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Dear members,
Many of you who attended this year’s Singapore Accountancy Convention would have
noticed that this year’s event was jointly organised by ISCA and the Accounting and
Corporate Regulatory Authority (ACRA), and incorporated ACRA’s annual Public Accountants
Conference. This event collaboration may be a ﬁrst for both entities, but ISCA and ACRA
have worked together many times as ours is a synergistic relationship – we are part of the
same accounting ecosystem, and each has a stake and a signiﬁcant role to play in how the
ecosystem evolves.
I mentioned in my last President’s Message that we will be bringing you the highlights of
the Convention for the beneﬁt of the ISCA members who were not there. And for members
who were, we hope the insights are already helping you in your daily work.
For Singapore to sustain its competitiveness in this new global economy, we must maintain
eﬃcient and vibrant capital markets and ensure reliable and high-quality ﬁnancial
reporting. This was the focus of this year’s Singapore Accountancy Convention. As the
national accountancy body, ISCA plays a key role in promoting eﬀective ﬁnancial reporting
in the accountancy profession. We collaborate with key stakeholders such as ACRA, other
professional bodies and academic institutes in various initiatives to enhance the quality of
ﬁnancial reporting. ISCA also provides technical support and communicates timely insights
and views on accounting issues to the wider accounting community.
To keep the profession updated on the latest developments, ISCA constantly identiﬁes
emerging accounting issues and proactively addresses implementation challenges relating
to new accounting developments. In the area of sustainability reporting, for example, we
had advocated the inclusion of social, environmental and governance performance of an
organisation in its corporate report more than three years ago. In June this year, the
Singapore Exchange introduced sustainability reporting on a “comply or explain” basis for
ﬁnancial years ending on or after 31 December
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page5053
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ﬁnancial years ending on or after 31 December 2017. Our discussion of this important topic
continues here as we share the experiences of eight organisations that have early-adopted
sustainability reporting.
When it had become apparent some four years ago that big changes were afoot for the
auditor’s report, the Institute began preparing members for what is to come through a
series of seminars, events and journal articles. The enhanced auditor’s report, a hot topic at
the Convention, receives another airing here – this time, through the experiences of 10
early adopters in the reporting of Key Audit Matters.
ISCA keeps its ear to the ground to ensure that our initiatives are relevant and impactful.
Our various committees and working groups have a wide representation that includes
preparers, practitioners and regulators. Recently, we worked with diﬀerent parties on three
studies to enhance ﬁnancial reporting – “Into the Minds of Investors”, “Getting Ready for
FRS 116 (Leases)” and “In Fair Value We Trust, or Not”. The ﬁndings were released at the
Convention, and are also reported within these pages.
Audits are the foundation of market integrity and are crucial in upholding stakeholder
conﬁdence. It is thus essential that auditors continue in their eﬀorts to improve audit
quality. At the Convention, ACRA announced new regulatory measures to raise audit quality.
Do familiarise yourself with the details of these measures in the article.
Our profession is a dynamic one which expects accountants to be many things – resilient,
adaptable and knowledgeable being a few descriptors – and organisations to be the
epitome of excellence and best practices. Some ﬁrms and individuals have succeeded in
distinguishing themselves, and won honours at the Singapore Accountancy Awards. Find
out who they are.
To be eﬀective, the accountants of today must be plugged into the global – and digital –
economy. Read about how Brexit will impact Singapore, and whether Singapore’s GST rules
can cater to the rapidly-developing digital economy.
As always, this issue is packed with relevant content that adds value to your work. Have a
good read.
Gerard Ee
FCA (Singapore)
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COMPANIES LOOKING OUTWARDS FOR DIGITAL
INNOVATION: EY SURVEY
As the world goes digital, developing innovation in-house is no longer enough, according to
a new EY study titled Digital Deal Economy. Instead, with the constraints of time and capital,
non-tech ﬁrms are turning to mergers and acquisitions (M&As), joint ventures and alliances
to acquire the innovation they need.
The study, which garnered the views of 600 corporate executives from large companies
globally, found that 90% of respondents face increased competition from businesses that
have already embraced digital technology. Responding to heightened competition and a
disruptive environment, more than two-thirds (67%) now plan to use M&As to upgrade their
digital capabilities.
Companies in this region are slower than their global counterparts to embrace
digitalisation. According to Joongshik Wang, Partner, Corporate Finance at Ernst & Young
Corporate Finance Pte Ltd, this is probably because they are “still exploring the returns of
investment for digital before taking the plunge”. He cites as examples brick-and-mortar
companies in the consumer and retail sector which frequently talk about e-commerce
opportunities, though “few have taken real action to transform or buy out capabilities as
they are still concerned about cannibalisation”.

ALIGNING CAPITAL AND DIGITAL STRATEGIES

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4797
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ALIGNING CAPITAL AND DIGITAL STRATEGIES
Digital transformation – creating a digital mindset and a culture of agile innovation –
requires a long-term digital capital strategy and commitment from the leadership, says
Tony Qui, EY Chief Digital Oﬃcer – Transaction Advisory Services. While 87% of survey
respondents say that they are explicitly considering digital transformation needs in their
capital allocation planning for the next two or three years, only 55% have a sophisticated
method in place to quantify the capital needed to pursue digital transformation.
The survey found that a signiﬁcant proportion of companies are using analytics and seeking
advice to improve eﬀective inorganic growth. While innovative technology can be a “key
driver in building digital capabilities”, what is important is for companies to “understand the
intellectual property (IP) that you are buying”, says Mr Qui. “The smart use of digitallyenabled analytics will help companies make the right investment choices, whether they are
acquisitions, alliances or joint ventures, alongside organic routes.”
“Today’s fast-moving and increasingly disruptive technologies are adding to the pressure
companies face, resulting in competitive advantage for those that are quickest to adapt,
blurring the lines between sectors and allowing new entrants to introduce collaborative
business models that break all the rules. Aligning the capital strategy to support the digital
strategy is fundamental to success, as is accountability at the board level around decisions
to future-proof your business model,” he adds.
The report is available at the EY website.
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CHARTERED ACCOUNTANTS ADD VALUE TO
BUSINESSES: ISCA VIDEO CAMPAIGN
Chartered Accountants add value to businesses – that’s the theme of a new ISCA video
campaign.
In the series of videos, six of our ISCA members share insights on topics related to the
future of accountancy – risk management, data analytics, “Uber”-isation of accountancy, the
new lease accounting standard, sustainability reporting, and mergers and acquisitions. An
animated video containing key facts about Chartered Accountants in Singapore further
underscores the leading roles ISCA members undertake in diverse industries across
diﬀerent countries.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4826
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The members featured in this video series are Dennis Chia, CFO, Starhub; Chng Sok Hui,
CFO, DBS Bank; Keoy Soo Earn, Regional Managing Partner, Southeast Asia Financial
Advisory, Deloitte & Touche LLP; Lelaina Lim, Group Finance Director, Al-Futtaim Asia; Sarjit
Singh, Executive Chairman, Ardent Associates LLP, and Yvonne Toh, Director of Finance,
Siemens Healthineers.

The videos will be screened at the lift lobbies
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4826
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The videos will be screened at the lift lobbies of commercial buildings island-wide, and on
various digital and social media platforms in September and October.
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PUTTING A FINGER ON THE PULSE OF TAX
RISKS
In the heart of business, amid much robust changes and evolving developments, the
Singapore Institute of Accredited Tax Professionals (SIATP) continued its focused approach
in assisting its members and the business community in keeping a ﬁnger on the pulse of
tax to better manage tax risks.
Following the issuance of a new guidance on tax avoidance by the Inland Revenue Authority
of Singapore, SIATP organised a Tax Excellence Decoded (TED) session covering key aspects
of the e-Tax guide as well as the practical issues businesses should be mindful of.
Facilitated by Liu Hern Kuan, Partner and Head of Tax at Rajah & Tann Singapore LLP, the
session provided participants with insights into the principles of interpretation on tax
avoidance so as to avoid situations which may increase the risk proﬁle of a business.

A fully-booked session on anti-avoidance was facilitated by Liu Hern Kuan, Partner and Head of Tax at Rajah &
Tann Singapore.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4795
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SAC panellists: (from left) Moderator Chung-Sim Siew Moon, Partner and Head of Tax, EY Solutions LLP; Chow Wai
Yee, Assistant Commissioner, Tax Policy and International Tax Division, IRAS; Sivakumar Saravan, Executive
Director, Crowe Horwath Singapore, and Kwan Chang Yew, Head of Group Tax, DBS Bank Ltd

Risk management was also a much-discussed topic during the panel discussion on the
implementation challenges of Base Erosion and Proﬁt Shifting (BEPS) during the recent
Singapore Accountancy Convention (SAC). Bringing together panellists from the tax
authority and tax advisors from the Big Four and mid-tier consultancies, and including an
in-house tax professional, the session covered issues faced by SMEs and MNCs, as well as
possible approaches that businesses can take to better manage their tax aﬀairs amid
external and regulatory changes.
Beyond tax professionals and professionals in the accountancy sector, Human Resources
practitioners gained insights into tax risk areas when Accredited Tax Advisor Wu Soo Mee,
Partner for People Advisory Services at Ernst & Young Solutions LLP (EY) highlighted
possible blind spots and common errors in manpower costs computations noted by
authorities in their audits at an HR event supported by SIATP.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4795
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Accredited Tax Advisor Wu Soo Mee, Partner for People Advisory Services at EY, shared on the tax issues
pertaining to manpower costs with HR professionals, at a seminar organised by Singapore Human Resources
Institute and Employment and Employability Institute.

Moving into indirect tax, EY’s GST team was on hand at a separate TED session to clear the
air on various misconceptions in GST compliance. Accredited Tax Advisors Kor Bing Keong
and Chew Boon Choo, Partner and Director respectively, elaborated on the intricacies of
GST risk management and shared best practices with the participants.
For more information on being on top of tax issues, email SIATP for the upcoming events.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4795
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CAREER PATHWAYS TALK
Accounting oﬀers a diverse career path that spans the public accounting ﬁrms, accounting
and ﬁnance functions in the public and private sectors, and companies of diﬀerent sizes. At
the individual level, specialisations include assurance and tax advisory to other unique
areas like forensic and environmental accounting. Do you know which career ﬁelds and
positions best ﬁt you, your personal strengths and personality?

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4786
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The ﬁrst of a series of Career Pathways Talks featured seasoned professionals from three diﬀerent
specialisations – Commercial Accounting, Consulting and Headhunting.

The speakers sharing some of the fun facts, myths, and misconceptions about their career with participants.

With this in mind, ISCA’s Young Professionals Advisory Committee organised a Career
Pathways Talk on July 28. The inaugural session – the ﬁrst of a series – featured three career
paths, namely Commercial Accounting, Consulting and Headhunting. It attracted more than
65 young participants eager to hear practical advice and obtain in-depth knowledge. The
speakers described the nature and scope of their work, as well as the pathways that
brought them to where they are today.
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4786
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ISCA looks forward to bringing you information about other interesting career options. If
there is a specialisation you would like to know more about, please feel free to drop us an
email at ypac@isca.org.sg.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4786
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ISCA BREAKFAST TALK: FINANCE
TRANSFORMATION: RETHINKING THE FP&A
OPERATING MODEL

In an ever-changing business landscape fuelled by business complexity, aggressive
competition and disruptive technologies, FP&A teams are now increasingly under pressure
to provide analytical capabilities to the business.
On September 14, two speakers from Moore Stephens LLP Singapore – Wong Koon Min,
Partner, Head of Professionals Standards, and Choo Kwong Chee, Director, IT Solutions –
provided valuable insights into “Finance Transformation: Rethinking the FP&A Operating
Model”. Mr Wong highlighted that the majority of staﬀ time is currently wasted on nonvalue added activities. Mr Choo emphasised that the modern FP&A function needs to be
dynamic and ﬂexible, and shared ﬁve strategies to accelerate this transformation journey.
They are:

+
+
+
+
+

Drive enterprise-wide collaboration
Enable a self-service on-demand culture
Create driver-based plans and rolling forecasts
Automate KPIs, dashboards, and scorecards

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4790
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Close and disclose quickly and accurately

In order to transform FP&A so that it is as forward-looking as possible, Mr Choo
encouraged the participants to take advantage of recent technology enhancements such as
cloud solutions. Over 65 members attended the session.

ISCA Industry Support Manager Derek Tang presented tokens of appreciation to speakers (respectively from left)
Mr Wong and Mr Choo.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4790
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SINGAPORE ACCOUNTANCY CONVENTION 2016
BY

WANDA TAN

FINANCIAL REPORTING: MEETING INVESTORS’ NEEDS, STRENGTHENING MARKET
CONFIDENCE
Reliable, high-quality ﬁnancial reporting is a hallmark of any globally competitive economy.
It requires the concerted eﬀorts of all stakeholders in the ﬁnancial reporting ecosystem,
including preparers, management and audit committees, auditors and investors. By the
same token, this year’s Singapore Accountancy Convention 2016 marked the ﬁrst time the
event was jointly organised by ISCA and the Accounting and Corporate Regulatory Authority
(ACRA). Also onboard as strategic partners were the Singapore Accountancy Commission
and the Accounting Standards Council (ASC).
Held on August 25 at the Marina Bay Sands Expo and Convention Centre, the Convention –
which incorporated ACRA’s annual Public Accountants Conference – attracted more than
900 accounting professionals, business leaders and directors. This preceded the second
biennial Singapore Accountancy Awards Dinner later that evening, hosted by ISCA to
recognise outstanding organisations and individuals who represent the best in the sector.
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4960
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ISCA President Gerard Ee giving the welcome speech

In his welcome address at the Convention, ISCA President Gerard Ee explained the
motivation behind this year’s thought-provoking discussions. “This year’s theme is ‘Financial
Reporting: Meeting Investors’ Needs, Strengthening Market Conﬁdence’. High-quality
ﬁnancial reporting is vital in maintaining conﬁdence in Singapore’s capital markets and
upholding the country’s reputation as a trusted global business hub. With investors being
key users of ﬁnancial statements, this year’s convention will focus on meeting investors’
needs and strengthening their conﬁdence in ﬁnancial reporting and audits,” said Mr Ee.
ISCA has, on its part, initiated a number of recent studies to enhance ﬁnancial reporting
quality, the key ﬁndings of which were presented at the Convention. They include:

+
+
+

ISCA and ACRA co-commissioned a study by the National University of Singapore (NUS) Business School
to understand Singapore investors’ perceptions about ﬁnancial reporting;
ISCA collaborated with the Nanyang Business School at Nanyang Technological University (NTU) to survey
the readiness of Singapore companies for the upcoming FRS 116: Leases accounting standard, and
ISCA teamed up with the Singapore Management University (SMU), Institute of Valuers and Appraisers of
Singapore (IVAS), Singapore Institute of Technology (SIT), and Hong Kong Polytechnic University (HKPU) to
examine the attitudes of industry professionals towards fair value accounting.

Mr Ee also announced that ISCA, the United States–headquartered Institute of Internal
Auditors (IIA) and IIA Singapore have entered into an agreement that enables ISCA
members who hold the Chartered Accountant of Singapore (CA (Singapore)) designation to
gain professional recognition in the ﬁeld of internal audit. Under a new accelerated
pathway, CA (Singapore) holders can take a modiﬁed exam to obtain the Certiﬁed Internal
Auditor (CIA) designation. The customised CIA Challenge Exam allows them to pass one
condensed paper, instead of the usual three papers, to be CIA-certiﬁed and attain
membership into IIA Singapore.
“By providing the assurance that an organisation’s risk management, governance and
internal control processes are operating eﬀectively, internal auditors are key players in the
ﬁnancial reporting value chain,” said Mr Ee. “Conferred by the IIA, the CIA designation is a
globally-accepted certiﬁcation for internal auditors and is the standard by which individuals
demonstrate their competency and qualiﬁcations in the internal auditing ﬁeld. With this
scheme, we aim to broaden the internal audit talent pool by oﬀering another specialisation
pathway for our members to enter the profession.”

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4960
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Senior Minister of State for Law and Finance Indranee Rajah delivered the keynote address.

Senior Minister of State for Law and Finance Indranee Rajah, who gave the keynote address
at the Convention, reiterated the importance of the accounting profession as a trusted
advisor to business. “We’re in an uncertain global economic climate, where corporate
governance and accounting scandals have rocked some capital markets, and we should
never take for granted the conﬁdence that investors have in the quality and integrity of
audits and ﬁnancial reporting in Singapore. It remains a key global competitive advantage
for Singapore and it is one that we must continue to safeguard and uphold,” she said.
To that end, she argued, a healthy balance needs to be maintained across the “three pillars
of market governance” – market discipline, regulation and laws, and responsible investors.
She commended companies like the Singapore Exchange (SGX) and Singtel for being early
adopters of the enhanced auditor reporting standards within the business community. Due
to take eﬀect from January 2017, the new standards aim to improve market transparency by
requiring auditors of listed entities to go beyond the present binary pass/fail paradigm and
elaborate on key audit matters (KAMs) in audit reports.
On the regulatory front, ACRA intends to raise the bar on audit quality with the introduction
of six audit quality indicator targets aimed at helping audit committees better assess the
quality of their auditors, hence spurring them to achieve better audit quality. These targets
– the subject of another presentation at the Convention – were developed following a
review of audit inspection insights gleaned from a decade’s worth of audit inspections
conducted under ACRA’s Practice Monitoring Programme (PMP).
Last but not least, shareholder activism is crucial. “Investors can and should play a positive
role in the ﬁnancial reporting ecosystem by driving demand for high-quality ﬁnancial
reporting and audit as well as quality oversight by audit committees,” said Ms Indranee. She
urged audit committees to ramp up their engagement with investors, and added that ACRA,3/4
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4960
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committees,”
said Ms Indranee. She
urged audit committees to ramp up their engagement with investors, and added that ACRA,
ISCA and the Securities Investors Association (Singapore) are jointly developing a guide for
investors. Slated for release in early 2017, the guide will help investors use the enhanced
auditor’s report to deepen their understanding of a company’s ﬁnancials.

The day-long Convention gave participants an opportunity to immerse themselves in a wide
range of topical issues impacting the accounting landscape in Singapore. As highlighted
here, key developments in the auditing, accounting, ethics and tax arenas were covered.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4960
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SAC 2016: BRIDGING THE EXPECTATION GAP IN
FINANCIAL REPORTING: INTO THE MINDS OF
INVESTORS

MAK YUEN TEEN, ASSOCIATE PROFESSOR, NUS BUSINESS SCHOOL

The ISCA-ACRA commissioned investor perception survey, titled “Into the Minds of
Investors: Investors’ Views of Financial Reporting, Audit and Corporate Governance”, was
conducted by the NUS Business School. More than 200 retail and institutional investors
were surveyed in April and May this year. Assoc Prof Mak Yuen Teen, NUS Business School,
who led the study, kicked oﬀ the series of presentations at the Convention with a summary
of his research ﬁndings.
In the area of ﬁnancial reporting, an overwhelming majority of institutional investors (94%)
and retail investors (81%) rated ﬁnancial statements as the most important source of
information for making investment decisions. The fact that these are valued above other
information sources, such as company announcements and analyst reports, underlines the
need to ensure continued relevance of ﬁnancial statements, as well as greater transparency
and better disclosures.
On statutory audit, investor conﬁdence in ﬁnancial statements increased nearly ﬁve times
to 88% and 71% for institutional and retail investors, respectively, when the statements
were audited. Both groups of investors also called for audit committees to provide a
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4965
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were audited. Both groups of investors also called for audit committees to provide a
commentary on signiﬁcant accounting issues ﬂagged as KAMs, and to evaluate auditors
using ACRA’s Audit Quality Indicators Disclosure Framework while explaining to
shareholders their basis for auditor selection.
More than 75% of investors surveyed aﬃrmed the importance of independent regulatory
oversight programmes over ﬁnancial reporting and audits. However, their understanding of
speciﬁc regulatory initiatives, such as ACRA’s PMP and the Financial Reporting Surveillance
Programme, was quite low. “Investors value these programmes, but more needs to be done
to raise awareness,” said Assoc Prof Mak. For example, he suggested ACRA could set aside
more resources to focus on investor education and awareness.
Assoc Prof Mak, a corporate governance expert, was especially eager to ﬁnd out investors’
thoughts on this topic. Both institutional and retail investors cited directors’ experience,
remuneration and independence as well as the company’s internal control and risk
management matters as areas of interest. They also welcomed the new multiple-proxies
regime to enfranchise indirect investors. About 18% and 47% of institutional and retail
investors, respectively, said they would attend more annual general meetings (AGMs); 61%
and 33%, respectively, said they would do so if there were contentious issues.
Read the highlights of this report in the article “Into the Minds of Investors”.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4965
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SAC 2016: ADDRESSING THE NEEDS OF
INVESTORS IN FINANCIAL REPORTING AND
AUDIT
Among the common criticisms levelled against ﬁnancial statements are that they contain
too much information and lack clarity. These concerns were raised by Dr David Smith, Head
of Corporate Governance, Aberdeen Asset Management Asia Ltd, who moderated a session
involving representatives from the accountancy and business communities. Panellists
shared their views on how companies can improve the usefulness of ﬁnancial reporting.

(From left) Kenneth Yap, Chief Executive, ACRA; Jan McCahey, Chairman, Global Public Policy Committee and
Global Regulatory Leader, PwC; Mak Yuen Teen, Associate Professor, NUS Business School; Kevin Kwok,
Chairman of the SGX Audit Committee and ASC; Pru Bennett, Director and Head of Investment Stewardship for
Asia-Paciﬁc, BlackRock, and moderator Dr David Smith, Head of Corporate Governance, Aberdeen Asset
Management Asia Ltd

“Financial statements are the most important document that we use and rely upon,” said
Pru Bennett, Director and Head of Investment Stewardship for the Asia-Paciﬁc region,
BlackRock. To make such statements more understandable, especially for retail investors
who may be less knowledgeable, she cautioned against using technical jargon or being too
wordy, and encouraged the use of breakout boxes. Jan McCahey, Chairman, Global Public
Policy Committee and Global Regulatory Leader, PwC, added that companies should hire
auditors who possess both actuarial and communication skills.
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4972
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Investors like BlackRock are primarily interested in ﬁnancial disclosures relating to how a
company manages its risks. However, Kevin Kwok, Chairman of the SGX Audit Committee
and ASC, noted that other stakeholders like employees may want to know diﬀerent aspects
of the business, such as its corporate social responsibility activities. It is possible, he said,
to pursue integrated reporting while decluttering the report and focusing on material
items.
Kenneth Yap, Chief Executive, ACRA, hailed the impending enhanced auditor’s report as a
“potential watershed moment” for the accountancy sector. Investors will likely receive more
relevant and targeted reports, and can engage in robust debates on KAMs with
management and directors. Ms Bennett pointed out that in the United Kingdom (UK), where
the enhanced auditor’s report has already been implemented, investors have responded
warmly to the variety and succinctness of KAMs in the auditor’s reports.
Mrs McCahey expressed reservations about shareholders engaging in dialogue with
auditors. “The notion of investors meeting with auditors of a company is fraught with
danger, especially partway through the ﬁnancial year, when auditors have not completed
their work,” she said. Nevertheless, educational Meet-the-Auditor sessions would be
beneﬁcial for investors. Mr Yap concurred, saying that such engagements could take place
in a group setting, while NUS’ Assoc Prof Mak noted that such interaction takes on more
importance when audit committees are fractured or incompetent.
The issue of boilerplate statements, of which Mr Kwok is highly critical, was also discussed.
To break out of the boilerplate mentality, he said, top-driven change in organisational
culture is required. “The board is ultimately responsible for (a company’s) ﬁnancial
reports… We want to see greater ﬁnancial literacy among board members and deeper
involvement (on their part) in preparing ﬁnancial reports.”

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4972

2/2

18/10/2016

SAC 2016: KEY TRENDS AND OBSERVATIONS FROM ACRA’S PRACTICE MONITORING PROGRAMME

FOCUS S I N G A P O R E ACCO U N TA N C Y CO N V E N T I O N

SAC 2016: KEY TRENDS AND OBSERVATIONS
FROM ACRA’S PRACTICE MONITORING
PROGRAMME

QUEK SIEW ENG, Chief Inspector and Director, Practice Monitoring Programme, ACRA

With the incorporation of ACRA’s Public Accountants Conference into this year’s Convention,
the national regulator released its 10th “PMP Public Report” at the event. The annual report
highlights key ﬁndings and trends from ACRA’s audit inspections on audit ﬁrms over a 10year period, and unveils new initiatives to promote audit quality.
At the ﬁrm level, progress has been generally uneven for audit ﬁrms in the listedcompanies segment. On the other hand, said Ms Quek Siew Eng, Chief Inspector and
Director, PMP, ACRA, most ﬁrms have set the right tone at the top. For example, there is a
clear linkage between audit quality and partners’ overall performance rating in the Big Four
ﬁrms. Leaders are also allocating more resources to quality control functions to support the
delivery of quality audits. Ms Quek also noted that over time, staﬀ retention rates have
improved and senior audit team members are now spending more time supervising their
audit engagements.
Where ﬁrms fall short is in their internal quality control monitoring mechanisms. They
either have monitoring controls in place that operate eﬀectively but were weak in their
follow-up actions to address the lapses identiﬁed, or they have monitoring controls in
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4975
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follow-up actions to address the lapses identiﬁed, or they have monitoring controls in
place, but these fail to detect audit lapses.
At the engagement level, Ms Quek noted there has been a marked improvement in the
audits performed in the listed companies segment. The percentage of inspected audit
engagements with at least one ﬁnding decreased by 27% in 2016 compared to 2015, with
most inspection ﬁndings in complex areas requiring management’s judgement and
estimates. However, the same cannot be said for public accountants in the non-listed
companies segment. They did not show any improvement from 2015 to 2016, with
recurring ﬁndings on basic audit procedures.
The report also discloses four main areas in which common audit deﬁciencies are found.
These four themes – accounting estimates, including fair value measurement; audit
evidence; revenue, and group audits – have contributed to more than 80% of inspection
ﬁndings over the past decade.
Based on these insights, ACRA has introduced a suite of regulatory measures to improve
audit quality. At the engagement level, ACRA has adopted the International Forum of
Independent Audit Regulators’ global initiative to achieve a 25% reduction in the
percentage of inspected audits of listed entity engagements with at least one ﬁnding from
2015 to 2019. This target applies only to listed company audits performed by Singapore
ﬁrms that are part of the Global Public Policy Committee networks, which include the Big
Four ﬁrms.
ACRA will also expand its Publication Regime on Inspection Outcomes to deter recurring
audit deﬁciencies and maintain market transparency. Currently, public accountants who
have been issued suspension or cancellation orders for serious audit breaches are named
on ACRA’s website. Starting 1 April 2017, the names of those who fail a revisit inspection
with a hot review, or restriction followed by a hot review outcome, will also be published.
“ACRA hopes to level the playing ﬁeld for the vast majority of public accountants who are
steadfast in upholding audit quality,” said Ms Quek.
In addition, ACRA has set targets for six ﬁrm- and engagement-level Audit Quality Indicators
(AQIs) as part of its AQI Disclosure Framework. These will provide ﬁrms and audit
committees with a common yardstick for comparison, and Ms Quek expressed hope that
these will lead to “meaningful conversations” on audit quality.
More details of ACRA’s new regulatory measures to raise audit quality are available in the
article “Taking Audit Quality Up Another Notch”.
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SAC 2016: ENHANCED AUDITOR REPORTING: AN
EARLY ADOPTER’S EXPERIENCE
A hot topic at the Convention was the enhanced auditor’s report, which was raised earlier
in the day and in this session led by Shariq Barmaky, Chairman of ISCA’s Auditing and
Assurance Standards Committee and Audit Leader, Deloitte & Touche Singapore and
Regional Managing Partner, Assurance & Advisory Services, Deloitte Southeast Asia. He
asked panellists about their experiences as early adopters of the enhanced auditor
reporting standards, while Julia Tay, then-Deputy Chief Executive, ACRA, addressed the
matter from a regulatory perspective.

(From left) Moderator Shariq Barmaky, Chairman, ISCA’s Auditing and Assurance Standards Committee and Audit
Leader, Deloitte & Touche Singapore and Regional Managing Partner, Assurance & Advisory Services, Deloitte
Southeast Asia; Gautam Banerjee, Chairman, Blackstone Singapore Pte Ltd; Bill Platt, Global Regulatory Leader,
Deloitte Touche Tohmatsu Ltd; Julia Tay, then-Deputy Chief Executive, ACRA and Tham Sai Choy, Managing
Partner, KPMG Singapore and Chairman, KPMG Asia Paciﬁc

One year on from the issuance of the standards in Singapore, Ms Tay observed
encouragingly that there are 10 local early adopters to date. She emphasised the
importance of getting investors involved. “We knew we needed to engage investors as well,
because many would mistakenly equate enhanced auditor reporting with qualiﬁed audit
opinions.”
Gautam Banerjee, Chairman, Blackstone
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4984
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Gautam Banerjee, Chairman, Blackstone Singapore Pte Ltd, also brought up the issue of
investor preparation. “We need to do more in getting investors up to speed… This is
especially important for retail shareholders, who may be less sophisticated (than
institutional ones).”
However, Mr Banerjee was rather ambivalent on the inclusion of audit committee
commentaries in already-lengthy annual reports, as audit committees can give signiﬁcant
input during pre-audit meetings and are involved in discussions on KAMs. “We don’t need
to rush to add an audit committee commentary just for the sake of it; let’s see the quality of
KAMs ﬁrst,” he suggested. Agreeing that the usefulness of ﬁnancial statements is the main
priority, Ms Tay highlighted the usefulness of audit committee commentary in oﬀering the
company’s perspective on key ﬁnancial reporting matters and how audit committees have
discharged their responsibilities.
When asked to share on the implementation issues, Tham Sai Choy, Managing Partner of
KPMG Singapore and Chairman of KPMG Asia Paciﬁc, referred to the UK’s implementation
experience as a useful point of reference. “The point of the exercise is to reach out to
stakeholders in the ﬁnancial reporting process who want more information. It is a chance
for auditors to explain what they do and answer questions before the AGM.”
He touched on the importance of language and emphasised the need to prepare reports in
advance. “We can’t aﬀord to have readers misunderstand what we want to say because the
company’s ﬁnancial reputation is on the line… If you have to write the report by tomorrow,
you will end up with boilerplates.”
Bill Platt, Global Regulatory Leader, Deloitte Touche Tohmatsu Ltd, likened auditors to
“communicators” who tell a story through ﬁnancial disclosures. “Think about how to do it in
a way that is succinct, clear and understandable. Discuss with audit committees and convey
what you think is important,” he advised. For example, entity-speciﬁc KAMs should be
selected as such customisation to the individual company adds value and reduces the
likelihood of boilerplate language. The use of pie charts and other graphics next to KAMs
also makes reports easier to comprehend.
ACRA recently issued its Audit Practice Bulletin (APB) No. 2 of 2016: The Enhanced Auditor
Reporting Standards: Communicating Key Audit Matters and Addressing Going Concern in
“Close Call” Situations, to provide guidance on the decision-making process auditors may
apply when determining KAMs and ACRA’s expectations with respect to the documentation
requirements in SSA 701. “As regulators, we believe the enhanced auditor’s report is an
excellent opportunity for the profession to promote the value of audit,” said Ms Tay. “ACRA’s
APB seeks to guide auditors on how they may document their professional judgement
exercised in determining and communicating KAMs. It is not meant to impose new
requirements or stiﬂe the profession’s creativity in delivering the value of audit to their
clients.”
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SAC 2016: LEASES: PREPARING FOR THE
CHANGES AHEAD
FRS 116: Leases, issued on 30 June 2016, will come into eﬀect in January 2019. FRS 116 will
replace the existing FRS 17 and serve as the Singapore equivalent of IFRS 16. However,
according to a recent study by ISCA and NTU’s Nanyang Business School, “Getting Ready for
FRS 116 (Leases)”, 53% of companies surveyed had yet to prepare for the adoption and
implementation of FRS 116. This was despite the fact that the majority (72%) of
respondents showed a good level of awareness of the key changes to leases accounting
under the new standard.

(From left) Ho Tuck Chuen, Group CFO, JTC Corporation; Lelaina Lim, Group Finance Director, Al-Futtaim Retail
Asia LLC; Ashutosh Sharma, Associate Director, Corporate Ratings, S&P Global Ratings (Asia Paciﬁc); Chiang Joon
Arn, Managing Partner, Asia-Paciﬁc Financial Accounting Advisory Services, EY Solutions LLP, and Cheung Pui
Yuen, Member, Accounting Standards Council and Deputy Managing Partner of Deloitte & Touche LLP, and
moderator Kok Moi Lre, Partner, PwC LLP and Chairperson, ISCA’s Financial Statements Review Committee

Before taking part in a panel discussion on this topic, Cheung Pui Yuen, ASC member and
Deputy Managing Partner of Deloitte & Touche LLP, gave a short presentation to explain the
implications of FRS 116 on lessees and lessors. Although lessor accounting will remain
largely unchanged, lessees will have to switch to a single right-of-use model in accounting
for leases. Instead of classifying leases as either operating leases or ﬁnance leases, lessees
will be required to employ the ﬁnance-lease
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4989
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will be required to employ the ﬁnance-lease approach except in cases where the lease is
less than 12 months old or of low value.
This means companies that lease assets for use in their business will now have to record
the bulk of leases in their balance sheets. Because many previously oﬀ-balance sheet items
will appear on the balance sheet, companies can expect signiﬁcant increases in ﬁnancial
liabilities and assets. This in turn will lead to the recognition of depreciation of lease assets
and interest on lease liabilities in the proﬁt and loss statement, and the front-loading of
total lease expenses.
“As the accounting standard-setter, we want you to be aware that although the new model
sounds conceptually simple, there are big repercussions on the balance sheet (for lessees),”
said Mr Cheung. “There are a lot of things you need to think about.” He also reminded the
audience, particularly those from Singapore-incorporated companies listed on SGX, to
prepare for the transition to full IFRS convergence in January 2018.
The ensuing panel discussion was moderated by Kok Moi Lre, Partner, PwC LLP and
Chairperson of ISCA’s Financial Statements Review Committee. She asked panellists about
the foreseeable beneﬁts of FRS 116, to which Mr Cheung replied that the new standard will
make ﬁnancial statements more transparent and comparable for users.
Ashutosh Sharma, Associate Director, Corporate Ratings, S&P Global Ratings (Asia Paciﬁc),
hailed the introduction of FRS 116. “We have for years maintained that the distinction
between ﬁnance and operating leases is artiﬁcial, and we have always capitalised leases on
the balance sheet,” said the analyst. He anticipated balance sheet sizes to go up and noted
that key ﬁnancial metrics such as gearing and liquidity ratios will be aﬀected, hence, a
recalibration of organisational key performance indicators is necessary.
Speaking from a lessee’s perspective was Lelaina Lim, Group Finance Director, Al-Futtaim
Retail Asia LLC. “As a retailer with about 600 leases, we will need to train our staﬀ to comply
with the new standard and distinguish between lease and non-lease items,” she said.
“There are many variable components that will determine how you compute the balance
sheet, such as the method used to calculate depreciation.”
Ho Tuck Chuen, Group Chief Financial Oﬃcer, JTC Corporation, gave his take on FRS 116 as
a lessor. “Even though the accounting treatment for lessors will be more or less unchanged,
it’s a misnomer to expect they will not be aﬀected,” he argued. For instance, lessees may
ask for their lease agreements to be renegotiated and may prefer to enter service contracts
or buy assets instead, impacting commercial sales.
The recognition of new assets and liabilities on the balance sheet also means more audit
work is required. “Engage auditors and accounting advisors, so you will be in a better
position to understand the magnitude of the changes you need to make,” said Chiang Joon
Arn, Managing Partner, Asia-Paciﬁc Financial Accounting Advisory Services, EY Solutions LLP.
To him, preparing early for FRS 116 means collaborating with auditors, and it is possible to
engage their services without impinging on their independence.
Read the highlights of this report in the article “Getting Ready for FRS 116 (Leases)”.
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SAC 2016: UPHOLDING INTEGRITY AND
INDEPENDENCE: DEVELOPMENTS ON ETHICS

KWOK WUI SAN, CHAIRMAN, ISCA ETHICS COMMITTEE AND PARTNER, PWC LLP

Having travelled extensively over the last few years and interacted with regulators in
various countries, Kwok Wui San, Chairman, ISCA’s Ethics Committee and Partner, PwC LLP,
raised several emerging issues that are prioritised by ethics committees worldwide. These
include partner rotation and cooling-oﬀ period restrictions in audit ﬁrms, whistleblowing by
professional accountants in the event of a client’s suspected non-compliance with laws and
regulations (NOCLAR), as well as anti-money laundering and counter-ﬁnancing of terrorism.
“Our mantra at ISCA is to promote trust in what we do and produce, and for the public to
view what we do as not just useful but valuable,” said Mr Kwok. “We cannot be complacent.
We have to continually upgrade ourselves and learn from other countries.” For example, a
fairly negative image of auditors exists in the Netherlands, where they are currently in the
process of rebuilding lost trust and reasserting their relevance. Audit ﬁrms are subject to
heavy regulatory scrutiny, with stringent rules governing the payment of remuneration,
mandatory ﬁrm rotation and other aspects of how ﬁrms are run.
In Singapore, where ﬁrm rotation is not mandatory but partner rotation is, proposals have
been mooted to extend the cooling-oﬀ period for key audit partners beyond the present
two years. “There needs to be an appropriate
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4992
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two years. “There needs to be an appropriate length of the cooling-oﬀ period to ensure a
fresh look,” said Mr Kwok. Together with ACRA, SGX and the Monetary Authority of
Singapore (MAS), ISCA is involved in talks to codify the rules of partner rotation; further
restrictions may also apply to portfolio investment entities, listed companies and domestic
systemically-important ﬁnancial institutions.
Questions have also arisen regarding how to respond to suspected NOCLAR. In the UK,
auditors are expected to report such cases to regulators – even though they are not legally
bound to do so – to better serve the public interest. Similarly, Mr Kwok urged Singapore’s
audit profession to do more beyond statutory ﬁnancial audit. “If you encounter noncompliance in your work, you have an obligation to disclose it to the client. If it is not
properly addressed, then you should report the matter to external authorities.” With this in
mind, ISCA is in consultation with ACRA to form a NOCLAR sub-committee soon.
As for anti-money laundering and counter-ﬁnancing of terrorism, he commented on the low
level of suspicious transaction reports (STRs) by the audit profession in Singapore. This
means either the country’s ﬁnancial reporting is very clean or auditors are not aware of
their legal responsibilities. Mr Kwok reminded participants of Singapore’s low threshold for
suspicion and assured them that statutory immunity is accorded to those who lodge STRs
in good faith. Large shareholders, CEOs and other key ﬁgures should also be screened
against MAS’ online list of prohibited individuals and entities, he advised.
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SAC 2016: IN FAIR VALUE WE TRUST, OR NOT

LIM CHU YEONG, ASSOCIATE PROFESSOR, SINGAPORE INSTITUTE OF TECHNOLOGY

Since IFRS 13: Fair Value Measurement came into eﬀect in January 2013, the practice of fair
value accounting in ﬁnancial reporting has received its share of detractors as well as
supporters. The “In Fair Value We Trust, Or Not” study – recently conducted by ISCA, IVAS,
SMU, SIT and HKPU – assessed the attitudes and concerns of those on both sides of the
debate. It drew responses from more than 700 accountants, external auditors, analysts,
fund managers, professional investors and business valuers.
The survey showed a generally high level (70%) of trust in ﬁnancial statements. Upon closer
look, however, respondents preferred ﬁnancial statements that use a hybrid of historical
cost and fair value accounting to those prepared with only fair value accounting. Indeed, a
majority (43%) expressed neutrality toward fair value estimates, hinting at lingering doubts
over their accuracy. “More work is required to improve trust in the reliability of fair value
estimates,” said Assoc Prof Lim Chu Yeong, Singapore Institute of Technology, who was
involved in the study.
Other ﬁndings indicated that respondents were more sceptical of fair value measurements
derived using signiﬁcant discretion rather than observable inputs; respondents above 50
years of age were more distrustful of fair value estimates than their younger counterparts,
and those who attached more weight to qualitative characteristics of ﬁnancial statements,
such as relevance and faithful representation, exhibited greater trust in fair value
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4995
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such as relevance and faithful representation, exhibited greater trust in fair value
estimates. On the whole, it was agreed that fair value accounting would bring an
incremental net beneﬁt to the accounting profession.
Most respondents (74%) expected audit fees to rise signiﬁcantly upon the implementation
of fair value accounting, but almost as many expressed greater trust in fair value estimates
when the reported ﬁgures are audited. Their trust in auditors was augmented by the use of
third-party valuation experts, especially those with professional qualiﬁcations and/or
degrees in quantitative disciplines, to validate such estimates.
Read the highlights of this report in the article “In Fair Value We Trust, or Not”.
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SAC 2016: IN A NEW TAX ERA WE PROGRESS, OR
TRIP OVER
The Convention closed with a session on the Base Erosion and Proﬁt Shifting (BEPS) Project,
moderated by Chung-Sim Siew Moon, Partner and Head of Tax, EY Solutions LLP. In October
2015, the Organisation for Economic Co-operation and Development (OECD) published a
15-point Action Plan detailing its ﬁnal package of measures to combat BEPS. “Now that the
recommendations are out, we have to work on implementation,” said Mrs Chung-Sim, who
asked panellists about the likely eﬀect on companies in Singapore.

(From left) Moderator Chung-Sim Siew Moon, Partner and Head of Tax, EY Solutions LLP; Chow Wai Yee, Assistant
Commissioner, Tax Policy and International Tax Division, IRAS; Sivakumar Saravan, Executive Director, Crowe
Horwath Singapore, and Kwan Chang Yew, Head of Group Tax, DBS Bank Ltd

Although not an OECD/G20 member country, Singapore has participated in the BEPS
Project since it was announced in 2013. As a BEPS Associate, the country has a say in how
BEPS measures are implemented and also has to abide by the four minimum standards
under the BEPS Project. “We do not condone activities aimed at base erosion and proﬁt
shifting and agree with the philosophy of the BEPS Project,” said Chow Wai Yee, Assistant
Commissioner, Tax Policy and International Tax Division, Inland Revenue Authority of
Singapore (IRAS).

“Our position is that proﬁt shall be taxed
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4998
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“Our position is that proﬁt shall be taxed where substantive work has been undertaken and
where key decision-makers are based… It is a sovereign right of any country to design its
own tax regime. We are conﬁdent ours can stand up to international scrutiny,” said Ms
Chow.
Kwan Chang Yew, Head of Group Tax, DBS Bank Ltd, warned multinational corporations
(MNCs) that the reputational risk of non-compliance with tax rules is much bigger now in
today’s social media age. In-house tax functions must review their tax procedures
periodically and react accordingly, as corporate headquarters and overseas subsidiaries
may take diﬀerent approaches to the BEPS Project. As reporting requirements increase,
MNCs are concerned that conﬁdential information may leak into the public space. “We have
a lot of faith in Singapore, but we may need more assurance from global tax authorities,” he
said.
Small and medium-sized enterprises (SMEs) that intend to internationalise their operations
are not immune to these developments and increasing requirements either. SMEs may, for
example, need to harmonise their information systems to facilitate the collation of
information for various compliance areas. Fortunately, said Sivakumar Saravan, Executive
Director, Crowe Horwath Singapore, SMEs are quite nimble and can make changes more
easily. There is also a general tendency for tax to be seen as a cost of doing business in a
particular country. “Think of tax paying not as a business cost, but as a corporate social
responsibility,” he suggested. “The pain of complying with BEPS measures will then be more
bearable.”
The issue of transfer pricing, or the setting of prices between related parties, was also
brought up. Mr Kwan observed that the preparation of transfer pricing documentation is
increasingly reliant on other departments besides the tax function, such as sales/marketing
and legal, while Mr Saravan called for greater alignment in documentation requirements
between diﬀerent countries. Ms Chow added that IRAS has set a minimum threshold value
for the application of its transfer pricing guidelines, to help SMEs whose transaction values
may not be as high as those for MNCs.
To mitigate taxpayers’ concerns relating to cross-border exchange of information, IRAS has
put in place robust data-protection and conﬁdentiality safeguards so that foreign countries
do not misuse such information. Separately, IRAS has also established various initiatives to
provide certainty to taxpayers. “We have safe-harbour rules and bilateral Advance Pricing
Arrangements with treaty partners to ensure tax certainty,” said Ms Chow. “And in the event
of a dispute, taxpayers can avail themselves of Mutual Agreement Procedures to resolve tax
disputes and eliminate double taxation.”

Wanda Tan is a contributing writer.
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SINGAPORE ACCOUNTANCY AWARDS 2016

BY

DEREK TANG

OVATION FOR EXCELLENCE
The recipients of the Singapore Accountancy Awards were recognised at an Awards Dinner
on August 25. Held in conjunction with the Singapore Accountancy Convention, the
occasion saw six individuals and eight accounting ﬁrms recognised before a ballroom of
close to 500 distinguished guests and participants. Among the list of luminaries were
Guest-of-Honour, Teo Ser Luck, Minister of State for Manpower, and ISCA Advisor; Lim
Hwee Hua, Director, Tembusu Partners Pte Ltd, and Chairman of ISCA Cares; Chaly Mah,
Chairman, Singapore Accountancy Commission (SAC), and Chairman of the Individual
Excellence Awards judging panel, Phillip Tan, Audit Committee Chairman, National
University of Singapore, and Chairman of the Business Excellence Awards judging panel,
and Gerard Ee, ISCA President.
Introduced in 2014, the biennial Singapore Accountancy Awards is organised by ISCA to
recognise outstanding practices and individuals in the profession. It is supported by the
Accounting and Corporate Regulatory Authority (ACRA) and SAC, and comprises two broad
categories of awards – the Individual Excellence Awards and Business Excellence Awards.
Through these Awards, outstanding organisations and individuals, who represent the best 1/7
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Through these Awards, outstanding organisations and individuals, who represent the best
in the sector, are honoured for their contribution towards the profession and Singapore’s
business landscape.

ISCA President Gerard Ee giving the welcome address
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A pulsating opening performance

THE WINNERS
In the Business Excellence Awards, three ﬁrms walked away with the top prize – Best
Practice Award – in their respective categories. PwC Singapore was the winner in the open
category, Crowe Horwath First Trust LLP took the award in the large practice category, and
Ardent won the award in the small and medium practice category. Precursor Assurance PAC
(formerly K.G. Tan & Co. PAC) was also given the “highly commended” accolade as a
recognition that the ﬁrm is progressing in the right direction to being an outstanding
practice.
Four ﬁrms walked away with the Innovation Award. Deloitte Singapore and Ernst & Young
LLP were joint winners in the open category, while Nexia TS and Precursor Assurance PAC
won the award in the large practice category, and small and medium practice category,
respectively.
This year’s Singapore Accountancy Awards saw the introduction of a new award – the
Outstanding Growth Award. Open to ﬁrms in the small and medium practice category, this
award recognises the ﬁrm’s eﬀorts in attaining growth, either organically, through mergers
and acquisitions, or internationalisation. The winner for this inaugural prize was CA Trust
PAC.
In the Individual Excellence Awards, six outstanding individuals were recognised that
evening. Kon Yin Tong, Managing Partner, Foo Kon Tan LLP, and Yeoh Oon Jin, Executive
Chairman, PwC Singapore, were the joint winners of the Outstanding Practitioner Award.
Chua Sock Koong, Group CEO, Singtel, walked
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4771
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Chua Sock Koong, Group CEO, Singtel, walked away with the Outstanding Professional
Accountant Award. Having started her career in treasury, and worked her way up to her
current position, Ms Chua’s story would be an inspiration to any accountant who aspires to
reach the pinnacle of the business world.
Three other young accountants were also recognised. Belinda Teo, Assurance Manager,
Ernst & Young LLP, was the winner of the Young Accountant in Practice Award, while Koh Kai
Ling, Audit Learning Senior Manager, Deloitte & Touche LLP, received the “highly
commended” accolade. Andy Neo, Vice President, United Overseas Bank Limited, bagged
the Young Accountant in Business Award.
With the close of the awards ceremony, several of the winners were seen savouring the
moment and continuing their celebrations with their colleagues, as well as taking turns to
have their group photos taken. The many happy faces capped oﬀ another successful
Singapore Accountancy Awards.

AWARD RECIPIENTS
Business Excellence Awards

(Back row, from left) Henry Tan, Nexia TS; Philip Yuen, Deloitte Singapore; Max Loh, Ernst & Young LLP; Paul Tan,
CA Trust PAC; (front row, from left) Gerard Ee, ISCA President; Terence Ng, Ardent; Sim Hwee Cher, PwC Singapore;
Guest-of-Honour, ISCA Advisor Teo Ser Luck, Minister of State for Manpower; Tan Kuang Hui, Crowe Horwath
First Trust LLP; Tan Khoon Guan, Precursor Assurance PAC, and Phillip Tan, Chairman of the Business Excellence
Awards judging panel

Best Practice Award winners

+ PwC Singapore (open category)
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Crowe Horwath First Trust LLP (large practice category)
Ardent (small and medium practice category)

Best Practice Award (highly commended)

+

Precursor Assurance PAC, formerly K.G. Tan & Co. PAC (small and medium practice category)

Innovation Award winners

+
+
+
+

Deloitte Singapore (open category)
Ernst & Young LLP (open category)
Nexia TS (large practice category)
Precursor Assurance PAC (small and medium practice category)

Outstanding Growth Award winner

+

CA Trust PAC (small and medium practice category)

Individual Excellence Awards

(From left) Koh Kai Ling, Deloitte Singapore; Belinda Teo, Ernst & YoungLLP; Yeoh Oon Jin, PwC Singapore; Guestof-Honour, ISCA Advisor Teo Ser Luck, Minister of State for Manpower; Kon Yin Tong, Foo Kon Tan LLP; Chua Sock
Koong, Singtel; Chaly Mah, Chairman of the Individual Excellence Awards judging panel; Andy Neo, UOB Limited,
and Gerard Ee, ISCA President

Outstanding Practitioner Award winners

+
+

Kon Yin Tong, Managing Partner, Foo Kon Tan LLP
Yeoh Oon Jin, Executive Chairman, PwC Singapore

Outstanding Professional Accountant Award winner

+
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Chua Sock Koong, Group CEO, Singtel

Young Accountant in Practice Award winner

+

Belinda Teo, Manager, Assurance, Ernst & Young LLP

Young Accountant in Practice Award (highly commended)

+

Koh Kai Ling, Audit Learning Senior Manager, Deloitte & Touche LLP

Young Accountant in Business Award winner

+

Andy Neo, Vice President, United Overseas Bank Limited

AWARD RECIPIENTS SAY…
“We are honoured to be presented with the Innovation Award in recognition of the eﬀorts
we have invested in nurturing a culture of sustainable innovation throughout our Singapore
practice and across Southeast Asia. At Deloitte, we believe that we need to innovate to be
able to continuously deliver forward-thinking and fresh insights to our clients. This has led
us to launch several innovative solutions and programmes such as the Deloitte
Greenhouse, Deloitte Risk Innovation Centre, Innovation Lab, GovLab and CFO Program to
help our clients succeed in this challenging business environment. This Award also
reinforces the importance of encouraging innovation throughout the accountancy
profession to ensure we stay resilient and relevant in these changing times.”
– PHILIP YUEN, CEO, Deloitte Southeast Asia and Singapore
“Digital technology, globalisation and demographic changes are transforming economies,
businesses and the profession. Seizing the upsides of these changes requires agility
through innovation. This Award validates our eﬀorts in developing new technologies,
strategies and solutions that improve how we operate and how we serve our clients. From
making our audits and advice even more insightful and relevant for our clients to
enhancing our workplace, processes and systems for greater productivity, connectedness
and collaboration, it’s a continual investment and journey.
This award belongs to everyone in EY. We’re only as good as our people’s commitment to
embrace an innovative mindset and approach in everything they do.
I hope this Award will inspire practitioners to keep on the cutting edge of innovation in the
professional services industry, which is important to strengthening Singapore’s bid to be a
leading global accountancy hub for the region.”
– MAX LOH, Asean and Singapore Managing Partner, EY
“In today’s competitive landscape, it is essential to embrace innovation and drive growth
through technology applications as well as doing things diﬀerently to ensure productivity
while making a diﬀerence. Securing this Award is an aﬃrmation of our achievements as we
strive to serve our clients and staﬀ better. Credit goes to our wonderful team in Nexia TS. I
hope that this Award will inspire ﬁrms and individuals to continue towards innovative and
new developments to improve the status
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4771
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new developments to improve the status quo. Through a clear shared vision, we can
transform the industry together, one step at a time.”
– HENRY TAN, Managing Director, Nexia TS
“We are in the midst of a transformation journey through leveraging on technology to
innovate our processes and service deliveries. Winning this prestigious Award is an
aﬃrmation that we are right on track in driving our advancement.”
– TAN KHOON GUAN, Managing Director, Precursor Assurance PAC
“We are delighted to be declared the winner of the Outstanding Growth Award. Winning
this Award validates our strategies for growth over the years. The Singapore Accountancy
Awards is a good initiative by ISCA. It gives recognition and creates greater awareness of
Singapore public accounting ﬁrms, especially small and medium practices like ours.”
– PAUL TAN, Managing Director, CA Trust PAC
“I am privileged to receive the Outstanding Practitioner Award in the Singapore
Accountancy Awards. It is a celebration of the accounting profession, recognition of the
good work by accountants both in professional practice and in the commercial sector, by
our promising young and experienced veterans alike. The Award recipients and nominees
have excelled in their respective ﬁelds and I hope we have inspired more to step up and
contribute time and eﬀort towards a vibrant accountancy sector in Singapore.”
– KON YIN TONG, Managing Partner, Foo Kon Tan LLP
“I am greatly honoured to receive this prestigious Outstanding Practitioner Award. Having
been blessed with a great career, I strongly believe that I should give back to the society in
various ways. With the world around us changing so fast, I have started to ask our people
not only to embrace change but to lead the change.”
– YEOH OON JIN, Executive Chairman, PwC Singapore
“It is an honour to be recognised by my peers as an “Outstanding Professional Accountant”
at the Singapore Accountancy Awards. I’m thankful my accountancy training gave me a solid
foundation to understand business, appreciate the science of ﬁnance and the risk-reward
trade-oﬀs involved in managing businesses well. This Award encourages us all to aim for
excellence, whether in ﬁnance or business!”
– CHUA SOCK KOONG, Group CEO, Singtel
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RECOGNISING THE CONTRIBUTIONS OF OUR MEMBERS
The ﬁrst batch of awards to be handed out at the Awards Dinner were the ISCA Plaques of
Appreciation, accorded annually to ISCA members in recognition of their invaluable
contributions and dedicated services to the Institute. Plaques were presented to ﬁve
recipients who had stepped down earlier this year from the ISCA Council or as Chairman or
Deputy Chairman of various ISCA Committees.

R. DHINAKARAN
From 2010 to 2016, Mr Dhinakaran was ISCA Vice-President and Council Member. He also
concurrently chaired the Corporate Governance Committee from 2011 to 2015.

YOONG EE CHUAN
Mr Yoong served as Chairman of the Information Technology Services Advisory Panel from
2014 to 2016.
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4895
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LAU KAM YUEN
Mr Lau was appointed Deputy Chairman of the Insurance Committee from 2014 to 2016.

CHRIS LOH YU JUN
Mr Loh was Deputy Chairman of the Young Professionals Advisory Committee from 2012 to
2016.

TAN HUN TONG
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4895
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TAN HUN TONG
Prof Tan held the post of Deputy Chairman of IS Chartered Accountant journal Editorial
Advisory Panel from 2000 to 2016.
Plaques were also given in absentia to three individuals.

PANG YANG HOONG
Prof Pang was an ISCA Council Member from 2006 to 2016.

GILLIAN YEO HIAN HENG
Also an ISCA Council Member, Prof Yeo served from 2004 to 2016.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4895
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BOB YAP
Mr Yap was Chairman of the Insolvency Practices Committee from 2013 to 2016.
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TAKING AUDIT QUALITY UP ANOTHER NOTCH

BY

QUEK SIEW ENG

ACRA INTRODUCES NEW REGULATORY MEASURES TO RAISE AUDIT QUALITY
At the recent Singapore Accountancy Convention jointly organised by the Accounting and
Corporate Regulatory Authority (ACRA) and ISCA, Senior Minister of State for Law and
Finance Indranee Rajah announced in her opening address that new regulatory measures
will be introduced to ensure auditors in Singapore continue to uphold high audit quality
standards.
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4924
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With audits being the foundation of market integrity and crucial to upholding stakeholders’
conﬁdence in our market, it is essential to ensure that auditors continue in their eﬀorts to
improve audit quality. Said Kenneth Yap, Chief Executive of ACRA, “(T)he new initiatives
introduce transparency and further safeguard public interest and ensure continued market
conﬁdence in the audit profession.”
The new regulatory measures are set out in Table 1.

NEW REGULATORY MEASURES UNDER ENGAGEMENT-LEVEL INSPECTIONS
The new regulatory measures were developed following a review by ACRA of audit
inspection insights gleaned from a decade of audit inspections conducted under its Practice
Monitoring Programme (PMP).
Findings from ACRA’s PMP inspections over the years indicate mixed progress made
between public accountants in the listed and non-listed companies segments. Audit ﬁrms
performing listed company audits have consistently shown improvements over the years.
The nature of inspection ﬁndings for this segment has also shifted from basic proceduraltype ﬁndings to more complex ones that require management’s judgement and estimates.
However, public accountants auditing non-listed companies have not shown any
improvement, with persistent ﬁndings in the non-compliance of basic and fundamental
audit procedures.

+

Setting a target of 25% reduction in the percentage of inspected audits of listed entity
engagements with at least one ﬁnding
This target is in line with the audit quality target set by the International Forum of Independent
Audit Regulators (IFIAR) earlier this year. With the adoption of this target, ﬁrms and countries
within IFIAR will have a common measurable target to ascertain the extent of improvement in audit
quality.In Singapore, the 25% reduction initiative will only apply to listed company audits for the six
ﬁrms2 that are part of the GPPC networks. This target will directly impact the Big Four ﬁrms which
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perform audits of a signiﬁcant share of market capitalisation of listed companies in Singapore.
Firms have to internally track their progress over the above-said period.As an indicator, the
percentage of inspected audit engagements that had at least one ﬁnding among ﬁrms that perform
listed companies audits in Singapore decreased by 27% in 2016 when compared to 2015. This is a
good start, and hopefully, will be sustainable over the four-year period. ACRA will help these six
ﬁrms achieve this target by 2019 through critical analysis of the inspection ﬁndings and the ﬁrms’
root causes. ACRA also encourages the remaining ﬁrms in the listed companies segment to adopt
the same target.

+

Publication of inspection outcomes for public accountants who have failed at least two successive
inspections (the latter being a revisit)
Currently, the names of public accountants whose licences have been suspended or cancelled for
serious audit deﬁciencies are already published on ACRA’s website. ACRA will be expanding this
existing publication regime of inspection outcomes to include public accountants who fail a revisit
inspection with a hot review, or a restriction followed by a hot review outcome. The publication of
inspection outcomes will take eﬀect for revisit inspections commencing on or after 1 April 2017.This
new initiative aﬀects public accountants who have not shown any improvement despite being given
an opportunity to remediate their audit deﬁciencies from a preceding inspection, that is, public
accountants who have failed to pass an inspection consecutively twice. Public accountants failing
an initial inspection will be given the opportunity ﬁrst to remedy the deﬁciencies before a revisit
inspection. To help these public accountants raise their audit quality levels, ACRA has in place a
closely supervised hot review process where suitably qualiﬁed public accountants will review the
work of the inspected public accountants, to guide and help them in making key quality
improvements to their audit work.

NEW REGULATORY MEASURES UNDER FIRM-LEVEL INSPECTIONS
In October 2015, ACRA launched the AQI Disclosure Framework where eight AQIs were
introduced to Audit Committees as common measurements by which audit quality can be
assessed. Following feedback obtained and to further enhance the use of the AQI
information disclosed, ACRA has introduced six targets on these AQIs that ﬁrms and Audit
Committees may ﬁnd useful. These targets provide ﬁrms and Audit Committees with a
common yardstick to enable comparison and thereafter, facilitate meaningful audit quality
conversations.

+

Setting targets for six AQIs
The six AQIs that ACRA has set targets for comprise three which are at the ﬁrm level, and another
three which are at the engagement level. In setting these targets, ACRA took into account the
results, trends and progress made by the ﬁrms from ACRA’s PMP, and believes these targets will
further drive audit quality and be a stepping stone for other ACRA targets to be set in the future.

The six AQIs and ACRA’s targets are set out in Table 2.
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About PMP
Established in 2004, PMP aims to increase the quality of audits through the inspection of
audit engagements performed by public accountants. The programme adopts a risk-based
approach and pre-emptively inspects the statutory audits conducted by public accountants
and the systemic controls in place within accounting entities that audit listed and non-listed
companies in Singapore.
On 25 August 2016, ACRA issued the 10th Annual PMP Public Report 2016 – A Decade-long
Journey In Enhancing Audit Quality.

Quek Siew Eng is Chief Inspector and Director of PMP, ACRA.

1

The six networks are BDO International Limited, Deloitte Touche Tohmatsu Limited, Ernst
& Young Global Limited, Grant Thornton International Limited, KPMG International
Cooperative and PricewaterhouseCoopers International Limited. Collectively, these network
ﬁrms are referred to as “GPPC networks”, reﬂecting their common membership in the
GPPC.
2

The six Singapore audit ﬁrms that are part of the GPPC networks are BDO, Deloitte, EY,
Grant Thornton, KPMG and PwC. However, as at 31 March 2016, Grant Thornton does not
perform listed company audits.
3

The 13-hour target is the minimum based on an activity-based estimate of an EQCR
partner’s time spent for an audit engagement in ACRA’s Audit Practice Bulletin No. 1 of
2011: Engagement Quality Control Review.
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4924
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IN FAIR VALUE WE TRUST, OR NOT
BY

RESEARCH DEPARTMENT, ISCA

HOW STAKEHOLDERS PERCEIVE FAIR VALUE ACCOUNTING
At the IFRS Conference in Paris, France, on 29 June 2015, Hans Hoogervorst, Chair of
International Accounting Standards Board (IASB), delivered a speech on what he calls one
of the most diﬃcult topics in accounting – how assets and liabilities should be measured.
There are two measurement techniques in accounting – historical cost on the one hand,
and current value on the other. He expressed the view that within the current value
category, “it is fair value accounting that generates most controversy”.
Historical cost accounting is seen to be more objective as it is easy to verify. It is also stable,
given that it is not updated to take into account the latest market conditions. However,
ﬁnancial information measured at historical cost becomes outdated over time and
therefore, is not as useful for making business decisions. On the other hand, fair value
accounting results in assets and liabilities being updated to reﬂect the latest market
conditions at each reporting date. It is believed that this gives the most meaningful picture
of the ﬁnancial position and performance
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4845

of an entity. However, this also results in ﬁnancial
1/6

18/10/2016

IN FAIR VALUE WE TRUST, OR NOT

of the ﬁnancial position and performance of an entity. However, this also results in ﬁnancial
information being subjective (when relying on model-based measurement) and volatile.

“IN FAIR VALUE WE TRUST, OR NOT” SURVEY
The “In Fair Value We Trust, or Not” survey is a collaboration among ISCA, Singapore
Management University (SMU), Institute of Valuers and Appraisers of Singapore (IVAS),
Singapore Institute of Technology (SIT), and Hong Kong Polytechnic University (HKPU). The
survey looks at the attitudes and concerns of over 700 respondents towards fair value
accounting. Of the respondents, 61% are accountants, 26% are external auditors, 8% are
analysts, fund managers or professional investors, and 5% are business valuers. The survey
result was presented at the Singapore Accountancy Convention 2016. The key ﬁndings of
the survey are as follows:
More trust in ﬁnancial statements with hybrid of fair value and historical cost
accounting
The survey shows that the majority (70%) of respondents trust ﬁnancial statements. There
are higher levels of trust shown in ﬁnancial statements prepared using a hybrid
measurement model of historical cost and fair value accounting (65%), compared to using
only either historical cost accounting (53%) or fair value (39%).
Fair value estimates are more useful for some assets
More than 75% of respondents perceive fair value accounting as providing useful
information for trading securities, available-for-sale securities and real estate; less than
60% perceive fair value accounting as providing useful information for held-to-maturity
securities, loans and receivables, property, plant and equipment, biological assets and
intangible assets.
A plausible explanation for these results is that assets which are frequently traded in the
market have up-to-date exchange prices readily available from active markets. This oﬀers
users of ﬁnancial statements a higher level of trust in the reported ﬁgures of assets such as
trading securities, available-for-sale securities and real estate.
Asset classes that involve unique assets and a high level of managerial discretion for
valuation received the lowest proportion of participants rating these fair value estimates as
being useful information for ﬁrm valuation. Examples of such asset classes are biological
assets, property, plant and equipment, and intangible assets.
Younger respondents trust fair value measurements more
The results indicate that the older the respondent, the higher the likelihood of distrust
towards fair value estimates. This is evident as only 16% of respondents (below 30 years of
age) distrust fair value estimates, followed by 30% (31 to 40 years), 33% (41 to 50 years),
and ﬁnally 36% (above 50 years).
Higher level of trust in Level 1 vs Level 3 fair value estimates
IFRS 13: Fair Value Measurement provides authoritative guidance on how fair value is to be
measured. Level 1 fair value estimates are derived from prices and rates that are directly
observable in active markets. Level 2 fair value estimates are obtained when the market is
inactive and/or the prices of assets can
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4845
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inactive and/or the prices of assets can only be derived from other observable market
inputs. Level 3 fair value estimates are derived using subjective models and input
assumptions.
There are lingering concerns towards the reliability of fair value measurements. Speciﬁcally,
26% of respondents state that they distrust fair value estimates. The survey results show
that there is a higher level of trust in Level 1 fair value estimates as compared to Level 3 fair
value estimates. Respondents who indicated a high/very high trust in fair value estimates
decreased substantially across Level 1 (55%), Level 2 (31%) and Level 3 (19%) respectively.
The results suggest that respondents are more sceptical of fair value estimates when the
extent of managerial discretion and subjectivity in fair value inputs increases (that is, from
Level 1 to Level 3).
Greater trust in audited fair value measurements
Among the users of ﬁnancial statements (that is, analysts, fund managers, investors), 73%
indicated an increased level of trust when fair value estimates are audited. This shows a
general trust in auditors aﬃrming the reliability of reported fair value estimates.
Greater audit eﬀort for fair value estimates with greater estimation risk
Some 54% of respondents expect auditors to validate Level 1 fair value estimates, followed
by 64% for Level 2 fair value estimates, and 67% for Level 3 fair value estimates. These
ﬁndings suggest that there is a greater need for external validation that involves higher
estimation risks such as Level 3 fair value estimates. Hence, 74% of respondents who are
auditors expect audit fees to signiﬁcantly increase with fair value accounting.
Use of external valuation experts increases perceived usefulness and reliability of
fair value
The perceived usefulness and reliability of fair value increases when third-party valuation
experts are engaged in the valuation process, compared to in-house valuation experts who
report directly to management.
Third-party valuation experts are particularly necessary for valuation exercises that involve
higher estimation risks, such as Level 3 fair value estimates. Respondents trust third-party
valuation experts (whether external auditors or other third-party specialised valuers) to
attest to reported fair value estimates more than in-house experts employed within the
ﬁrm. Additionally, third-party valuation experts with professional qualiﬁcations are well
sought after.
Perceived increase in costs and audit fees and net beneﬁt of fair value
Fair value accounting entails costs. The survey respondents generally believe there is an
incremental net beneﬁt from reported fair value information. In particular, analysts/fund
managers/investors (63%) see net beneﬁts in having reported fair value information in the
ﬁnancial statements, while preparers of ﬁnancial statements and auditing professionals are
more concerned with the costs associated with fair value accounting.

The “In Fair Value We Trust, or Not” survey
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The “In Fair Value We Trust, or Not” survey is a collaboration among ISCA, SMU, IVAS, SIT
and HKPU.
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GETTING READY FOR FRS 116 (LEASES)
BY

RESEARCH DEPARTMENT, ISCA

ARE COMPANIES PREPARED FOR THE NEW STANDARD?
Ahead of the new Singapore leases standard FRS 116: Leases, which comes into eﬀect from
January 2019, companies need to start making preparations for its adoption and
implementation. A study by ISCA and Nanyang Business School (NBS) at Nanyang
Technological University (NTU), has found
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4890
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Technological University (NTU), has found that while 72% of companies surveyed show a
good level of awareness of the new standard, more than half (53%) have not started
preparing for it.

BACKGROUND
In January 2016, the International Accounting Standards Board issued IFRS 16: Leases,
which will be eﬀective from January 2019. IFRS 16 introduces major changes in lessee
accounting while lessor accounting remains largely unchanged. In the current leases
standard IAS 17, lessees account for leases according to the terms of the lease contracts as
either operating leases or ﬁnance leases. In IFRS 16, lessees are generally not allowed to
use the operating lease approach unless exempted as short leases or low value leases. IFRS
16 would bring the majority of leases onto the balance sheet, resulting in new assets and
liabilities being recognised.
On 30 June 2016, the Accounting Standards Council issued FRS 116: Leases as the
Singapore equivalent of IFRS 16. The new Singapore leases standard will be eﬀective in
January 2019 and companies need to get ready for the adoption and implementation of FRS
116.
FRS 116 and lessor accounting
FRS 116 remains largely unchanged for companies that provide assets for lease, that is, the
lessor. Lessor accounting continues to classify leases as either operating leases or ﬁnance
leases, and accounts for those two types of leases diﬀerently with additional disclosure
about how the lessor manages risks related to its residual interest in assets subject to
leases.
FRS 116 and lessee accounting
The key change in FRS 116 is that lessees are not allowed to account for leases using the
operating lease method unless the lease is less than 12 months or of low value. For leases
previously accounted as operating lease, FRS 116 requires the company to recognise lease
assets and liabilities on the balance sheet initially measured at the present value of
unavoidable future lease payments; recognise depreciation of lease assets and interest on
lease liabilities in the income statement over the lease term, and separate the total amount
of cash paid into a principal portion (presented within ﬁnancing activities) and interest
(typically presented within either operating or ﬁnancing activities) in the cash ﬂow
statement.
The resulting consequence of FRS 116 is that most leases would be recorded on the
balance sheet which makes ﬁnancial statements more comparable and transparent.

ABOUT THE STUDY
The ISCA-NBS “Getting Ready for FRS116 (Leases)” survey seeks to understand how ready
companies are for FRS 116, and the challenges they face in implementing the new leases
accounting standard. An online survey, conducted between May and June 2016, collected
data from ISCA members holding senior management positions in 68 companies. The
following key insights were drawn from the survey results.
Good level of awareness of FRS 116
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4890
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The majority of companies appear to possess a good level of awareness of the key changes
to leases accounting under FRS 116, with 72% of respondents answering at least four out of
ﬁve questions about the standard correctly.
Half of companies yet to start preparations
Some 53% of companies have not started making preparations to adopt and implement
FRS 116. Of these, more than half (68%) are non-listed companies. The top three areas
which companies have not made any preparations are:

+
+
+

Upgrade and modiﬁcation of the organisation’s accounting information system for FRS 116 (62%);
Analysis of FRS 116 tax considerations and implications (60%), and
Preparation and approval of an implementation roadmap for FRS 116 (57%).

For companies that have started making preparations for FRS 116, at least half have started
to identify leases in accordance with FRS 116 (54%), compile a lease database (56%), and
provide training to the accounting staﬀ (51%).
According to KPMG, lease data today are often managed through disparate manual
spreadsheets and databases in various locations. This alone makes the lease datagathering step a signiﬁcant undertaking. As leases are regularly being undertaken,
renewed, modiﬁed or cancelled, the data-gathering process is further prolonged, which
makes it a tedious one.
Lease contracts (or contracts containing leases) can be complex depending on the terms
and conditions. This would require judgement to be exercised on the accounting treatment
based on the principles set out in FRS 116. Additionally, the current accounting information
system may require upgrading or modiﬁcations to be able to store new or updated data,
calculate the new journal entries, and generate the analysis and disclosure reporting
required by FRS 116. This may also require changes to internal control processes. Having
well-trained staﬀ is key to ensuring the success of such organisation-wide changes. There is
a lot of preparatory work to be done and it would be wise, in particular, for those
companies with numerous leases, to plan ahead and prepare the company for changes
expected on the horizon.
When asked to describe what help they need to adopt/implement FRS 116, a large number
of the companies indicated that they need training in FRS 116 and updating of their
accounting information system to capture the data necessary to comply with the new
requirements.
Adoption/Implementation of FRS 116: a moderate to major challenge and a costly
exercise
Adopting and implementing FRS 116 can be challenging for businesses, especially those
with a signiﬁcant number of lease contracts.
Some 54% of the companies consider the challenge in adopting and implementing FRS 116
to be moderate to major. Companies reported that the two top challenges lay in educating
investors and internal stakeholders, and ensuring proper lease accounting treatment and
adequate documentation. While 69% of companies agreed that FRS 116 would result in
more relevant, faithful, transparent and comparable ﬁnancial statements, 78% indicated
that FRS 116 will require signiﬁcant implementation
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4890
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that FRS 116 will require signiﬁcant implementation costs. Hence, only half (52%) of the
companies were convinced that FRS 116 would be beneﬁcial to users and the market, and
almost a third of the companies were uncertain.
Companies’ borrowing costs expected to increase
Given that companies’ ﬁnancial ratios such as gearing ratio and current ratio would
deteriorate under FRS 116, a large percentage (62%) of companies indicated that they
expect interest rates for new debts to increase. At the same time, only a third (28%) of
companies agree/strongly agree that interest rate for their new debts will decline because
banks no longer need to adjust for oﬀ-balance sheet leases due to increased transparency
under FRS 116. Taken together, these ﬁndings indicate that more companies are skewed
towards expecting borrowing costs to increase under FRS 116.
Companies may have existing debt contracts that are on a “frozen GAAP” basis, meaning
that the debt contract speciﬁes that the ﬁnancial ratios described in the covenants are
calculated based on the accounting standards when the debt was secured. Companies are
divided on the statement, “The organisation’s existing debts will not be aﬀected because
covenants are on a frozen GAAP basis”. We note that almost a third (28%) of the companies
were uncertain about the impact of FRS 116 on existing debts.
It is important for companies to critically evaluate the ﬁnancial impact of FRS 116 on
existing loans and renegotiate the loan agreements, if necessary.
Expected changes in business practices
The expected change in business practices arising from FRS 116 includes a reduction in
“sale and lease back” transactions, increase in “borrow and buy” over leasing of assets,
increase in the number of short-term leases (that is, lease period of less than 12 months)
and preference for service contracts instead of leases of assets.
About 70% of companies agree/strongly agree that they will likely engage in fewer “sale and
lease back” arrangements under FRS 116. This is in line with a KPMG publication which
stated that IFRS 16 (in our case, FRS 116) largely eliminates “sale and lease back”
arrangement as an avenue for oﬀ-balance sheet ﬁnancing. The reason is because a sellerlessee always recognises a “sale and lease back” arrangement on balance sheet unless the
arrangement is for the short term or of low value. While there are valid commercial
considerations for companies to continue with “sale and lease back”, our ﬁndings suggest
that FRS 116 is expected to change some business decisions. Some 58% of companies
agree/strongly agree that they are more likely to “borrow and buy” required assets than to
lease them under FRS 116. Given that FRS 116 requires all leases to be on the balance
sheet, companies are now possibly reconsidering the “borrow and buy” option.
Under FRS 116, a lessee can elect to apply the short-term leases exemption. This means
that assets with lease periods of 12 months or lesser need not apply the lessee accounting
model. About 69% of companies agree/strongly agree that a company is more likely to
enter into short-term leases of less than 12 months.
Some 72% of respondents agree/strongly agree that a company is more likely to enter into
contracts for services (derived from assets) than contracts for leases of assets under FRS
116. Both operating leases under FRS 17 and service contracts do not recognise any liability
on the balance sheet. The diﬀerence is that a lease contract provides the company with the
right to control the use of an asset whereas
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4890
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right to control the use of an asset whereas a service contract does not do so. Therefore,
companies should generally prefer leases over service contracts. However, after weighing
the advantages of controlling the asset against the economic costs of leasing under FRS
116, companies may decide to forego the right to control the use of an asset for service
contracts instead, as the survey result shows.
Some 81% of companies surveyed also indicated that more audit work is expected under
FRS 116 as new assets and liabilities are recognised on the balance sheet.
No preferred method to determine low value leases
Companies did not show any strong preference on the method to use in determining a low
value lease. About 38% of companies indicated they would apply the materiality concept,
35% would apply a threshold, and 26% have not decided on the method.

The “Getting Ready for FRS 116 (Leases)” survey was launched by ISCA and NBS, NTU.
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INTO THE MINDS OF INVESTORS
BY

RESEARCH DEPARTMENT, ISCA

INVESTORS’ VIEWS OF FINANCIAL REPORTING, AUDIT AND CORPORATE
GOVERNANCE
Financial statements are important sources of information for investors to make
investment decisions and assess how eﬀectively boards and management discharge their
stewardship role, create value and promote the long-term success of companies.
In April 2016, the Accounting and Corporate Regulatory Authority (ACRA), ISCA and National
University of Singapore (NUS) Business School, launched a survey seeking investors’ views
on ﬁnancial reporting, audit and corporate governance, as well as inputs on how these
areas could be further improved. The views of institutional and retail investors are
important inputs in shaping the regulatory initiatives for Singapore’s ﬁnancial reporting
landscape.
It is heartening to our members and the accounting profession that ﬁnancial statements
are the most valued source of information when making important investment decisions. In
particular, the focus group discussions have identiﬁed areas which investors would like
more information on. For instance, investors
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4766
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more information on. For instance, investors would like more granularity on large other
operating expense/income and more information on debt and contingent liabilities of
associates. Companies can also help investors to understand complex disclosures, such as
deferred tax and mark-to-market accounting, by explaining the implications and impact to
the company and investors beyond just disclosures.
The objective of key audit matters (KAMs) is to increase the relevance of audit to users. This
can be achieved only if the KAMs are understood by users, including investors. Hence, it is
important for auditors to communicate their audit work and ﬁndings in a simple, clear and
easily understood manner. It is important to have open communication among the
auditors, preparers and users so as to continue improving the ﬁnancial reporting quality.
ISCA is working together with ACRA and the Securities Investors Association (Singapore) to
develop a guide for investors to explain the disclosures under the enhanced auditor’s
report.
The ﬁndings also provide important takeaways for directors, management, auditors,
investors, regulators, professional bodies and other stakeholders. One clear message that
resonated from both institutional and retail investors was the importance that they place
on high quality ﬁnancial reports that allow for eﬀective and informative analysis.

Companies can also help investors to understand complex disclosures, such
as deferred tax and mark-to-market accounting, by explaining the
implications and impact to the company and investors beyond just
disclosures.
ABOUT THE STUDY
The survey sought the views of institutional and retail investors, with some customisation
of the questions for the two groups given their diﬀerent means of engaging with
companies. The survey was conducted online.
A total of 33 institutional investors (including analysts) and 171 retail investors completed
the survey. A focus group discussion with institutional and retail investors was also held to
gain deeper insights into the issues covered in the survey.

KEY FINDINGS
The key ﬁndings from the survey are discussed here.
Investors view ﬁnancial statements as the most important source of information for
decision-making
Investors rated ﬁnancial statements as the most important source for investment decisionmaking compared to other information sources (example, company announcements, oneto-one meetings/conference calls, analyst reports, etc). Some 94% of institutional investors
rated ﬁnancial statements as important/very important while 81% of retail investors did so.
However, feedback from investors from the focus group discussion appeared to suggest
that at times, the usefulness of ﬁnancial statements is limited by too much aggregation of
information, lack of suﬃcient disclosures and disclosures that are diﬃcult to understand.
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4766
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Key takeaways

+
+

Companies (board of directors, audit committees and management) should ensure continued relevance
of ﬁnancial statements by focusing on providing high quality disclosures that are useful, suﬃcient and
understandable.
Investors should continue to hold companies to high standards of ﬁnancial reporting. Greater
transparency and clarity in disclosures will help them derive an accurate picture of the business, which is
vital for investment decisions.

Institutional and retail investors diﬀer on extent and nature of ﬁnancial information
used for decision-making
Both institutional and retail investors placed emphasis on quantitative ﬁnancial measures
such as net proﬁt, operating cash ﬂows and dividends. However, institutional investors also
focused on qualitative ﬁnancial statement items regarding related-party transactions,
critical accounting judgements and estimates and accounting policies compared to retail
investors.
Institutional investors also spent more time analysing ﬁnancial statements and placed
emphasis on diﬀerent ﬁnancial ratios compared to retail investors.
Key takeaway

+

More education and awareness is needed to help investors understand, consider and use both qualitative
and quantitative types of information in ﬁnancial statements as they provide a holistic view of the
company’s ﬁnancial aﬀairs and operations and will translate into better investment decision-making.

Statutory audits signiﬁcantly increase investor conﬁdence in the ﬁnancial
statements
There was substantially more investor conﬁdence in audited ﬁnancial statements compared
to non-audited ﬁnancial statements, with the number of investors expressing conﬁdence
over the ﬁnancial statements increasing close to ﬁve times when they were audited.
Modiﬁed audit opinions were also more likely to aﬀect investment decisions of institutional
investors. Additionally, investors have indicated that they were more likely to engage
auditors with the impending new requirement that auditors indicate KAMs in ﬁnancial
reports under the enhanced auditor reporting standards from January 2017. Investors also
recognised the signiﬁcance of auditor independence to audit quality. They view factors such
as the audit fees, tenure of audit ﬁrm and partner, non-audit fees and the nature of nonaudit services as important considerations on auditor independence, with the latter two
given greater emphasis by institutional investors.
Key takeaway

+

With the added responsibility of KAMs reporting from January 2017, auditors should prepare to
communicate more with investors and seize this opportunity to bring the quality of audits to a new level.

Investors welcome more transparency and improved interactions with audit
committees

Investors overwhelmingly believed that
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4766
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Investors overwhelmingly believed that audit committees should provide a commentary to
the shareholders about their views on the signiﬁcant accounting issues highlighted as KAMs
by the auditors. They also welcome greater transparency on information relating to the
quality of auditors appointed. A high percentage of investors surveyed (82% of institutional
investors and 90% of retail investors) would like audit committees to use audit quality
indicators (AQIs) to evaluate auditors. These investors would similarly like audit committees
to explain to them the basis for selecting the recommended auditor. With the introduction
of the multiple proxies regime from 3 January 2016, investors, particularly retail investors,
have also expressed that they were more likely to attend Annual General Meetings to ask
directors and audit committees questions, especially when there were contentious issues.
Key takeaways

+
+

Companies should be prepared for deeper levels of engagement with investors who, armed with greater
insights into the audit process and the underlying drivers of a company’s performance, will demand
greater accountability from its directors and management.
Audit committees should provide greater transparency to investors by:
– Issuing an audit committee commentary in the company’s annual report to explain signiﬁcant ﬁnancial
reporting issues and to complement KAMs reporting by auditors;
– Evaluating auditors using AQIs and communicating to investors the basis of selecting the
recommended auditor.

Investors value regulatory programmes and initiatives aimed at improving ﬁnancial
reporting and audit quality, although more can be done to raise awareness of these
initiatives
More than 75% of the investors surveyed agreed that independent regulatory oversight
programmes over ﬁnancial reporting and audits were important in ensuring good quality
ﬁnancial reporting. There was, however, little awareness and understanding of the speciﬁc
regulatory initiatives employed, such as ACRA’s Financial Reporting Surveillance Programme
and the Practice Monitoring Programme that conducts audit inspections.
Key takeaway

+

More outreach eﬀorts by professional bodies and regulators are needed to enable investors to better
understand the regulatory programmes and initiatives that ensure a robust ﬁnancial reporting regime
and how they can leverage on the regulatory outcomes and ﬁndings for their own investment reviews and
decisions. An example would be the recent introduction of the Audit Quality Indicators Disclosure
framework by ACRA, which could help investors better understand the thought process of the audit
committee and be assured that the appointment process for auditors is sound.

Directors’ experience, remuneration, independence and the company’s internal
control and risk management matters are most common aspects of corporate
governance that investors are interested in
When assessing the quality of corporate governance of a company, both groups focused on
qualiﬁcation/experience of directors, remuneration of directors/senior management and
internal control and risk management matters. In particular, remuneration, independence
of directors and risk management were the three areas that investors have asked the most
questions about, with institutional investors also often asking questions about the
competencies of directors. In general, institutional investors also placed more importance
and asked more questions on corporate governance matters compared to retail investors.
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4766
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Key takeaway

+

Companies should ensure that suﬃcient attention is given towards providing greater transparency and
better disclosures on their corporate governance practices and that they stand up to scrutiny.

It is important to have open communication among the auditors, preparers
and users so as to continue improving the ﬁnancial reporting quality.

The “Into the Minds of Investors” survey was launched by the ACRA, ISCA and the NUS
Business School.
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BY

GOH KIA HONG

AN EARLY ADOPTER’S EXPERIENCE ON KEY AUDIT MATTERS
During the Singapore Accountancy Convention 2016 (SAC) on August 25, Julia Tay, thenDeputy Chief Executive, Accounting and Corporate Regulatory Authority (ACRA), had shared,
“When we talk about extended auditor’s reports, foreign brands like Rolls Royce and
Vodafone come to mind. Today, we can say that our local brands are part of that list,
including CapitaLand, Singtel and Singapore Airlines.”
It is encouraging to note that there are already 10 early adopters in Singapore (Figure 1) of
the enhanced auditor’s report as at end-August 2016, despite the new and revised auditor
reporting standards coming into eﬀect
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4881
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reporting standards coming into eﬀect only at the end of 2016.

… the value of such a (free-form auditor’s) report is not in what is
communicated, but how it is communicated. It has to be clear, concise and
easily understood.

In each of these enhanced auditor’s reports, the four most commonly featured key audit
matters (KAMs) are:

+
+
+
+

Business combinations
Impairment of goodwill and intangible assets
Valuation of investment properties
Valuation of ﬁnancial instruments and derivatives

FIRST, THE MINDSET
The key to the enhanced auditor’s report is in adding value and not volume. This change in
reporting standards was spurred by users of the auditor’s report calling for it to be more
informative and relevant.
Tham Sai Choy, Managing Partner, KPMG Singapore and Chairman, KPMG Asia Paciﬁc,
highlighted, “The whole point of the audit exercise is to reach out to stakeholders.
Communicating the value of what auditors
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4881
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Communicating the value of what auditors do and how it ﬁts into the whole ﬁnancial
reporting process must be conveyed through the auditor’s report.”
Similar requirements have already been rolled out in the UK in 2012 and the Netherlands in
2014. A follow-up post-implementation study published by UK’s Financial Reporting Council
(FRC) in January 2016 reported, “The reports which have earned the greatest praise from
investors this year are carefully structured with the end-user in mind, and signpost key
information. They also include clear, concise and transparent disclosures about risk… as
well as the critical areas where professional judgement and assumptions have been
addressed”.

With robust discussions externally with the management and the AC and
internally among the engagement team, KAMs should be entity-speciﬁc,
more in-depth and congruent with the ﬁnancial statements.
THEN, THE SKILL SET
Most auditors communicate with people at all levels of the company, from the Board of
Directors to front-line accounts clerks. But communicating entity-speciﬁc KAMs to the
public is new to the profession and requires a diﬀerent skill set.
The current auditor’s report is boilerplate; the only time auditors have to write a free-form
report is when there is a modiﬁed audit opinion or an emphasis of matter, which are
generally uncommon and usually once-oﬀ. When that happens, typically, the audit ﬁrm’s
technical and quality assurance resources will assist the audit engagement partner to draft
the report.
Moving forward, writing a free-form auditor’s report is the responsibility of all audit
engagement partners every year. Writing the new report will be a challenge, as the skill
required to write it is completely diﬀerent. After all, the value of such a report is not in what
is communicated, but how it is communicated. It has to be clear, concise and easily
understood.

LEARNING FROM THE EARLY ADOPTERS
Figure 2 is a framework to guide auditors on this journey into uncharted waters. It is based
on experiences gathered from early adopters, the views of the panellists at the “Enhanced
Auditor Reporting: An Early Adopter’s Experience” session at the Singapore Accountancy
Convention, and inputs from KPMG LLP and PricewaterhouseCoopers LLP.

http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4881
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(1) Early and regular engagement with management and AC
Most of the early adopters agree that early engagement with management and the Audit
Committee (AC) is a critical success factor. This includes explaining the intent behind the
reporting of KAMs, committing all parties involved in the process, and agreeing on what the
KAMs would eventually be.
Gautam Banerjee, Chairman, Blackstone Singapore Pte Ltd, who chairs several ACs,
explained the merits of early engagements with the AC. “If the company goes through the
audit process in a methodical and robust manner, the AC should have met the auditor
every quarter, and the auditor would have done their reviews and communicated the areas
they would focus on. These are the areas of judgement and accounting estimates… and
would form the basis of key audit matters.”
With robust discussions externally with the management and the AC and internally among
the engagement team, KAMs should be entity-speciﬁc, more in-depth and congruent with
the ﬁnancial statements.
(2) Training, consultation and independent reviews
Some of the early adopters drew inspiration from the auditor’s reports published in the UK
and reﬂected on the areas of improvement from the UK experience. Similarly, auditors in
Singapore can also make reference to the abundance of published reports in the UK.
To prepare the audit team for change, it is important to inculcate the right mindset in
auditors at all levels, as well as train senior members on how to draft KAMs. The technical
and quality review teams may also need to be better equipped to support the engagement
teams.
As he shared his UK auditors’ experiences, Bill Platt, Global Regulatory Leader, Deloitte
Touche Tohmatsu Ltd, suggested that proper infrastructure be put in place to support audit
engagement teams. These include legal teams to sanitise the language used and
independent review teams to review the KAMs before they are issued to the public.
(3) Identify KAMs
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4881
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The determination of KAMs is very judgemental, and management and AC may not initially
agree with the KAMs identiﬁed by auditors. However, eﬀective and timely communication
should resolve the diﬀerences. It also serves as a two-way communication for auditors to
assess whether their views of KAMs are consistent with the AC’s concerns.
Mr Tham suggested that the approach in identifying KAMs should start with industry issues,
before zooming in to speciﬁc issues faced by the entity. He cautioned that KAMs need to be
entity-speciﬁc as investors are investing in the company, and not in the industry.
Early identiﬁcation of KAMs will allow the audit team, the management and the AC to focus
on critical audit and accounting issues throughout the audit.
(4) Communicate KAMs
Having identiﬁed the KAMs, auditors have to decide how best to synthesise and report on
overlapping issues to achieve the best communication result. For instance, should issues on
the use of a valuation expert and its methodology and impairment of ﬁnancial assets be
communicated as one or two separate KAMs? There is a need to exercise good judgement
on how best to aggregate or disaggregate issues to be communicated in KAMs.
SSA 701: Communicating Key Audit Matters in the Independent Auditor’s Report requires
KAMs to be determined from the matters communicated with those charged with
governance, but the process is not as straightforward as mere cut-and-paste from the
reporting of these same issues to the AC. Communicating to the AC is diﬀerent from
communicating to investors at large. The AC has avenues in which it can clarify issues with
auditors, and are knowledgeable in ﬁnancial reporting as well as familiar with technical
jargons commonly used in reports. However, to facilitate understanding, such technical
jargon should be avoided when communicating to investors.
Mr Platt further shared, “Based on the UK experience, there are, on average, four KAMs in
each audit report of about 800 words. It takes an average of 100 hours to write an
enhanced auditor’s report. This works out to eight words per hour… Auditors should
consider using graphs or charts to complement the texts and provide additional
perspectives. After all, a picture paints a thousand words.”
Another challenge noted by an early adopter is how to describe outcomes of audit
procedures performed on the KAMs without being seen as providing a separate opinion on
each KAM. Care must also be taken to ensure that every procedure and the results of those
procedures are consistent with the audit documentation. This concern was noted in the UK
FRC’s Audit Quality Reviews. The review noted, “In some instances, the FRC has identiﬁed
inaccuracies in the auditor’s descriptions of the nature or extent of the audit procedures
performed. The FRC has brought these matters to the attention of the relevant audit ﬁrms
and reminded all the major ﬁrms of the importance of ensuring that their auditor’s reports
accurately reﬂect the work performed.”
(5) Measure the outcome
The success of any change is measured by its outcome. Auditors therefore need to measure
whether its enhanced auditor’s report has achieved the desired communication outcome.
This could be in the form of:
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4881
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Increased communication with the management team and AC on the KAMs that most aﬀect the fair
presentation of the ﬁnancial statements
Increased engagement by shareholders at AGM
Positive response from the investing community on whether the enhanced auditor’s report has provided
value to them from a reader’s perspective

An area of concern is the need to educate investors (particularly retail investors) on what
this enhanced auditor’s report is trying to achieve, so that they do not misinterpret KAMs as
piecemeal/separate opinions or a modiﬁed audit opinion. In this respect, ACRA, ISCA and
Securities Investors Association (Singapore) are working on issuing a guide on what
investors need to know prior to the 2017 AGM season.
The enhanced auditor’s report is expected to be a game-changer. The early adopters have
paved the way for the profession, and the real test in the near future is how the audit
profession as a whole can leverage on this momentum and truly rise to the challenge of
adding value in an audit and the ﬁnancial reporting process.

Goh Kia Hong lectures on auditing at Nanyang Business School, Nanyang Technological
University. He is currently a member of the ISCA Auditing and Assurance Standards
Committee (AASC). The writer would like to thank Shariq Barmaky, Chairman, ISCA AASC
and Audit Leader, Deloitte & Touche Singapore and Regional Managing Partner, Assurance
& Advisory Services, Deloitte Southeast Asia, for his invaluable input to this article.

1

The Hong Kong Standards on Auditing is similar to the Singapore Standards on Auditing
(SSA), both of which are adopted from the International Standards on Auditing.
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BY

LIM JU MAY AND KEVIN YONG

A BOON OR BANE FOR BUSINESSES?
Every listed issuer on the Singapore Exchange (SGX) will need to prepare an annual
sustainability report for ﬁnancial years ending on or after 31 December 2017. A phased
approach allows issuers to diﬀer the speed at which they progress in the quality and depth
of reporting, but they are expected, at a minimum, to provide an assessment of material
environmental, social and governance (ESG) factors, and the policies and/or practices to
address these factors.
Are businesses approaching this new SGX requirement as another compliance exercise, or
are they viewing it as a catalyst for genuine change towards more sustainable and
responsible business practices? More importantly, is this a peripheral green issue or an
impetus that will bring real beneﬁts to businesses? We approached eight organisations that
have early-adopted sustainability reporting to share their experiences.
Sembcorp Industries Ltd
KOH CHIAP KHIONG, Group Chief Financial Oﬃcer and Chairman of Sembcorp Industries’
Sustainability Steering Committee
We started reporting aspects of sustainability in 2001. In 2009, we adopted the Global
Reporting Initiative guidelines and published our ﬁrst sustainability report. We believe that
transparency and disclosure of non-ﬁnancial performance helps stakeholders assess the
long-term sustainability of the company, and is just as important as ﬁnancial disclosures.
What gets measured gets managed
The saying that “what gets measured gets managed” rings true. The measuring, monitoring
and reporting of non-ﬁnancial indicators have resulted in greater attention being paid to
ESG issues. This in turn helps us improve our internal systems and processes, making us
more attuned to the risks and opportunities that may arise from the issues in question.

CapitaLand Limited
TAN SENG CHAI, Group Chief Corporate Oﬃcer and Chairman of the CapitaLand
Sustainability Steering Committee
Inspires conﬁdence in investors

CapitaLand is one of the ﬁrst companies
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4918
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CapitaLand is one of the ﬁrst companies in Singapore to voluntarily publish our Global
Sustainability Report for FY 2009, before the Sustainability Reporting Guidelines were
introduced by SGX in 2011. Our reports reference the latest versions of international
guidelines and are independently veriﬁed to AA1000 Assurance Standards. Our external
assurance engagement was also conducted in accordance with the International Standard
on Assurance Engagements 3000, which is the standard for assurance of non-ﬁnancial
information. This sustainability report aims at inspiring conﬁdence among investors who
seek longer-term investment in companies with a comprehensive risk management
strategy, including issues pertaining to ESG.
Focus on sustainability brings other beneﬁts
Sustainability is integral to the way we do business. Our sustainability strategy is aligned
with our credo of “Building People. Building Communities.”, and we are committed to
improving the economic and social well-being of our stakeholders through the execution of
our development projects and management of our operations. We ﬁnd that by focusing on
sustainability ﬁrst, all other beneﬁts fall into place naturally – from cost avoidance arising
from reduced energy and water consumption to future-prooﬁng our properties ahead of
the implementation of some regulatory requirements or climate change, greater employee
engagement, and being recognised by the investment community as a leader in sustainable
development.
We are pleased to be the only Singapore company to receive a Bronze medal distinction in
The Sustainability Yearbook 2016, to be recognised as a Global Real Estate Sustainability
Benchmark (Regional Sector Leader for Asia, Diversiﬁed), and to be included in the Global
100 Most Sustainable Corporations in the World for ﬁve consecutive years. CapitaLand was
included in SGX’s new Sustainability Leaders Index, adding to our listings in other
sustainability-linked indices globally, such as the FTSE4Good Index Series and the recentlylaunched regional FTSE4Good ASEAN 5 Index.

Frasers Centrepoint Limited
LIM EE SENG, Group CEO
Building a sustainable business
As an international real estate company with diverse exposure across residential,
commercial, hospitality and industrial segments, we believe we have the responsibility to
inﬂuence and shape the way communities live, work, shop and play within the four walls
and beyond. Our aim is to develop sustainable environments which are resource-eﬃcient,
contribute to thriving local economies and provide stimulating workplaces for people to
realise their full potential. At the strategic level, we are focused on building a sustainable
business that will be delivering value to our stakeholders for many years to come.
Greater collaboration and a structured approach
Sustainability reporting not only helps us communicate our commitment and performance
to all our stakeholders, it provides us with a platform for greater collaboration among the
business units to achieve our sustainability agenda. In addition, sustainability reporting
lends itself to a structured approach through
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4918
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lends itself to a structured approach through which we can better track and measure our
sustainability eﬀorts, as well as formulate our strategies more eﬀectively.

Cambridge Industrial Trust Management Limited
PHILIP LEVINSON, Executive Director and CEO
Much more than corporate social responsibility
Cambridge Industrial Trust Management is a mid-cap Singapore-listed REIT which
constantly seeks to punch above our weight. We are among the ﬁrst to adopt progressive
sustainability practices as we believe that operating in a sustainable, socially-responsible
manner is not only the right thing to do, it has a long-term profound positive eﬀect on our
business. We recognise that sustainability is about much more than just corporate social
responsibility. The focus on sustainability means a focus on critical issues around corporate
governance, social and environmental issues that are related to our core business, to
ultimately enhance shareholder value.
Draws in large global institutional investors
We were very fortunate to have our eﬀorts recognised through the inclusion in SGX’s
inaugural Sustainability Leaders Index (Flagship Index), one of only 24 companies to be
included. This has added another measurable dimension to our sustainability reporting
eﬀorts and has been favourably received by institutional investors.
We believe that having progressive, large global institutional investors as our shareholders
is fundamental to our future growth. Over the past year, we have met a number of senior
fund managers globally for whom sustainability is front-of-mind. We have received many
positive comments on our report, which has encouraged us to continue to highlight our
eﬀorts in this area to the investors and stakeholders we meet.

M1 Limited
IVAN LIM, Director, Corporate Communications
Responsible business practices, commitment to value
Sustainability reporting enables M1 to demonstrate our commitment to creating long-term
value through responsible business practices, as well as provide greater transparency for all
our stakeholders, including customers, staﬀ, regulators, investors, and the communities
that we operate in.
M1’s inaugural sustainability report was introduced as part of our FY 2011 annual report.
We continually strive to strengthen our sustainability practices through the introduction of
initiatives such as the M1 Supplier Code of Conduct in 2015, and aligning our reporting to
the latest Global Reporting Initiative (GRI)’s guidelines. Speciﬁcally, the GRI G4 guidelines,
announced in late 2013, was adopted in our FY 2014 M1 Annual Report.
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4918
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StarHub Ltd
JEANNIE ONG, Chief Strategic Partnership Oﬃcer
Sustainability: A key area of focus
StarHub has always recognised that sustainability is a necessary key area of focus for a
company and its stakeholders. When we published the ﬁrst sustainability report back in
2011, we were among the few listed companies in Singapore to do so.
We are honoured to be ranked the eighth most sustainable companies in the world in 2016
by the Corporate Knights Global 100 – the highest accolade ever to be accorded a
Singapore company. This honour comes from the recognition of our strategy through
sustainability reporting, and provides our stakeholders and investors with the conﬁdence in
reaping strong economic value through our long-term business strategy, governance
framework and risk management.
A growing customer base and talent attraction
Customers and employees also feel good knowing they are buying from or working for an
innovative, proﬁtable company that is committed to environmental and social good. These
have helped us retain and increase our customer base as well as attract talents in a
competitive industry.

Ascendas REIT
CHIA NAM TOON, Executive Director & CEO of Ascendas Funds Management (S) Ltd
(Manager of Ascendas REIT)
Long-term value creation
A-REIT embarked on sustainability reporting in 2013 with the aim of creating greater
transparency and accountability to our unitholders. We recognise that to ensure long-term
value creation and sustainability of the Trust, we have to assess not just our ﬁnancial but
also our non-ﬁnancial risks and opportunities.
Motivated to improve processes
By measuring and disclosing our ESG performance, we are continuously motivated to
improve processes, adopt best practices and mitigate problems that impact our strategy,
operations and long-term prospects. As an example, we recently tightened our internal
procurement processes to ensure that the suppliers meet our stringent ﬁnancial, health
and safety standards; we also enhanced the delivery of our customer experience to
diﬀerentiate ourselves in a highly-competitive environment.

Singapore Telecommunications Limited
ANDREW BUAY, Vice President, Group Corporate
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4918
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ANDREW BUAY, Vice President, Group Corporate Social Responsibility
Provides a lens to identify material topics
The discipline required for sustainability reporting, such as conducting stakeholder
engagement, materiality assessment (that is, what material topics our various stakeholders
are concerned with) and value and supply chain analyses, was especially useful to help
shape and sharpen our sustainability strategy. For example, it provides a lens for us to
identify the material topics that exist in our value chain – both the risks and opportunities –
which allows us to focus our eﬀorts on these areas. These reports are also a great
communication tool with our stakeholders as they explain our strategy, programmes,
targets, achievements and shortcomings.

CLOSING REMARKS
From the above experiences and insights from eight organisations on the beneﬁts of
sustainability reporting, it is clear that sustainability provides an added dimension to
proﬁtability and wealth creation. A sustainability report reveals the soul of an organisation,
and provides an ideal opportunity for it to nurture and build its character or branding. Will
sustainability reporting bring about a real change in business practices? Only time will tell.
But at the very least, it brings about a more level playing ﬁeld, showcases quality
management, and channels resources to sustainability practices and eﬀorts.

This is the ﬁrst article in the ISCA Corporate Reporting Committee’s series of
articles on sustainability reporting to raise awareness and quality of
sustainability reporting in Singapore.

Lim Ju May is Deputy Director, and Kevin Yong is Senior Manager, Financial Reporting
Standards & Corporate Reporting, ISCA.
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BY

CHRIS WOO, FLORENCE LOH AND DR FREDERIK BOULOGNE

TAX IMPACT OF BREXIT TO SINGAPORE
On 23 June 2016, in a referendum with a massive turnout, 52% voted in favour of the
United Kingdom (UK) leaving the European Union (EU). The UK, under new Prime Minister
Theresa May, will now be politically compelled to invoke a provision in the Lisbon Treaty
(Article 50), which will give the EU and the UK two years to agree to the terms of the split.
The surprising vote in favour of a Brexit caused turbulence in the ﬁnancial sector, both in
Europe and beyond. It is therefore important to identify the consequences of a Brexit to
Singapore businesses as well, and this includes its tax impact.
According to the Ifo World Economic Survey, for which 762 experts from 112 countries were
consulted, a Brexit would primarily have a negative impact on the EU15 countries.
Countries like Singapore would only face slight negative eﬀects in both the short and the
medium terms. And since Asian exports to the UK only amount to 0.7% of regional GDP
(according to a Financial Times article of 13 June 2016), the negative repercussions, if any,
from a Brexit should by themselves not threaten Asian economies signiﬁcantly.
Still, the market volatility that we have seen since the vote could aﬀect companies’ taxrelated aﬀairs; also, there could be a tax impact of a Brexit arising from changes to the UK’s
tax policy. As a general comment, we note that the assessment of a Brexit impact is still
accompanied by many uncertainties. When will this Article 50 be invoked? What type of
“cohabitation agreement” will the UK seek? What type of arrangement will the EU be
prepared to accept?

It will be interesting to see to what extent the UK government will be able to
deploy its increased ﬁscal sovereignty and amend its tax system, and how
that will then compare to Singapore’s.

This article brieﬂy covers some areas of uncertainty and signposts in relation to the tax
impact of a Brexit to Singapore businesses without further analysing the myriad scenarios
which could play out.

THE UK AS SINGAPORE’S GATEWAY TO THE EU
To prevent double taxation, Singapore and the UK have signed a tax treaty for the
avoidance of double taxation. As it is bilateral and unconditional upon the UK being an EU
member state, a Brexit should not aﬀect the working of this agreement.
However, a Brexit may have further-reaching
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4738
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However, a Brexit may have further-reaching consequences for a Singaporean company
which has set up a UK company as a hub for holding and funding its subsidiaries in other
EU member states. A range of measures – no tax on proﬁts ﬂowing from the EU
subsidiaries to the UK parent, an exemption in the UK for dividends received, and no tax on
income repatriated to Singapore – makes this an attractive set-up. If the EU framework that
ensures the unfettered ﬂow of proﬁts from the continent across the Channel ceases to
cover UK companies, the fall-back will be the domestic laws of those EU member states and
the bilateral tax treaties that they have each signed with the UK. In certain cases, that
would result in an increased level of taxation.
A new dimension is that members of the European Parliament, from across the political
spectrum, have recently proposed an EU-wide tax at the EU borders. If their proposal is
adopted, it would be tax-neutral for Singaporean companies to invest into the EU through
the UK gateway, or invest directly.

THE EU-SINGAPORE FTA
In 2012, the EU and Singapore signed a much-anticipated Free Trade Agreement (FTA), but
its coming into force has since been delayed by procedural matter (the European Court of
Justice has to decide whether the European Commission was competent to sign and ratify
the agreement). It is widely acknowledged that an EU-Singapore FTA would be good for EU
and Singapore businesses. Within the EU, the UK has always been a strong free trade
proponent and its departure could not only move the FTA down the priority ladder, but also
remove the mortar from the bricks and force the negotiation process to start all over again.
Given the strong historical and ﬁnancial ties, a new and favourable UK-Singapore FTA (there
is an older existing one) should be easier to pull oﬀ. But as long as that is not formalised,
Singapore companies will continue to face duties to the UK and EU that are higher than
what could have been achieved under the EU-Singapore FTA.
The impact of the possible changes in the customs duties realm will be felt throughout the
supply chain for goods. Customs duties are currently governed by EU law, not UK law. The
UK will need to introduce its own legislation which could vary from the existing one. The
changes may not only aﬀect the duty rates, but also the conditions for operating duty
reliefs and general customs procedures.

THE SINGAPORE BUSINESS COMMUNITY
Many businesses assume that there is little, if anything, they can do to inﬂuence the
international trade regulatory landscape. Nevertheless, it is businesses, perhaps more than
governments, that need to step in to be more vocal about the beneﬁts of free trade – not
only for their bottom line but in relation to investments, job creation, etc. In addition, they
need to give negotiators of FTAs more time and inputs to enable them to prioritise their
negotiations and achieve the most successful outcome for all. In this respect, a UKSingapore deal, once there is more clarity on whether the UK has the ability and capacity to
negotiate one before oﬃcially leaving the EU, may be a possible quick-win, with Singapore
keen to build on historic links with the UK, and the UK keen to show that it can negotiate
trade deals by itself. Strong business support for this from Singapore would be an essential
ingredient.

EU STATE AID AND THE UK’S TAX SYSTEM
At present, the UK, as an EU member state,
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4738
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At present, the UK, as an EU member state, is bound by speciﬁc EU rules on fair
competition, such as stringent State aid rules. The European Commission actively polices
the enforcement of those rules and recent investigations and decisions show that it has
really curbed EU member states’ ﬁscal freedom. Leaving the EU, however, could remove
those chains. It will be interesting to see to what extent the UK government will be able to
deploy its increased ﬁscal sovereignty and amend its tax system, and how that will then
compare to Singapore’s. It must be noted, though, that the EU has recently stated that it
expects all of its third-country trading partners to follow the EU’s standards of tax
competition.

WHAT’S NEXT?
It remains crucial for Singaporean businesses to follow the developments in the UK and the
EU closely. Where possible, they should take the possible implications of a Brexit into
account in both their short-term and long-term strategies, even though it is not fully clear
yet how and when the split will take place.

SIATP board member Chris Woo is Tax Leader, Florence Loh is Tax Partner, and Dr Frederik
Boulogne is Senior Tax Manager, PwC Singapore.
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GST AND THE DIGITAL ECONOMY

BY

FELIX WONG

POSSIBLE INDIRECT TAX IMPLICATIONS
Introduced on 1 April 1994, the Singapore Goods and Services Tax (GST) Act was drafted at
a time when the Internet was underdeveloped and online digital products were unheard of.
Naturally, the country’s GST rules were not designed to cater to the digital economy.
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Accredited Tax Advisor (GST) Richard Mackender, Indirect Tax & Business Process Solutions Lead, Deloitte
Singapore

At a recent Tax Excellence Decoded session by the Singapore Institute of Accredited Tax
Professionals (SIATP), Accredited Tax Advisor (GST) Richard Mackender, Indirect Tax &
Business Process Solutions Lead, Deloitte Singapore, highlighted the various disconnects
between present GST rules in Singapore and the digital economy. He also discussed the
Organisation for Economic Co-operation and Development (OECD)’s guidance on
international GST in view of the booming digital economy.

Instead of mirroring the OECD guidelines, in the facilitator’s view, it is likely
that Singapore would take a middle-of-the-road approach and selectively
adopt sensible recommendations based on the country’s speciﬁc
circumstances.
STATE OF PLAY IN SINGAPORE
Goods
Under existing rules, goods that are supplied domestically within Singapore or imported
into Singapore are subject to GST. This is unless the value of the imported goods is below
the low value goods (LVG) threshold of S$400.
If a resident in Singapore, Mr X, purchases a book valued at S$100 (inclusive of shipping
costs) from an online book retailer, GST would apply if the online book retailer is GSTregistered and the book is shipped from Singapore. However, if the book is imported into
Singapore, GST would not apply as it is below S$400.
Services
Unlike goods, services are subject to GST if they are provided by a service provider
belonging in Singapore. If the service provider belongs outside of Singapore, such services
would be out of scope of Singapore GST even though they may be provided to Singapore
consumers. It should be noted that the Singapore GST Act provides for a reverse charge
mechanism where the consumer is liable
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4748
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mechanism where the consumer is liable to self-account for GST (such that the
responsibility to account for GST lies with the consumer instead of service provider), but it
is not practically applied.
Let’s take the case of Company Y, a Singapore-based business, contracting with an online
cloud-based bookkeeping service provider. If the service provider belongs in Singapore and
is GST-registered, the bookkeeping services would be subject to GST. However, if the service
provider belongs outside of Singapore, such services would be out of scope of Singapore
GST.
Similarly, if Ms Z, a Singapore resident, subscribes to an online movie-streaming service for
a monthly subscription fee, GST would apply if the service provider belongs in Singapore
and is GST-registered, but would not apply if the service provider belongs outside of
Singapore.
Singapore’s current GST rules and the digital economy
At present, GST is not paid on imports below the LVG threshold or on cross-border services.
As e-commerce continues to grow in prominence, the value of imported goods and services
is expected to increase. At the national level, the LVG threshold for imports and nontaxation of cross-border services may represent a loss of GST revenue for the country. At
the company level, local suppliers’ competitiveness vis-à-vis their overseas counterparts
may be a growing concern.

OECD’S GUIDANCE ON INTERNATIONAL GST AND THE DIGITAL ECONOMY
B2B services
The OECD advocates that cross-border business-to-business (B2B) services should be taxed
in the jurisdiction of consumption based on the “destination principle”. To reduce
administrative burden and complexity for the oﬀshore suppliers, it is recommended that
the service recipients (instead of the service provider) be liable to account for any GST due
to its local tax administration under the reverse charge mechanism.
B2C services
For business-to-consumer (B2C) services, two general rules are recommended for
determining the place of taxation.
The ﬁrst rule caters to on-the-spot supplies, which refers to supplies that are physically
performed at a readily identiﬁable place and that are ordinarily consumed at the same time
and place where they are physically performed in the presence of both the person
performing the supply and the person consuming it. For such supplies, the OECD
recommends that the place of supply should be the place of performance.
The second rule caters to other supplies (which do not fall within the deﬁnition of on-thespot supplies). For these supplies, the OECD recommends that the place of supply should
be where the customer has its usual residence.
To address B2C services, the OECD recommends the implementation of a simpliﬁed
registration and compliance regime to facilitate compliance for non-resident suppliers.
Key challenges relating to GST in the
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4748
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Key challenges relating to GST in the digital economy
Two key challenges relating to GST in the digital economy were identiﬁed in the OECD Base
Erosion and Proﬁt Shifting (BEPS) report, namely tax leakage in cross-border B2C supplies
of services and import of LVG from online sales not subject to import GST. It is interesting
to note that these challenges identiﬁed are rather similar to Singapore’s own challenges, as
discussed earlier.
The OECD recommends foreign vendor registration to deal with possible tax leakage in
cross-border B2C supplies of services and intangibles. Separately, to address GST collection
on the import of LVG, the OECD proposed four GST collection models, namely traditional
model, purchaser collection model, vendor collection model and intermediary collection
model (through intermediates such as freight agents). While the vendor collection model
and intermediary collection model are generally preferred, the most appropriate model for
each country may vary depending on national policy decisions and speciﬁc circumstances.
On a related note, it is noted that the LVG thresholds of most countries, including the
United States and the European Union (EU) countries, are close to US$30. By comparison,
Singapore’s LVG threshold of S$400 (which is about US$300) is much higher than the norm.
Adopting OECD’s recommendations?
If Singapore were to adopt the OECD’s recommendations, the possible outcomes from the
earlier scenarios are explored in the following paragraphs.
In the ﬁrst scenario, Mr X, a resident in Singapore, purchases a book valued at S$100
(inclusive of shipping costs) and the book is imported into Singapore. Under existing rules,
import GST is not applicable as the value of the book is below LVG threshold for imports.
However, assuming Singapore’s LVG threshold is changed to a level similar to that of the EU
(which is less than S$100), import GST would apply on the full value of the book.
In the next scenario, Company Y, a Singapore-based business, contracts with an online
cloud-based bookkeeping service provider. Presently, services are subject to GST if they are
provided by a service provider belonging in Singapore, but not subject to GST if the service
provider belongs outside of Singapore. Assuming Singapore adopts the destination
principle for B2B services, the bookkeeping services would be taxed in the jurisdiction of
consumption, Singapore, regardless of the belonging status of the service provider. The
GST compliance burden would rest on the service provider if it belongs in Singapore, or on
Company Y through the reverse charge mechanism if the service provider belongs outside
of Singapore (in which case Company Y may be eligible to recover GST incurred as input tax
provided input tax requirements are satisﬁed).
In the ﬁnal scenario, Ms Z, a Singapore resident, subscribes to an online movie-streaming
service for a monthly subscription fee. As this is not an on-the-spot supply, the place of
supply should be where Ms Z has her usual residence – Singapore. The GST compliance
burden for this B2C service should fall on the online movie-streaming service provider.

WHAT’S NEXT FOR SINGAPORE
If Singapore were to adopt the OECD guidelines on GST in its entirety, the LVG threshold for
imports would be lowered, and the destination principle would be used to determine the
place of supply for services. In addition, the reverse charge mechanism and foreign vendor
registration would be adopted for B2B
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registration would be adopted for B2B and B2C services respectively. A simpliﬁed
registration and compliance mechanism for oﬀshore service suppliers could also be
expected.
Instead of mirroring the OECD guidelines, in the facilitator’s view, it is likely that Singapore
would take a middle-of-the-road approach and selectively adopt sensible recommendations
based on the country’s speciﬁc circumstances. For example, the Singapore tax authorities
may consider the costs and beneﬁts of lowering the existing LVG threshold for imports. The
merits of a reverse charge mechanism for Singapore may be reassessed and a hybrid
reverse charge mechanism for prescribed supplies or recipients only may be considered. It
is also possible for the authorities to ponder over foreign vendor registration for prescribed
cross-border B2C services.
The world has seen much change since GST was introduced in Singapore. To keep up with
the times and especially the digital economy, it is timely for Singapore to re-evaluate its GST
system. Ultimately, it is expected that the Singapore authorities would continue monitoring
global developments and take a calculated and sensible approach when adopting new
measures.

Felix Wong is Head of Tax, SIATP. This article is based on SIATP’s Tax Excellence Decoded
session facilitated by Accredited Tax Advisor (GST) Richard Mackender, Indirect Tax &
Business Process Solutions Lead, Deloitte Singapore. For more tax insights, please visit
SIATP.
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TECHNICAL HIGHLIGHTS
IFAC ENCOURAGES ENGAGEMENTS OF ACCOUNTANTS IN BUSINESS
Recognising the essential role of professional accountants in business in strong and
sustainable organisations, ﬁnancial markets and economies, IFAC has released Engaging
Professional Accountants in Business: How to Build a More Relevant PAO and
Profession. The guidance will assist professional accountancy organisations in
strengthening engagement with accountants in business, the public sector, and academia
as a means to expand their reach, inﬂuence, and contribution.

SUPPORTING CREDIBILITY IN EMERGING FORMS OF EXTERNAL REPORTING
The IAASB’s Integrated Reporting Working Group has released a Discussion Paper
(DP), Supporting Credibility and Trust in Emerging Forms of External Reporting: Ten Key
Challenges for Assurance Engagements. The DP explores:

+
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the factors that can enhance credibility and trust, internally and externally, in relation to emerging forms
of external reports;
the types of professional services covered by the IAASB’s international standards most relevant to these
reports, in particular assurance engagements;
the key challenges in relation to assurance engagements, and
the type of guidance that might be helpful to support the quality of these assurance engagements.

UPDATES TO EP 200
Due to the integration of the diﬀerent websites under the Singapore Police Force, the
Commercial Aﬀairs Department (CAD)’s AML/CFT website has been moved to the integrated
website. As EP 200: Anti-Money Laundering and Countering the Financing of Terrorism –
Requirements and Guidelines for Professional Accountants in Singapore makes reference
to the previous CAD website, page 10 of EP 200 has been updated accordingly to reﬂect the
change.

UPDATED TERRORIST ALERT LIST
The Terrorist Alert List sets out the names and other identiﬁcation details of persons who
are known to have been involved in terrorism or terrorism ﬁnancing-related activities. This
list is continuously updated and should be used by professional accountants for screening.
Only ISCA members can access the list. Members should look out for ISCA alerts on any
updates to the list. Members are also encouraged to subscribe to the Monetary Authority of
Singapore’s targeted ﬁnancial sanctions website for updates on changes to the lists of
United Nations-designated individuals and entities.

ACRA’S AUDIT PRACTICE BULLETIN NO. 2 OF 2016
This Bulletin seeks to provide guidance on the decision-making process when determining
Key Audit Matters and ACRA’s expectations with respect to the documentation
requirements in SSA 701: Communicating Key Audit Matters in the Independent Auditor’s
Report. In addition, it also seeks to provide guidance on how the requirements as set out in
the revised SSA 570: Going Concern may be addressed.
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NEW REVENUE STANDARD FRS 115

BY

TEO HAN JO AND CHAN YEN SAN

HOW WILL IT AFFECT CONSTRUCTION MARGINS?
For companies in the construction industry, while there has been a lot of focus on whether
the adoption of the new revenue standard FRS 115: Revenue from Contracts with
Customers will impact the top line, there has been less focus on how FRS 115 might impact
contract cost accounting and contract margin.
Such companies will often ﬁnd that applying
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4753
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Such companies will often ﬁnd that applying the new revenue standard to a traditional
construction contract will result in a revenue accounting outcome broadly similar to the
current percentage-of-completion (POC) method. However, companies may be surprised
that new concepts on contract cost accounting may result in a volatile contract margin over
the life cycle of a typical contract.
One notable change for contract cost accounting is that FRS 115 costs are generally
expensed and there is no automatic link between revenue and cost. This means that the
approach under FRS 11: Construction Contracts of using a balance sheet true-up to create a
consistent margin over the life of the contract may change under the new standard.

Given that most construction contracts are long term, it is critical to start
the process now as a contract signed today may still be “open” when FRS 115
becomes eﬀective in January 2018.
FRS 11 CONSISTENT MARGIN APPROACH VERSUS FRS 115 COST INCURRED
APPROACH
We illustrate the impact arising from the change with an example (Table 1).
Example
Contract price $1,320
Contract margin 20%
Output measure POC is 28% based on survey work completed to date
Input measure POC is 30% based on cost-to-cost method
Table 1
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Under FRS 11, both contract revenue and contract costs that are accounted for using the
POC method are recognised with reference to the stage of completion. Examples of
acceptable methods are contract cost incurred to date as a percentage of forecast cost
(cost-to-cost method), survey of work performed and physical completion.
Under FRS 115, revenue is recognised using a measure depicting performance using an
input or an output measure (Figure 1). A contractor applying the input measure excludes
the eﬀect of inputs that do not depict its performance in transferring control of goods or
services to customer (example, unexpected amounts of wasted materials, labour and any
uninstalled materials).
Costs, on the other hand, are expensed as incurred unless they qualify to be capitalised as
an asset under another standard (example, inventory, property, plant and equipment) or
they relate to incremental cost to obtain the contract or future performance. This
assessment is not aﬀected by whether an entity chooses an input or output measure to
measure progress.
Figure 1
Revenue is recognised using a measure depicting performance
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IMPLICATIONS
From the above example, under FRS 115, an input measure using the cost-to-cost method
will most likely result in an outcome similar to FRS 11 (using the same cost-to-cost measure)
and provide a stable margin. On the other hand, if an output measure is used, it may result
in a more volatile margin because there is no direct linkage between the costs being
expensed and the output measure used to determine revenue (Figure 2).
Figure 2
Output method versus input method

If progress is based on surveys (output method), revenue may be consistent throughout the
stages. However, costs may be higher in the early stages of construction and consequently,
the margin in the early stages may be much lower than the later stages. Conversely, if an
input measure based on cost-to-cost method is used, higher revenue will be recognised at
the earlier stage when the higher costs
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the earlier stage when the higher costs are incurred and therefore the margin will be more
stable.
Under the new standard, construction companies that previously recognised revenue and
costs with reference to the stage of completion which falls under the “output” measure or
other input measures (except cost-to-cost) need to carefully consider how this might impact
their bottom line. Speciﬁcally, they need to consider if changing to the cost-to-cost method
might result in a better reﬂection of their performance under the contract and the margin
earned.

COST ACCOUNTING: WHAT CAN BE CAPITALISED AND WHAT CAN BE PRECLUDED?
FRS 115 also introduced the following new concepts for cost recognition which may change
current accounting for pre-contract costs, work-in-progress and provision for loss-making
contracts (that is, foreseeable losses):
1. Costs that cannot be capitalised are expensed as incurred. Costs can be capitalised only
if they qualify to be capitalised as an asset under another standard (example, inventory,
property, plant and equipment) or they relate to incremental cost to obtain a contract
(example, bonus or sale commission on winning a contract) and future performance.
The main costs for construction contracts are staﬀ costs, material costs and depreciation
costs. Sophisticated systems may be required to determine how to segregate costs
between those relating to “future performance” and those that need to be “expensed oﬀ
directly to P&L”. In addition, it is not uncommon for costs to be incurred for variation orders
before they are “approved”. The determination of whether these costs should be expensed
oﬀ or if some portion of it can be capitalised depends on “future performance” or a
separate performance obligation, and the ability to track capitalisable cost are key
considerations under the new standard.
2. Costs that are not incurred (example, risk contingencies, warranties) are recognised if
they qualify as a provision under FRS 37: Provisions, Contingent Liabilities and Contingent
Assets.
3. Losses on loss-making contracts are provided for under FRS 37 only if considered
onerous. The measurement of the provision may change from FRS 11.
Construction companies need to identify all costs incurred throughout the life cycle of the
construction contract and review if the cost accounting is still appropriate under FRS 115
and assess the potential impact on adoption of the new standard.
Given that most construction contracts are long term, it is critical to start the process now
as a contract signed today may still be “open” when FRS 115 becomes eﬀective in January
2018. In addition, it is also important to understand that the transition options are
available, including the impact on the comparative period, and ensure that open contacts
are restructured in advance if required.

EFFECTIVE DATE AND TRANSITION
FRS 115 is eﬀective for annual reporting periods beginning on or after 1 January 2018. For
Singapore-incorporated companies listed on the Singapore Exchange, transition to FRS 115
will coincide with the beginning of the ﬁrst reporting period under a new reporting
framework identical to the IFRS. Listed
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4753
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framework identical to the IFRS. Listed companies will need to take note that the
application of IFRS 1 will eﬀectively remove one of the transition approaches in FRS 115 –
the cumulative eﬀect approach.
Consequently, these companies will have to show comparatives for 2017. In order to do so,
their systems will have to be in place by 1 January 2017 (about two months away for
companies with December year-ends) to ensure that the information for FY 2017 are
captured appropriately under FRS 115.

Teo Han Jo is Partner, Audit, KPMG, and Chan Yen San is Partner, Professional Practice,
KPMG. This article was ﬁrst published in KPMG’s Financial Reporting Matters, issue 54.
Reproduced with permission.
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FIRST LOOK B O O K S

EXCLUSIVE PRIVILEGES FOR ISCA MEMBERS
Get 20% oﬀ these and other titles till 31 October 2016. Please quote VBM98 in
the promo code ﬁeld when you order at Wiley, call customer service hotline
at 6643-8333 or email Wiley. For more titles, please visit Member Privileges.

S$74.85 including GST

SHADOW BANKING IN CHINA
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4806
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Shadow banking plays an important role in the Chinese economy, and is an important sector
that needs to be understood by investors and analysts who have an interest in China. There is
little widely-available information on the sector and its developments, and much of it is rife
with overblown risks due to definitional and measurement differences. This book clears the
confusion as it provides accurate information, on-the-ground context and valuable national
balance sheet analysis.

BUY NOW

S$224.65 including GST

HANDBOOK OF FIXED-INCOME SECURITIES
Featuring crucial topics of fixed income in an accessible and logical format, here is a compilation
of the most up-to-date fixed-income securities techniques and methods. Emphasising empirical
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research and real-life applications, it explores wide-ranging discussions from the risk and
return of fixed-income investments to the impact of monetary policy on interest rates and the
post-crisis new regulatory landscape.

BUY NOW

S$59.87 including GST

FAMILY CAPITAL
Written by a wealth advice expert, the book describes how families manage their capital across
several generations. By following an archetypal wealthy family through several generations and
collateral family units, it showcases the investment management experiences of the family.
With additional forms and resources on a companion website, the book resonates with both
families and their advisors as they continue to make decisions regarding their wealth.
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QUIZ

Stand to win the book of your choice! Simply email your answers to the quiz
questions to ISCA by 31 October 2016. Please provide your full name, NRIC
number, mailing address, contact number and the book you’re interested in.

1 In “GST and the Digital Economy”, the facilitator recommended that Singapore should
adopt all the OECD guidelines on international GST in view of the booming digital economy.
A True
http://journal.isca.org.sg/#!edition/editions_oct2016/article/page4814
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A True
B False
2 In “Brexit”, Singapore and the UK have signed a tax treaty for the avoidance of double
taxation. As it is bilateral and unconditional upon the UK being an EU member, a Brexit
should not aﬀect the working of this agreement.
A True
B False
3 In “New Revenue Standard FRS 115”, FRS 115: Revenue from Contracts with Customers is
eﬀective for annual reporting periods beginning on or after 1 January 2018.
A True
B False
Congratulations
September quiz winners
1) Lai Pin Kim Sxxxx197-F
2) Chong Yit Jen Sxxxx479-I
3) Henry Husodo Sxxxx351-I

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