cooling-oﬀ period for the Engagement Quality Control Reviewer (EQCR) on the
audit of a PIE
This issue has been equally polarising, with some views arguing for no change given
that the EP and EQCR roles are diﬀerent, and other views arguing for an extension of
the EQCR cooling-oﬀ period to match that of the EP, given the EQCR’s signiﬁcant role
in the audit and familiarity with the audit issues. After much debate, IESBA has settled
for a ‘middle ground’ by proposing that the cooling-oﬀ period for the EQCR be
increased from two to ﬁve years with respect to a listed entity, and to three years with
respect to a non-listed PIE. This position strikes a balance between the principle of a
‘fresh look’ and the practical consequences of implementation given the more limited
availability of individuals able to serve as EQCR.
2. Jurisdictional safeguards
The IESBA debate on this issue was framed in the context of developments relating to
MFR and so on in the EU and other jurisdictions. There were concerns in particular
that overlaying the new partner rotation provisions over pre-existing jurisdictional
requirements might have the unintended consequence of making the requirements
applicable in the particular jurisdiction stricter than those proposed by the Code, or
making the overlay of requirements too complicated to interpret and apply. IESBA
concluded that both these outcomes could undermine its goal of promoting
widespread adoption and implementation of the Code. Accordingly, the exposure
draft proposes that the cooling-oﬀ period of ﬁve years for both the EP on PIE audits
and for the EQCR on listed audits may be reduced to three years where jurisdictions
have established certain speciﬁed robust legislative or regulatory safeguards
regarding long association.
3. Service in a combination of roles during the seven-year time-on period
The exposure draft oﬀers a revised approach to determining how long an individual
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The exposure draft oﬀers a revised approach to determining how long an individual
should cool oﬀ after having served as an EP or EQCR – or in a combination of roles –
for only part of the seven-year period they have served as a KAP.

IESBA CALLS FOR ENGAGEMENT
The current consultation is open for comment until 9 May 2016. IESBA encourages all
stakeholders – investors, preparers, audit committee members and members of the
regulatory community in particular – with an interest in auditor independence and
audit quality to engage in the consultation process.
Recognising that its ﬁnalised and proposed changes will result in some added
complexity in an already complex area, IESBA has commissioned its staﬀ to develop a
set of questions and answers to facilitate understanding and implementation of the
new provisions. The proposed questions and answers have been included in the
recently-issued exposure draft.
IESBA is also contributing to the work of a joint Professional Scepticism Working
Group (PSWG) in coordination with the International Auditing and Assurance
Standards Board (IAASB) and the International Accounting Education Standards Board
(IAESB) in an eﬀort to further enhance the application of professional scepticism.
Feedback on the direction of the PSWG’s further work in this area has been requested
in the IAASB’s Invitation to Comment by 15 May 2016. Feedback will help IESBA
determine whether there are areas within the Code that would beneﬁt from further
elaboration, emphasis or clariﬁcation to better support auditors in demonstrating
professional scepticism.

POTENTIAL IMPACT ON SINGAPORE-LISTED ENTITIES
As part of the IESBA Long Association proposals, the time-on and cooling-oﬀ periods
for EPs of listed entities would be seven years and ﬁve years respectively. On the
other hand, according to the Singapore Exchange (SGX) Listing Rules, the time-on and
cooling-oﬀ period imposed on EPs of entities listed on the SGX are ﬁve years and two
years respectively.
As adoption of the IESBA Long Association proposals without relevant alignment of
the requirements on the SGX Listing Rules may lead to market confusion over the
‘correct’ requirement to follow, the Institute of Singapore Chartered Accountants
(ISCA) is in the process of engaging the relevant stakeholders to determine the best
way forward.

CONCLUSION
Audit quality continues to be a topic of signiﬁcant debate among investors,
regulators, audit committees and others with a role in the ﬁnancial reporting supply
chain. The IESBA is actively participating in this debate by seeking ways to further
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3262
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IESBA’s new and revised pronouncements will likely come into eﬀect at some point in
2018.

Alexandra Waibel is Manager, Communications, Marketing and Brand, International
Federation of Accountants. This article was originally authored for Accountancy
Ireland. It has been adapted for publication in Singapore by ISCA. Reproduced with
permission.
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Female Board Representation
BY

LAWRIE HOLMES

A COMPELLING ARGUMENT
In 2003, the Norwegian government made a groundbreaking amendment to its
Companies Act, aimed at improving the gender balance of corporate boardrooms.
The public limited companies (plcs) quota system introduced under the legislation in
2006 forbade ﬁrms listed on the Oslo Stock Exchange from allowing more than 60% of
their board directorships to be held by men (or, indeed, women). It gave companies
two years to comply, under pain of delisting or even dissolution. There was no need
to impose the ultimate sanction.
Since then, Belgium, Iceland, Italy, the Netherlands and Spain have all followed
Norway’s lead, establishing their own systems of varying scope and severity. Further
aﬁeld, Malaysia and Brazil have also imposed boardroom gender quotas, while a
number of countries are considering the option, should a suﬃcient number of plcs
fail to appoint more female directors voluntarily.
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3268
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The European Commission has even mooted a European Union-wide quota, given the
slow rate of voluntary change it has observed. “The objective of attaining at least 40%
membership of the under-represented sex for the non-executive positions should be
met by 2020,” it announced in 2012.
What impact has the quota had in Norway in the decade since its introduction? One
of the more unlikely developments was the speed with which it was accepted,
according to Karin Thorburn, professor of ﬁnance at the Norwegian School of
Economics in Bergen. “It’s now a non-issue,” she says. “There is a new genderbalanced board equilibrium that is likely to be sustained.”

UNLIKELY ORIGINS
On 21 February 2002, Norway’s then-Trade and Industry Minister, Ansgar Gabrielsen,
invited Alf Bjarne Johnsen, a journalist from the nation’s biggest-selling daily
newspaper, Verdens Gang, to his oﬃce. Gabrielsen, a Conservative MP in a centreright coalition government, revealed his plans to introduce a gender quota for
Norway’s plcs, where only 6% of 2,000 board directors were women.
At that point, Gabrielsen had yet to win the full backing of his Cabinet colleagues, but
events moved quickly after Johnsen’s story, which was published the following day
with the headline, ‘The minister of trade and industry is sick and tired of the men’s
club: wants to force women into boardrooms’. After a heated debate – a number of
women from his own party opposed the measure – and some political horse-trading,
Parliament voted in favour of his plan.
If there had been concerns that the companies (and certain non-listed ﬁnancial
services groups) required to implement its rules by 2008 would fail to do so, these
were short-lived. So says Turid Solvang, co-founder of the Norwegian Institute of
Directors, who was recently appointed to chair the European Confederation of
Directors Associations. “At ﬁrst, there was a huge debate,” she recalls. “Company
owners were saying that it would be a catastrophe and that they couldn’t ﬁnd the
right women, as they didn’t have the qualiﬁcations.”
Nevertheless, all of the aﬀected companies managed to meet the criterion before the
deadline, helped by an inﬂux of female directors from Sweden and Denmark. In
addition, the Confederation of Norwegian Enterprise launched the ‘Female-future’
programme, through which each ﬁrm would help one or two women to develop
board-level skills.
“This added to the pool of women who wanted to serve as board members,” Solvang
says. “The companies simply started ﬁnding the women required. During the ﬁrst
years of the system, there were a few women who held positions on many boards,
but today, there is no signiﬁcant diﬀerence between men and women on that
account.”
She notes that many companies were obliged to redesign their board selection
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3268
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one level down, more and more female middle managers were being asked to make a
big step up. “They were a few years younger than their male board colleagues, but
they had a similar educational background – mainly law and business – subjects that
attract more women than men into higher education here,” Solvang says.
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THE BUSINESS CASE
The success of the system was always going to be measured by its impact on the
companies’ ﬁnancial performance. Gabrielsen claims that he didn’t propose his policy
of aﬃrmative action as an ethical act of feminism. Rather, he had been inﬂuenced by
research indicating that the more women there are at the top of a business, the
better its ﬁnancial performance is likely to be.
Solvang believes that the quota’s eﬀects remain hard to quantify in such terms. “In
this debate, we were focusing heavily on the value-creation argument – that women
should be on boards because it was good for the companies and there would be
better value. But this has been extremely diﬃcult to prove, because there are so
many elements that are important as to whether a company does well or not,” she
says. “If you look at the bigger picture, it is hard to say whether Norwegian companies
have done better or worse than those in the rest of Europe. There has been lots of
research to determine whether ﬁrms perform better if they have more women on
their boards. I saw one review that said 25% of studies revealed a positive correlation
and 25% found a negative one, while half found no correlation at all.”
Solvang continues, “Do women and men have diﬀerent qualities? That’s possibly true
to some extent, but I think it’s diﬃcult to say that the women on a board think very
diﬀerently from the men. It is said that they are more risk-averse, that they don’t take
as much risk as a man would, but I’m not sure that this is true either.”
Thorburn believes that the impact of a gender-balanced board is most likely to
depend on the organisation’s situation. “When everything is going well, it won’t make
much diﬀerence. But a diverse board can be important when things are going wrong.
It might ﬁnd it easier to make diﬃcult decisions and put pressure on a chief
executive,” she says. “But, given that the average increase in female representation
was from 15% to 40% – really only meaning that one man was replaced by one
woman per board – things probably haven’t changed hugely.”

Gabrielsen claims that he didn’t propose his policy of aﬃrmative action
as an ethical act of feminism. Rather, he had been inﬂuenced by
research indicating that the more women there are at the top of a
business, the better its ﬁnancial performance is likely to be.

STEADY AS SHE GOES
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The board-level recruitment drive has done little to increase the number of female
chief executives and CFOs over the past decade. Thorburn reports that only 5% of
these two key roles in Norway’s plcs are occupied by women. Although this signiﬁes a
disappointing lack of progress, she notes that it needs to be seen in the context of an
average C-suite churn rate of six to seven years.
“It’s a long-term process,” she says. “The creation of a pool of women at board level
will ultimately lead to an increase in the number of women with senior management
capability.”
Solvang agrees, arguing that the quota system has started to open doors for senior
female executives. She explains that the board of directors in a Norwegian plc is a
separate, non-executive entity from the corporate management committee. By law,
the CEO, CFO and other senior executives sit only on the latter, reporting to the
former.
“Becoming a board member was traditionally seen as the icing on the career cake,”
she says. “I think the quota was quite annoying for some men, because they were
accustomed to the idea of getting to CEO and then moving on to the board, which
some considered to be a retirement position.”
Norway’s sixth-largest company, aluminium group Norsk Hydro, has seven
shareholder-elected board members, three of whom are women. The ﬁrm’s CFO is
Eivind Kallevik. He reports that Hydro has set itself diversity targets covering both
“gender and nationality” further down the organisation.
“If you look at our corporate management board, nearly half of its members are
women too,” Kallevik says, but he points out that female engineers are relatively thin
on the ground. “I think it’s important to set targets realistically, as the number of
women who want to work in this industry is limited in a number of countries. So you
have to base your targets on the demographics of the speciﬁc country or industry,
and then you have to work towards them. It’s really this journey that’s important. We
measure as we go along to ensure that people are doing as they’re supposed to,
according to the targets.”
Could Hydro have a female chief executive or CFO in the near future? “We have very
good candidates for my job – both women and men, both Norwegians and nonNorwegians,” he says. “We frequently talk about succession planning and employ
diversity measurements for the succession programme.”
As there are so many women with non-executive board experience in Norway, does
Kallevik think there may soon be more women in senior executive roles? “I’d be
surprised if there weren’t,” he says.

THE NEXT STEPS
Norway’s current Trade and Industry Minister is Monica Maeland, a Conservative MP
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3268
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Norway’s current Trade and Industry Minister
Monica Maeland, a Conservative MP
serving in a centre-right coalition, just as Ansgar Gabrielsen did more than a decade
previously. She recently invited the chairs of all companies in which the state holds an
equity stake – including big players such as Norsk Hydro, Telenor and Statoil – and
asked them what they were doing to widen their talent pools.
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Solvang takes up the story. “After this meeting, she produced a list of best practices,
which was sent out to all chairs. She said, ‘I expect you to follow up on this,’ which is a
strong message. These chairs are requested to bring it to their chief executives, who
are supposed to take it into account. One suggestion that has been made is that the
boards should set binding targets for female representation in the top management
team, on which the chief executive should be evaluated. One could, for instance,
imagine this being a part of the CEO’s bonus evaluation. That would be eﬀective.”

Lawrie Holmes is Editor, Financial Management (FM) journal, Chartered Institute of
Management Accountants. This article was ﬁrst published in the February 2016 issue
of FM. Reproduced with permission.
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BY

PERSPECTIVES@SMU

FROM R&D TO COMMERCIALISM
When the CEO or Chairman of a company opens a research and development (R&D)
department, there are hopes that it will create the next cash cow and spurt of growth
for the ﬁrm. Using the best brains, tools and resources, management expects
innovative products coming forth from R&D laboratories to take the world by storm.
While some of these outﬁts may work independently, others may collaborate with
universities, third-party research institutions and start-ups to create the next ‘big
thing’. There may also be resultant published research papers and patent grants for
the technology or product. But would this ensure the longevity of the department
that is often resource-intensive? How can the business owner manage the
department internally? Research is an uncertain process, and the lag between output
and input can be long and variable. This makes it diﬃcult to manage research within a
commercial organisation.
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3274
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“I am fully convinced that it has never, is not now and never will, pay commercially to
keep an establishment of professional inventors, or of men whose chief business is to
invent,” according to T.D. Lockwoods, AT&T’s head of the patent department in 1885.
“In other words, he said it will never be proﬁtable to have internal research. Instead,
AT&T only needed the capability to evaluate external innovations being oﬀered to
them for sale or licensing. So the job of the internal research department was to
evaluate outside technology.” This was according to the Tommie
Goh Visiting Professorship in Entrepreneurship and Business, Professor Ashish Arora,
of The Fuqua School of Business, Duke University, at his lecture at Singapore
Management University recently. The lecture was entitled ‘Back to the Future? – the
evolving division of innovative labour and the changing locus of innovation in the
American Economy’.
So is science useless?
“When you look at patents, they would sometimes cite scientiﬁc literature. Research
shows that there is no decline in the way patents are citing science or recent science.
For ﬁrms that are doing less science, their patents continue to cite science. It is not
that science has become less useful, but corporations should not manage science. It
goes back to Lockwood who did not say inventors are useless but that he should not
be managing them,” said Prof Arora.
In the US, companies invest in internal research capabilities to evaluate external
technologies for quality control. Prof Arora said due to historical reasons such as the
eﬀects of war, anti-trust and the weak university system, businesses looked to
internal investments to create products and growth. However, internal research has
proven very hard to manage as investors ask about what they are getting for their
money.
“It may not be a promising way forward for research in big companies and from
centrally-directed investments in general. My research suggests that creating national
champions and top-down investment plans is not a good way to create successful
innovation and research,” Prof Arora told Perspectives@SMU.
“Decentralised, more market-based programmes are likely to succeed. While mistakes
would be made, they would tend to be small and easily rectiﬁed. Big, top-down plans
are harder to change because often, people’s reputations are at stake and there are
vertical decisions that are harder to change and undo.”

VIBRANCY BREEDS INNOVATION
With the creativity of start-ups, government support to foster innovation and
competent universities today, he said innovation will help countries such as
Singapore grow their wealth. While market sentiments suggest countries follow in the
footsteps of the US, build science parks, encourage entrepreneurship in another
Silicon Valley, he said it would be very diﬃcult for one country to copy the success of
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3274
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“Singaporean companies should look at Japan when Japan reached 80% of US per
capita GDP, which did not quite go beyond that,” said Prof Arora.
“From what I know, Singapore is quite diﬀerent from Japan and South Korea.
Singaporeans speak English. The country is well-integrated in the world market
systems. It is cosmopolitan and has its own identity. It is also outward-looking and
open, which is a massive social strength. While being open creates tensions and
problems that need to be managed politically, there is an inﬂux of people. Science
thrives at its best when there is movement of people and ideas.
“The one remarkable thing about America is its ability to take what goes on in the
universities and put it to the service of societies, such as service and start-ups in
general. It is a source of strength that the system is free-wheeling and every
university does things diﬀerently to create various ways of doing things. However, it
would be counterproductive if this process is managed centrally through political
means or funding.
“Entrepreneurship is by nature disrespectful to authority, which is a central challenge
that Singapore has to manage. The institutions that get you from US$3,000 to
US$45,000 per capita are diﬀerent from those that will keep you from growing. How
do you keep what is essential about Singapore without destroying what makes
entrepreneurs possible?
“Conﬁdent people and a system that allows people to become rich through their
eﬀorts in transparent ways create entrepreneurs, which is important and is not an
issue for Singapore. Productive entrepreneurship happens when there is a level
playing ﬁeld. You want people to believe that if they are smart, work hard and want to
thrive, they will have a fair chance of success.”
This is particularly prevalent in family businesses with the third generation in power.
Likened to Alfred Marshall’s ‘from clogs to clogs in three generations’ analogy in
Principles of Economics, the ﬁrst generation of a family business has tirelessly
created an empire for the second generation to succeed. The second generation has
respect for the ﬁrst generation as they have seen the eﬀort that had gone into their
rags-to-riches journey. It has a sense of responsibility towards continuing the
business. On the other hand, the third generation, which has been the recipient of
the fruit of the labour from their elders, may not be able to handle the wealth nor
possess the same drive as their forefathers to run the business.
“For family businesses to continue, separate the ownership and management of
wealth from each other. The family can apportion wealth to the third generation for
their wellbeing and hire able people to run the family business based on merit.
Create policies for an eﬃcient allocation of wealth and work. Businesses die when
valuable resources are not used in an eﬃcient way,” advised Prof Arora.
By allowing fresh ideas from external hires into the business, the company can
continue to grow from strength to strength. This helps the company to keep the
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3274
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This article was ﬁrst published in the March 2016 edition of Perspectives@SMU.
Reproduced with permission.
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Serving Internationalising Clients

BY

FELIX WONG

BE A HEAD ABOVE COMPLEX INTERNATIONAL TAXATION ISSUES
As companies internationalise and engage in cross-border transactions, they are
often unaware that their actions may have tax consequences that could derail their
plans. Tax advisors have to be sharp, especially in this era of rapid international tax
changes, to understand all the relevant tax issues and advise their internationalising
clients.
At a recent Up Close and Personal with Tax session, Accredited Tax Advisor (Income
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At a recent Up Close and Personal with Tax session, Accredited Tax Advisor (Income
Tax and GST) Professor Sum Yee Loong, Board Member of the Singapore Institute of
Accredited Tax Professionals (SIATP), shared his vast experience on the subject.
Through various business scenarios, Prof Sum demonstrated the art of critically
evaluating and logically deriving solutions to international tax issues.

Accredited Tax Advisor (Income Tax & GST) Professor Sum Yee Loong, SIATP Board Member

One key concept in international taxation is Permanent Establishment (PE). PE is used
to allocate the taxing rights in situations where a company of one state derives
business proﬁts from another. Such business proﬁts will generally be taxed in the
other state to the extent that they are attributable to a PE there. It should be noted
that PE only applies to business proﬁts. As such, if an income (such as royalty or
dividend income) is not a business proﬁt, it will be irrelevant to consider PE in
determining its taxability.
There are several types of PE (such as physical PE, construction PE and agency PE),
each having its own conditions. The presence of each type of PE should be separately
considered to ascertain the tax implications.
While the deﬁnition of PE can be found in the Income Tax Act (ITA) and the Double
Taxation Agreements (DTAs) signed between Singapore and its treaty partners, it is
important to note that the exact phrasing and conditions may diﬀer in each DTA. It is
thus critical for tax advisors to always check the exact phrasing in the ITA or the
applicable DTA when considering the presence of PE.
The following cross-border issues were discussed at the session.
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3271
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MANAGEMENT SERVICES
An overseas holding company (HCo) provides management services to its Singapore
subsidiary (SSub) by sending a management staﬀ to Singapore for a few days each
month. SSub pays a management fee to HCo for the management services performed
in Singapore. HCo does not provide any other service to SSub.
In analysing HCo’s Singapore tax implications, the tax advisor should ﬁrst consider
whether HCo is taxable in Singapore under the country’s domestic tax law provisions.
Based on Section 12(7)(c) of ITA, the management fee paid to HCo is deemed to be
derived from Singapore as the management services are performed in Singapore.
Accordingly, SSub is required to withhold tax on its payment to HCo.
Once it is established that HCo is taxable in Singapore under domestic tax law
provisions, the tax advisor should then consider whether Singapore has a DTA with
the country where HCo is a resident. If so, the management fee should only be
taxable in Singapore to the extent that it is attributable to a PE in Singapore. This is
on the proviso that there is no standalone article in the DTA. In other words, if HCo
does not have a PE in Singapore, the management fee will not be subject to tax in
Singapore and SSub will not be required to withhold tax on its payment to HCo.
A key takeaway is that while DTA may override domestic tax law provisions to provide
double taxation relief, it does not by itself impose tax. Hence, if no tax is imposed
under domestic tax law provisions, there is generally no need to apply the provisions
of the DTA.

RENDERING OF SERVICES
A Singapore-incorporated and resident company (SCo) has a wholly-owned subsidiary
(Sub) incorporated and resident in Country A. An employee of Sub occasionally
supports SCo and works in Singapore. There is a DTA between Singapore and Country
A.
The evaluation of the Sub employee’s taxability in Singapore should start with an
analysis of Singapore’s domestic tax law provisions. Generally, the Sub employee will
be regarded as a Singapore tax resident if he stays or works in Singapore for at least
183 days in a calendar year or for a continuous period of at least 183 days spanning
two years, or continuously for three consecutive years. However, he will still be taxed
on all employment income earned in Singapore as a non-resident if he stays or works
for less than 183 days. If his exercise of employment in Singapore does not exceed 60
days in the year, his employment income will be exempt from tax in Singapore.
If the Sub employee’s income is taxable in Singapore under domestic tax law
provisions, the tax advisor should then consider whether the employee may obtain a
double taxation relief under the DTA.
Generally, the employee will be exempt from Singapore tax if his exercise of
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Generally, the employee will be exempt from Singapore tax if his exercise of
employment in Singapore does not exceed 183 days in a 12-month period, he is paid
by an overseas employer resident in the other treaty country and his emolument is
not borne by a PE or ﬁxed base that the employer has in Singapore.

WAREHOUSING
A Singapore resident company (SGCo) is in the business of manufacturing electronic
products. SGCo stores its raw materials in its warehouse in Country B, but does not
otherwise perform any activities in Country B. There is a DTA between Singapore and
Country B.
Generally, activities that are preparatory or auxiliary in character are speciﬁcally
excluded and will not constitute a PE under Singapore’s DTAs. As such, the mere
storage of goods in its warehouse should not create a PE for SGCo in Country B.
However, if SGCo is in the business of online sales and its warehouse in Country B
acts as its regional distribution hub, its warehousing activity in Country B may no
longer be considered as “preparatory or auxiliary” in character, but will instead
constitute a key business activity for the company. Consequently, the warehousing
activity of this online entity may now create a PE for SGCo in Country B.

INDIVIDUAL WORKING OVERSEAS
A regional tax director of a Singapore resident company frequently travels to regional
countries to oversee the tax matters of its subsidiaries, spending less than 183 days
in Singapore in a year. As part of his role as a regional tax director, he spent in
Malaysia an aggregate of 30 days and 200 days in 2014 and 2015 respectively. The
regional tax director is a Singapore citizen.
Notwithstanding that he spent less than 183 days in Singapore in a year, the regional
tax director should be fully taxable in Singapore in 2014 as his business travels are
incidental to the performance of his Singapore employment. As he had only spent 30
days in Malaysia in 2014, he should not be taxable on his short-term employment
income in Malaysia.
In 2015, the regional tax director will not qualify for the exemption for short-term
employment income as he had spent 200 days in Malaysia. As such, his employment
income for the 200 days should be taxable in Malaysia. The same income should not
be taxed in Singapore.

AGGRESSIVE CLIENTS
A multinational corporation (MNC) approaches a local tax advisor to conduct a
transfer pricing study. At the end of the transfer pricing study, it was found that the
MNC’s transfer price for a particular transaction is signiﬁcantly lower than other
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3271
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that the tax advisor revises the results to ensure that its transfer price is within range.
The MNC is a substantial client of the tax advisor.
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The tax advisor may want to ﬁrst review the transfer pricing study to ensure technical
accuracy. If the tax advisor is conﬁdent of the validity of the transfer pricing study, it
is important to highlight that a revised transfer price may not stand up to scrutiny by
the tax authorities. From an ethical standpoint, it is also imperative that the tax
advisor stands ﬁrm to his work and explains to the client why the results cannot be
revised. As a tax professional, he has an obligation to uphold professional and ethical
standards. The client will generally also be pleased to note that his tax advisor is able
to provide independent and objective professional advice.

Tax advisors have to be sharp, especially in this era of rapid
international tax changes, to understand all the relevant tax issues and
advise their internationalising clients.

International taxation is dynamic and ever-evolving. Change is the only constant.
Companies need to be mindful of the potential tax consequences which could derail
their internationalising plans. If you are planning to venture abroad but are unsure of
the potential tax implications, you may want to call up an accredited tax professional.
You could just avoid a landmine… or two.

Felix Wong is Tax Manager, SIATP. This article is based on SIATP’s Up Close and
Personal with Tax session facilitated by Accredited Tax Advisor (Income Tax and GST)
Professor Sum Yee Loong, Board Member, Singapore Institute of Accredited Tax
Professionals. For more tax insights, please visit SIATP.
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China and ASEAN-6
BY

ECONOMIC INSIGHT

INCREASING ECONOMIC TIES IMPACT REGIONAL GROWTH
As the world’s largest economy, China has a signiﬁcant impact on the global economy,
especially in the Association of Southeast Asian Nations (ASEAN) region. China’s
importance for the region is twofold – both as a direct customer for output produced
in the region, and as a key driver of global demand for raw commodities produced in
some ASEAN economies. ICAEW’s latest Economic Insight: Southeast Asia report
evaluates China’s relationship with the largest economies of the ASEAN countries,
namely Indonesia, Malaysia, the Philippines, Singapore, Thailand and Vietnam
(ASEAN-6).

Risks remain tilted to the downside, with a key threat being a deeperthan-expected slowdown in China which would have spill-over eﬀects in
the region through trade, corporate proﬁts, conﬁdence and ﬁnancial
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3265
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markets.

ASEAN-6 FACE ONGOING HEADWINDS IN 2016
Slowing economic growth in China is contributing to weakness in world trade, lower
commodity prices and more subdued activity in the ASEAN-6 economies. As these
economies continue to struggle with the challenging global backdrop, it is natural to
question to what extent the rise of China and the commodity super cycle were
mistaken for structurally robust growth in these countries.
In this environment, we expect the strongest performers to be the economies with
solid domestic economic fundamentals, including a supportive policy environment,
structural reforms to enhance the competitiveness of non-commodities markets and
avoidance of excessive domestic debt levels or external imbalances.
Countries with room to provide monetary and/or ﬁscal stimulus to support growth
will also be better placed to cushion their economies from the adverse eﬀects of
slower growth in Chinese demand and avoid the build-up of disinﬂationary pressures.
Overall, we expect only a subdued recovery in growth for the ASEAN-6 economies this
year, with risks tilted to the downside. In particular, a sharper-than-expected
downturn in China would make relative strengths and vulnerabilities in the region
more pronounced.

CHINA’S IMPACT IN ASEAN ECONOMIES
China’s economic slowdown has had a signiﬁcant impact on growth in Southeast Asia
(SEA), reﬂecting the importance of regional trade ties. These ties have grown
considerably in recent years. Barriers to trade have been lowered and the region has
become more closely integrated through cross-border supply chains and intraregional foreign direct investment (FDI) ﬂows. In the late 1990s, the US and EU
accounted for around 37% of the merchandise exports of the ASEAN-6 economies,
while China took just 3%. Other economies in emerging Asia accounted for 17%. By
2014, however, China’s share had risen fourfold to 12%, the share of other emerging
Asian economies had risen to 25%, while the US and EU one combined had fallen to
20%.
Countries’ vulnerability to slower growth in China is also inﬂuenced by the nature of
their exports. Indonesia, the Philippines and Vietnam are less exposed to
manufacturing sectors where China has excess capacity. Their wage competitiveness
means developments in China should not signiﬁcantly impede their continued
industrialisation. Thailand also beneﬁts from increased demand for consumer goods
and services. Among the ASEAN-6, Singapore and Malaysia are likely to be more
vulnerable because of their position in regional supply chains for electronic goods.
Commodity exporters are doubly exposed because of China’s substantial impact on
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3265
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because
global commodity markets. In the decade to 2012, the commodity-intensive nature of
China’s investment-led growth accounted for almost 50% of additional global demand
for oil and more than 80% for steel and coal. However, China’s slow demand for these
commodities is also a major driver of declines in the global prices.
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Because of the country’s role as a regional trading hub, Singapore ranks highest on
the measure of commodity exports in terms of GDP percentage. The resource-rich
economies of Malaysia and Indonesia actually have a much higher share of
commodities in total exports. Indonesia has been successful in diversifying its
economy, as reﬂected in a fall in the ‘primary sectors’ share of GDP from 31% in 2000
to 22% in 2015. Malaysia has succumbed to one of the challenges often faced by
resource-rich nations whereby rising commodity prices force up the exchange rate,
making it tougher to successfully develop other export sectors.
On the other hand, commodities are relatively less important for other economies in
the ASEAN-6, with Thailand and the Philippines standing to beneﬁt from lower oil
prices as they are net importers of energy.

CURRENCY AND COMPETITIVENESS
Countries in the region also vary in terms of their exposure to potential further shifts
in the Yuan exchange rate. In fact, the value of the Chinese Yuan (CNY) moved
remarkably little since mid-December, despite declining against the USD recently. But
the uncertainties in Beijing’s policy could trigger more signiﬁcant moves in the future.
Owing to solid current account surpluses and fast productivity gains, the CNY is
expected to weaken modestly in 2016. However, two key factors could depreciate the
currency: further strengthening of the USD or a deepening recession in key emerging
markets such as Brazil and Russia, which would cause further depreciations of these
currencies against the dollar, and the CNY.

DISINFLATIONARY FORCES ARE GROWING
In the wake of China’s economic slowdown, and the accompanying sharp drop in
global commodity prices, much attention has also been given to the risk of the
ASEAN-6 countries sliding into deﬂation.
In terms of headline consumer price inﬂation, there are negative readings currently in
Thailand and Singapore, while inﬂation in Vietnam and the Philippines is low. Part of
the weakness in consumer prices is because of falling energy costs.
However, year-on-year declines in manufacturing wholesale prices are the main area
of concern with declines of more than 5% in Singapore and the Philippines, with
Indonesia being the only country among the ASEAN-6 whose annual wholesale price
inﬂation has remained in positive territory.
Wholesale price developments could point to future developments in consumer
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3265
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prices, although one reason for caution in interpreting in this way is that they are also
inﬂuenced by collapsing commodity prices, especially lower oil prices which have led
to prices of reﬁned petroleum products (included in manufacturing) diving sharply
over the last year.
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The key risk is not a temporary dip in some price levels but a broader-based negative
interaction of a number of variables that could lead to sustained weak economic
performance. The threat of such a deﬂationary spiral unfolding is likely to be
especially large in highly-leveraged economies: falling prices and asset values may
create large negative balance-sheet eﬀects whereby indebted ﬁrms and individuals
respond to rises in their real debt burden/falls in their net worth by increasing saving
and reducing spending. This again risks giving rise to negative second-round eﬀects
on demand and asset prices.

RISING DEBT BURDENS INCREASE RISKS
Compounding the risks to the outlook from disinﬂationary forces are high levels of
personal and corporate debt in some Asian economies. While the global ﬁnancial
crisis (GFC) of 2008-09 was followed by a deleveraging process in most advanced
economies, the low interest rate environment of recent years has contributed to a
surge in debt ratios in many Asian economies. Since 2005, the private debt/GDP ratio
has risen by around 10 percentage points in Indonesia and the Philippines, with a 20percentage-point rise in Thailand and more than a 40-percentage-point rise in
Vietnam and Singapore.
Although non-performing loans remain low in most Asian countries at 1% to 3% of
total loans, there is a risk that ﬁnancial distress could quickly escalate if
macroeconomic conditions worsen. The greatest threats in Asia lie in consumer debt.
Rising household debt has been prominent in driving up overall private debt ratios in
many countries in recent years, and household debt ratios look high in several
countries – especially debt/disposable income ratios.

POLICY EASING CAN HELP SOME ECONOMIES
As the slowdown of growth in China can be characterised as a shock to demand for
the economies of SEA, it may be appropriate for the authorities to mitigate the impact
on their domestic economies through a loosening of monetary and/or ﬁscal policy.
However, the capacity to do so varies across the region.
Although central bank interest rates are already low in some places, negative
wholesale price inﬂation means the real cost of borrowing is still too high. How
appropriate a real rate measure is will vary between countries. However, in a region
where manufacturing is a key sector and corporate debt levels are elevated, such a
real rate measure is undoubtedly important.
In most ASEAN-6 countries, the onus will most likely be on the government to
increase spending and/or lower taxes to stimulate demand in the economy,
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3265
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increase spending and/or lower taxes to stimulate
demand in the economy,
compensating for constraints on monetary policy. Singapore and the Philippines have
the biggest room for improvement, although upcoming elections in the latter could
create some uncertainties over policy. Thailand has less ﬁscal room to manoeuvre,
but would beneﬁt from government policies that promote more productive private
sector investments.
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PROSPECTS FOR ASEAN ECONOMIES, 2016-17
With some recent business surveys suggesting that demand conditions in the
manufacturing sector in SEA are beginning to stabilise, a moderate economic recovery
is expected to unfold over the next two to three years. The region may however still
expect periods of ﬁnancial market volatility in the near term as it adjusts to China’s
new growth trajectory.
The best performers among the ASEAN-6 will be economies where growth is
underpinned by strong domestic fundamentals and there is room for policy support.
In this respect, Vietnam, the Philippines and Indonesia have the best growth
prospects, reﬂecting healthy domestic factors such as low debt, macro stability and
wage competitiveness.
Risks remain tilted to the downside, with a key threat being a deeper-than-expected
slowdown in China which would have spill-over eﬀects in the region through trade,
corporate proﬁts, conﬁdence and ﬁnancial markets. Other key risks include more
acute ﬁnancial market volatility and a tightening of ﬁnancial conditions as
industrialised countries normalise monetary policy.

This is an excerpt from ICAEW’s latest Economic Insight: Southeast Asia report.
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Don’s Column: Valuation of Biological Assets

BY

LIM CHU YEONG AND MIAO BIN

A REVIEW OF SGX-LISTED FIRMS
Fair value accounting continues to be a topic of signiﬁcant interest and debate among
the preparers and users of ﬁnancial information. The term ‘fair value accounting’
refers to the practice of using available market information to estimate the price of
an asset if it were to be sold, or the cost to settle a liability. It is generally accepted
that fair value accounting provides more relevant information for user decisionmaking and improves transparency[1], especially in situations when the markets in
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making and improves transparency[1], especially in situations when the markets in
which the assets are traded are highly liquid.
FRS113 Fair Value Measurement provides a hierarchy of methods (‘the fair value
hierarchy’) for arriving at fair value. Level one is for assets for which there are quoted
prices in active markets. Level two is for assets for which there are quoted prices for
similar (but not identical) assets or liabilities in active markets. Level three is for
assets that have no observable inputs for valuation. For such assets, the calculation
of fair values can be highly subjective as well as susceptible to potential abuse. This is
due to the need to make discretionary valuation assumptions on future cash ﬂows
and discount rates. As a result, it is mainly for level three assets that people often
disagree over the value of the fair value estimates. Further, it is argued that the use
of fair values for the least liquid assets actually increased opacity in the accounting
numbers.

INTERNATIONAL ACCOUNTING STANDARD ON BIOLOGICAL ASSETS
The application of fair value measurement to biological assets depends on whether
the biological assets are bearer or consumable assets. International Accounting
Standard (IAS) 41 Agriculture (called Financial Reporting Standard (FRS) 41 in
Singapore) applies to biological assets, except for bearer plants. Examples of
consumable biological assets are sheep, dairy cattle, pigs, trees in a timber plantation
and cotton plants. FRS 41 also applies to agricultural produce at the point of harvest
such as picked fruit and harvested cotton. Thereafter, FRS 2 Inventories applies for
products that result from processing after harvest, such as processed fruit and
thread/clothing. FRS 16 Property, Plant and Equipment applies to a bearer plant,
which is a living plant used in the production or supply of agricultural produce. A
bearer plant is expected to bear produce for more than one period and has a remote
likelihood of being agricultural produce. Examples include sugarcane roots that
produce standing sugarcane and rubber trees that provide latex.
Fair valuations of biological assets are largely classiﬁed at level three and might not
be reliable, since they are based on subjective inputs and models. In the next section,
we review prior studies that examine investor perceptions of biological asset fair
values to understand whether such concerns on reliability are seen in investors’
valuation of biological assets.

PRIOR RESEARCH ON FAIR VALUE OF BIOLOGICAL ASSETS
The existing literature on fair value of biological assets provides mixed evidence on
the importance placed by investors on the fair values of biological assets. One study
which sampled 182 international ﬁrms from 33 diﬀerent countries found that share
prices are more closely linked to book values of equity when fair values were applied
to biological assets that were traded compared to historical costs. Another study
which sampled 132 ﬁrms from 27 countries across three years from 2011 to 2013 had
also found that share prices are signiﬁcantly correlated with biological assets
recognised at fair values. In addition, the correlation was stronger when the ﬁrms
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3277
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The Institute of Chartered Accountants of Scotland (ICAS) also reported the
implications of IAS 41 for international harmonisation of accounting and practical
implementation problems in the agricultural sector. The report is based on a survey
and annual report analysis using a sample of UK, Australian and French ﬁrms. The
report showed that diverse valuation methods and disclosure practices were being
applied across ﬁrms and the survey respondents were of the view that the costs of
measuring and reporting biological assets at fair value outweighed the beneﬁts.

A LOOK AT SGX-LISTED COMPANIES
Southeast Asia is home to many large companies that engage in agricultural
operations and own large amounts of biological assets. As the ﬁnancial hub in the
region, Singapore Exchange (SGX) is a popular listing venue for these companies.
Given the size and the growing importance, we conducted an empirical study to
understand how Singapore investors value the shares of these companies with
biological assets.
We examined a sample of 21 companies listed on SGX that report signiﬁcant holdings
of biological assets in their 2014 ﬁnancial statements. A majority (73%) of these
companies are from the Consumer Staples industry sector. The other companies are
from Materials, Energy and Consumer Discretionary sectors. The average total assets
of the sample is $8.0 billion, and the average market capitalisation is $3.1 billion.[2] In
comparison, the average total assets and market capitalisation of all companies listed
on SGX are $3.4 billion and $1.2 billion, respectively.
In total, the companies in our sample reported biological assets worth $20.9 billion
which accounted for 13% of their combined total assets. At individual company level,
the importance of biological assets in the asset composition varies, ranging from 2%
to 58% of total assets. Two-thirds of the companies (14 companies) have mainly plantbased biological assets, 24% (ﬁve companies) have mainly animal-based assets, and
two companies reported signiﬁcant holdings of both categories.[3]
It was noted that the median market-to-book ratio and the median price-to-earnings
ratio of the sampled companies are slightly higher than those of the overall SGX
market (market-to-book ratio: 1.06 vs 0.92; price-to-earnings ratio: 13.5 vs 12.9). To
further investigate whether this diﬀerence is transitory or persistent, we collected
historical accounting and price data from 2009 to 2014 for the sampled companies
and compared these valuation metrics with other SGX-listed companies over the
same period. Analysis of this extended sample revealed similar ﬁndings to those from
the 2014 data (market-to-book ratio: 1.2 vs 0.9; price-to-earnings ratio: 13.6 vs 10.9).
These results suggested that companies with biological assets enjoyed a moderate
premium in terms of market valuation compared to the overall market.
As discussed in previous sections, fair value estimates of biological assets often
require subjective inputs and therefore may not be perceived as being reliable by
http://journal.isca.org.sg/#!edition/editions_may2016/article/page3277
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The results based on 2014 data showed that compared to other SGX-listed
companies, investors place signiﬁcantly lower importance on the reported book value
of equity in their valuation of shares for the companies with biological assets. We
repeated this analysis using the entire 2009 to 2014 data and the results are
consistent. These results therefore suggest that Singapore investors do not ﬁnd the
reported book value to be a reliable measure of the fair value of assets for companies
with biological assets and this is possibly due to the inherent diﬃculty to correctly
estimate the fair value of biological assets.

… fair value estimates of biological assets often require subjective
inputs and therefore may not be perceived as being reliable by
investors.

IMPLICATIONS ON ACCOUNTING POLICY
Our study of the Singapore sample adds weight to the evidence that measuring
biological assets at fair values reduces the reliability of ﬁrms’ ﬁnancial numbers such
as book values and earnings. This could be because the biological asset valuation
models in the Asian region have not matured suﬃciently to be relied upon by
investors. Biological asset valuation models used in the Asian region could be an area
for further study.

Lim Chu Yeong is Associate Professor of Accounting (Practice), Singapore
Management University; with eﬀect from 1 July 2016, he will be Associate Professor,
Singapore Institute of Technology. Miao Bin is Assistant Professor of Accounting,
National University of Singapore.
ISCA acknowledges the contribution of Institute of Valuers and Appraisers of
Singapore (IVAS) for the study.

[1]

Barth, M. (The Accounting Review 1994) and Barth, M., Beaver, W., and Landsman,
W. (The Accounting Review 1996) give empirical evidence that the disclosed fair values
of investment securities, loans and derivatives have incremental explanatory powers
for stock prices.
[2]

All foreign currencies are converted into Singapore dollar using the exchange rate
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at the ﬁnancial statement date; market capitalisation is measured at the ﬁnancial

4/5

Don’s Column:
of Biologicaldollar
Assets using the exchange rate
All foreign currencies are converted
intoValuation
Singapore
at the ﬁnancial statement date; market capitalisation is measured at the ﬁnancial
statement date

16/05/2016

[3]

Fair value was the only allowed measurement basis for biological assets for the
companies in our sample which was collected from 2014 and earlier periods. The
amendment to IAS 41 and IAS 16 by IASB which scoped out bearer plants from the fair
value requirement in IAS 41 only become eﬀective for annual periods beginning on or
after 1 January 2016. Under the amendment, bearer assets would be accounted for at
cost subsequent to initial recognition or at revaluation following IAS 16.
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Fast News Analytics and Institutional Trading

BY

MASSIMO MASSA (photo), BASTIAN VON BESCHWITZ AND DONALD B. KEIM

RISKS AND REWARDS
Institutional traders in ﬁnancial markets are increasingly sourcing information from
‘sentiment’ indicators – analytics created by computer algorithms from real-time
content published by Dow Jones Newswires, Bloomberg, Thomson Reuters and other
wire services. These indicators can tell traders within milliseconds whether an article
is positive or negative and whether it contains relevant information aﬀecting a ﬁrm’s
value.
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value.
While this ‘meta-information’ can provide a competitive advantage to its users (mainly
high-frequency and algorithmic traders like hedge funds), low-latency signals can lead
to unintended consequences when algorithms automatically initiate trades based on
inaccurate information.
A case in point occurred in April 2013 when an incorrect Twitter feed about a White
House explosion caused a mini ﬂash crash in US markets. Some quickly blamed
algorithmic trading for the reaction, while others argued that human traders were
mainly responsible. In any case, it is commonly accepted that news-reading
algorithms are more likely to misinterpret news than human traders.
Given that a growth in computer trading is accelerating the process of accessing such
information and increasing the speed at which it is incorporated into stock prices,
understanding the magnitude of the price eﬀects associated with such meta
information is critical for policymakers concerned about ﬁnancial market stability.

MEDIA, INSTITUTIONAL TRADERS, AND STOCK PRICES
While much has been written about the eﬀects of information from traditional media
sources on stock prices and the market’s reaction to news analytics, what has yet to
be demonstrated is the inﬂuence of this meta information.
In a new working paper, we have been able to identify the causal eﬀect of meta
information by exploiting the diﬀerences in the high-frequency signals derived from
Dow Jones Newswire stories between older and newer versions of RavenPack, a major
news analytics provider.
To do this, we looked at both RavenPack’s initial and corrected analysis taken from
the Dow Jones articles (the initial analysis being largely ‘written’ by algorithms, while
the corrected version is edited by a human). The signals derived by RavenPack from
the DJ Newswire measure (a) the importance of the article to the ﬁrm that is the
subject of the story (‘relevance’), and (b) whether the story conveyed positive or
negative information about the ﬁrm (‘sentiment’). We classiﬁed articles in three ways:
articles which held information of little relevance but were inaccurately noted by
algorithms (and ﬁrst released) as being of high relevance; conversely, relevant articles
which were originally noted by algorithms as being of little value or relevance, but
were later conﬁrmed to be of high relevance, and ﬁnally, those articles which were
accurately noted early on as containing highly-relevant information.
The diﬀerences in stock market response between the ‘true’ and real-time versions of
the news analytics enabled us to study the causal impact of meta information,
revealing an eﬀect on price, volume and liquidity.

PRICE
We noted that the speed of the stock price reaction was signiﬁcantly lower for articles2/4
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We noted that the speed of the stock price reaction was signiﬁcantly lower for articles
containing highly-relevant information but initially noted as being of little relevance,
than it was for articles accurately portrayed as being of high relevance.
We also found an over-reaction (triggered by algorithmic traders) to low-relevance
articles which were initially released as being of high relevance, although in each case,
this was quickly corrected by human traders.

VOLUME
The study indicated that articles recognised early as being of high relevance triggered
a signiﬁcantly greater ratio of trade volume for the stock in the ﬁrst ﬁve seconds
(compared to the two-minute interval after release) compared to articles which were
initially, but inaccurately, noted as being of low relevance. This is consistent with the
theory that investors with a speed advantage trade very aggressively on signals that
they can exploit before other traders.

LIQUIDITY
Finally, we found that a stock’s liquidity measured during the ﬁve seconds after an
article’s release is signiﬁcantly lower for articles accurately portrayed as being of high
relevance than for high-relevance articles originally released as low relevance. This
suggests that while trading on news analytics improves the informational eﬃciency of
stock prices, the fact that only a subset of market participants has access to news
sentiments indicators increases information asymmetry in the market.
An important question, which is outside the scope of our study, is whether the
ensuing increase in information eﬃciency is high enough to oﬀset the accompanying
reduction in liquidity.

POLICY IMPLICATIONS
News analytics are a major source of information for institutional investors who are
responsible for the majority of the trading volume in the market. Our ﬁndings show
that providers of these analytics have a signiﬁcant impact on the market that is
separate from the information contained in the news. These ﬁndings have normative
implications in terms of the recent regulatory debate on high-speed delivery of
information and the eﬀects of algorithmic trading. They show that news analytics
improve price eﬃciency, but at the cost of reducing liquidity and potentially
distortionary price eﬀects. This has implications in terms of the recent regulatory
debate on high-speed delivery of information and the eﬀects of algorithmic trading.

Massimo Massa is the Rothschild Chaired Professor of Banking and Professor of
Finance at INSEAD; Bastian von Beschwitz is Economist, Federal Reserve Board, and
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Donald B. Keim is Professor of Finance, Wharton School, University of Pennsylvania.
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ISCA Comments on IASB ED Applying IFRS 9 Financial Instruments with IFRS 4
Insurance Contracts
ISCA highlighted to IASB that the proposed temporary exemption from the application
of IFRS 9 would not be available to Singapore-incorporated insurance companies as a
result of being a ‘ﬁrst-time adopter’ come 2018.
ASC Issues Amendments to FRS 7 and FRS 12
Following IASB’s issuance of amendments to IAS 7 and IAS 12 in January 2016, ASC
issued similar amendments as follows:
– FRS 7 Statement of Cash Flows
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– FRS 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. This includes
changes arising from cash ﬂows and non-cash changes (such as foreign exchange
gains or losses). They are eﬀective for annual periods beginning on or after 1 January
2017.
– FRS 12 Income Taxes
The amendments clarify how to account for deferred tax assets related to debt
instruments measured at fair value. They are eﬀective for annual periods beginning
on or after 1 January 2017. Earlier application is permitted.

IAASB Highlights How Expected Credit Loss Models Aﬀect Auditors
IAASB has released a publication highlighting the audit issues arising from the shift to
Expected Credit Loss (ECL) models when accounting for loan losses. ECL models are
now required, or will soon be required, by some ﬁnancial reporting frameworks,
including IFRS 9 Financial Instruments, which will come into eﬀect from 1 January
2018.

ISCA Comments on Proposed Revisions Pertaining to Safeguards
While ISCA generally agrees with IESBA’s proposed revisions to the Ethics Code, ISCA
has provided the following inputs for IESBA’s consideration:

+

To provide more clariﬁcations on how the various conditions, policies and procedures aﬀect the
identiﬁcation and evaluation of threats diﬀerently, and

+

To include application material on the timing of performance of re-evaluations of threats.

AML/CFT: Reports and Guidances from STRO
A suite of reports and guidances provided by the Suspicious Transaction Reporting
Oﬃce (STRO) of the Singapore Police Force is now available on ISCA’s website. These
reports and guidances provide answers to common questions regarding suspicious
transactions reporting and include case studies, red-ﬂag indicators, guidelines on
reports to STRO, and more.
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Measurable Target to Improve Audit Quality
The global forum for audit regulators has, for the ﬁrst time, issued a measurable
target to address persistent levels of deﬁciencies in public company audits. This
action follows the release of the fourth global survey of audit inspection ﬁndings by
the International Forum of Independent Audit Regulators.
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