Embracing Change, Driving Innovation

Dear members,
This issue’s cover story delves into a topic that is familiar to many accounting
professionals – estimating the cost of capital.
Every company, in its normal course of business, would require funds for its
operations, expansion, acquisition, etc. The investment decision is crucial to the
company as it tends to be less flexible, with long-term implications and involving
huge amounts of funds. A company’s cost of capital is fundamental to its financing
and investing decisions, and essential for asset valuation. This cost of capital is
typically measured as the weighted average of its debt and equity costs, with the
weightings measured as the proportion of debt and equity funds in its capital
structure. Although the concept of the weighted average cost of capital (WACC) is
well-defined, there has been no recent innovation or breakthrough in ascertaining
the “best” approach to estimating it. Our cover story examines the theory and
practice of estimating WACC, including an overview of the approaches used by a
sample of 659 Singapore-listed companies.
Unlike the inertia in the case of estimating the WACC, the wider business sector has
been experiencing a deluge of activities, many of which have impact on the
accounting profession. These developments will be addressed at the upcoming
Singapore Accountancy Convention, the Institute’s flagship event, on November 12.
The Convention will bring together thought leaders and industry veterans to share
their perspectives on the hottest topics facing the profession today. One of the topics
is how the profession is being transformed in the digital era, and how accounting
professionals can benefit from it.
The digital economy offers huge potential, and with their unique skill sets, CAs
(Singapore) are well-placed to drive innovation and effect change in their own and

(Singapore) are well-placed to drive innovation and effect change in their own and
their clients’ organisations. Disruptive technologies have revolutionised traditional
business models, and for the profession, data analytics is particularly relevant as it
can deliver higher-quality corporate reporting and enhance the assurance that is
pivotal to the profession. The article “Big Data and Analytics in Audit” shows how an
audit powered by big data can deliver “hindsight, insight and foresight”. Two other
articles shed light on digital assets and digital currencies, with suggestions on how
the finance team can ascribe a value to them, and account for them in the books.
Unsurprisingly, tax challenges of the digital economy is a key area in the OECD Base
Erosion and Profit Shifting (BEPS) project – a major project that is expected to modify
the tax landscape. Although Singapore is not an OECD country, it is already affected
by the developments taking place as a result of the BEPS project. ISCA members
working in Singapore companies with operations in countries that adopt BEPS
requirements, or who have dealings with such companies, need to understand the
new compliance requirements so that they know how to deal with them. Find out
what multinational corporations are saying about the increased interest in
“responsible tax” and its effects on their organisations.
Innovations and developments in business, and an increasingly complex regulatory
framework, have spawned new opportunities for qualified CAs (Singapore) to assume
the role of change agents. Not only can they take the lead to bring businesses to the
next level, they can also make a difference for the greater good. In “ASEAN’s Move
towards Renewable Energy”, accounting professionals are urged to play their part for
the environment through the promotion of natural capital accounting. By doing so,
they can help to unlock the importance of natural resources by calculating the value
of critical assets so that their proper use can be measured and managed to ensure
long-term sustainability
The Institute, too, is doing its part for the environment – with the launch of the digital
journal. It has been two months since our August digital issue, and we have received
positive feedback from members who appreciate its 24/7 accessibility. I hope you
have downloaded the mobile app, and are enjoying the ease it brings. Have a good
read.
Gerard Ee
FCA (Singapore)
president@isca.org.sg
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Singapore Accountancy Convention 2015
Date: Thursday, 12 November 2015
Venue: Marina Bay Sands
Event hashtag: #isca_sac
The accountancy profession is undergoing an exciting transformation. Technological
advancement presents new opportunities and threats. At the same time, more is
expected of accountants, who must move towards a more strategic role and lead
their organisations through the rapidly-changing business landscape.

their organisations through the rapidly-changing business landscape.
Singapore Accountancy Convention 2015 will present thought leaders who will share
their perspectives on the leading issues for the profession. Through the Convention,
you will discover opportunities brought about by the digital economy, and prepare
yourself to take on an expanded role as a change agent and strategic adviser.
Experts at the Convention will discuss how the digital revolution can create
opportunities for accountants and how it will change their roles within their
organisations. With digitalisation comes cyber-security risks; industry experts will
share why accountants should take active steps to create a cyber-resilient
organisation to ensure security of financial information and intellectual property. In
today’s dynamic business environment, the profession ought to change their
traditional mindset and make use of data analytics in their course of work to create a
competitive advantage for their organisations and add value to their clients.
Our distinguished foreign speakers will engage the audience with thought-provoking
discussions, including the accountant’s role in combating money laundering as well as
the evolving role of the accountant in proactive risk management.
Hear the views of the standard-setters, practitioners and CFOs on the new revenue
standard. Panellists will engage the audience in exploring the practical aspects of a
new chapter in revenue accounting. The panellists will also share how their
organisations are preparing to implement the new revenue standard, and whether it
will lead to higher-quality financial reporting for their organisations and industry.
The Convention concludes with a much talked-about topic sweeping across the world
– Base Erosion and Profit Shifting (BEPS). Participants will be able to discern the wideranging views and practical tips with panellists from the public sector, international
bodies, multinational corporations and the Big Four firms.
Join us at the Singapore Accountancy Convention 2015, and gain the latest industry
knowledge to lead in a rapidly-changing global landscape, from a uniquely Asian
perspective.

Strengthening Financial Reporting Quality: A Collaborative Journey

Strengthening Financial Reporting Quality: A Collaborative Journey
Kenneth Yap, Chief Executive, Accounting and Corporate Regulatory Authority (ACRA),
will speak on Singapore’s ongoing journey to make good-quality corporate financial
reporting and high-quality audit the hallmarks of our financial and corporate sectors.
He will share about ACRA’s collaborative and integrated approach where stakeholders
in the financial reporting ecosystem play joint and interdependent roles in
maintaining trust and confidence in the reliability and integrity of financial
information in the marketplace.
Combating Money Laundering: The UK Experience
The accountancy profession has a key role to play in anti-money laundering (AML).
More can be done, including timely information-sharing among organisations
involved in tackling money laundering and greater effectiveness in cracking down on
cross-border money laundering. The UK’s AML regime is considered to be among the
best, and Anthony Harbinson, Chairman, Anti-Money Laundering Task Force, UK
Consultative Committee of Accountancy Bodies, will be sharing the experience of the
UK.
Managing Risk in an Evolving Business World: Accountants’ Value
The role of accountants in risk management is changing. Accountants should
capitalise on their skills to drive best practices for enhanced risk management.
Andrew Harding, Managing Director, Chartered Institute of Management Accountants,
will address challenges and opportunities related to accountants’ evolving roles in
proactive risk management.
Tackling the New Revenue Standard the Asian Way
Panellists will share their views on how the new revenue standard will lead to higherquality financial reporting from different perspectives. A representative from the
Accounting Standards Council will share the standard-setter’s perspective of the
impact of the new standard on businesses. Representing preparers, a CFO will discuss
implementation challenges and the process changes required. Also hear from an
auditor on how the new standard will affect reporting and disclosures. The panel
discussion will be moderated by Shariq Barmaky, Chairperson, Revenue Working
Group, ISCA Financial Reporting Committee, and Partner, Assurance & Advisory
Services, Deloitte & Touche LLP Singapore.
Gaining Insights into BEPS: Outside-in and Inside-out Views
The OECD/G20 BEPS project has created more than a ripple in the international tax
arena. Since the start of the BEPS initiative, the world has witnessed the collapse of
the “Double Irish” (tax avoidance arrangements) and the introduction of the “Google
Tax” (diverted profits tax). Closer to home, businesses are now required to keep
contemporaneous transfer pricing documentation. Just how much is BEPS going to
change the way tax authorities and businesses work? Get insights from panellists
such as Fang Fang, Board Member, Singapore Institute of Accredited Tax
Professionals, and Chow Wai Yee, Assistant Commissioner, Tax Policy and
International Tax Division, Inland Revenue Authority of Singapore, as they look into
the impact of BEPS from the global and local perspectives.
For more information, go to www.singaporeaccountancyconvention.sg.
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Singapore Accounting Professors Receive
International Honour for Innovative Teaching
ISCA members Seow Poh Sun, Associate Professor of Accounting (Education) and
Associate Dean (Teaching and Curriculum), and senior lecturer Wong Suay Peng,
School of Accountancy, Singapore Management University, received the 2015
Innovation in Accounting Education Award from the American Accounting Association.
They are the first academics outside the US to receive the award.
The award, sponsored by the Ernst & Young Foundation, was given to Prof Seow and
Ms Wong in recognition of their outstanding achievement in innovative teaching in
the use of a mobile game app.
Their work, “Accounting Challenge: Mobile-gaming App for Learning Accounting”, is
the first mobile-gaming app developed for teaching financial accounting. It is an
innovative approach to introduce, explain and illustrate financial accounting, and
aims to engage students to play and learn on the go, anywhere, any time. The app
has proven successful in helping students understand financial accounting.
Prof Seow said he shares the “honour” with his project partner Ms Wong.

Prof Seow said he shares the “honour” with his project partner Ms Wong.
“To receive this prestigious Innovation in Accounting Education Award, being
recognised by your peers half way across the world for your accomplishments, is one
of the highest honours a faculty member can receive, and I am deeply grateful,” said
Prof Seow. “I’d also like to thank my colleagues at Singapore Management University,
without whose support this achievement would not be possible.”
The Accounting Challenge (ACE) app is freely available for iPhone/iPad and Android
mobile phone users. In June, the total number of downloads hit 15,110, spanning 90
countries, according to Prof Seow. “I hope more students will benefit from the app
and learn accounting on the go.”

“The Accounting Challenge is an exciting innovation that meets the needs of a fastchanging learning environment. The selection committee felt that Poh Sun and Suay
Peng stood out among a significant list of very well-deserving entries, based on the
criteria set forth,” said Guido Geerts, Professor of Accounting and Management
Information Systems, and Ernst and Young Faculty Scholar at the University of
Delaware; he chaired the committee that selected the Innovation in Accounting
Education Award winners.
The annual award is intended to encourage innovation and improvement in
accounting education, and submissions are judged on their innovation, demonstrated
educational benefits, and adaptability by other academic institutions or to other
situations.
The American Accounting Association promotes worldwide excellence in accounting
education, research and practice. Founded in 1916 as the American Association of
University Instructors in Accounting, its present name was adopted in 1936. The
Association is a voluntary organisation of persons interested in accounting education
and research.
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Tax and Beyond with SIATP

Complex concepts on tax residency and source rules were demystified by Accredited Tax Advisor (Income
Tax) Matthew Marcarian, Principal at CST Tax Advisors.

Accredited Tax Advisors shared tax and legal perspectives and tips at the Singapore
Institute of Accredited Tax Professionals’ Tax Excellence Decoded sessions recently.
Clarity on residency of individuals and companies and source of income was
established with Matthew Marcarian, Principal at CST Tax Advisors, as he dissected
relevant sections of the Income Tax Act and discussed key cases. The tie-breaker tests
on residency and impact of Double Taxation Agreements were explored to identify
tax exposures.

Accredited Tax Advisor Ong Sim Ho shared tips and experiences on presenting an appeal from the Board
of Review to the High Court.

Moving beyond specific tax issues, Ong Sim Ho, Managing Lawyer of Ong Sim Ho,
through the aid of past cases, provided insights and suggestions on presenting an
appeal from the Board of Review to the High Court. Emphasis was also placed on the
importance of a good case theory and an early evidential assessment.
Visit SIATP to find out how to progress ahead in tax and stand out with accreditation.
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What People are Saying about the New ISCA
App

Lucky draw winners with their six-month passes to Universal Studios Singapore;
(from left) Ella Jia Yali, Ng Chwee Ngor, Lee Lai Fong, Ho Lee Foong and Chin Kwee
Fong
With the launch of the IS Chartered Accountant digital journal in August, ISCA has
been conducting a multi-faceted marketing campaign to promote the mobile app to
our members, students and other stakeholders.
The campaign, along with many initiatives and channels, was created to raise
awareness of the journal app and website.
In addition to the various activities ISCA has been conducting for our members, the
accountants of tomorrow are not forgotten. ISCA will be having awareness roadshows
at the universities to encourage future accountants to download and enjoy the digital
journal.
If you have not downloaded the app, don’t wait any longer. Download it today, and

If you have not downloaded the app, don’t wait any longer. Download it today, and
discover the new digital journal features created just for you!
Visit our website to find out more.

HEAR FROM OUR DIGITAL JOURNAL READERS AND LUCKY DRAW WINNERS.

“I find the app user-friendly. The many features allow me to easily navigate to
my desired article.”
JACQUELINE CHENG MING LI
Financial Controller,
NTUC Health Co-operative Limited
“As a user of the app, I feel that the digital version of the journal is better than
the print version as the app is more easily accessible and compact. I now read
the journal more often on my phone while commuting to work.”
CAI YUN ZHEN
Senior Associate (Forensic Risk Consulting),
PwC LLP

“With the release of the digital version of the journal, I no longer have to worry
about the need to carry about a printed copy. The slide-out content page and
Quickglance feature allow me to zoom directly to the articles I enjoy.”
DEXTER WONG CHUNG WEI
“With the app, accessing the journal is much more convenient. I now read the
journal anytime, anywhere.”
ELLA JIA YALI
Finance Manager,
LMIRT Management Ltd

“I found the app intuitively easy to use. A feature I particularly like is the
day/night mode as I do my reading at night before I go to bed.”
VINCENT LER HOU KIAT
“The app is user-friendly and the reduction in print will also save the
environment. Being able to save a digital copy means I am now able to keep
past issues of the journal without the need for physical storage.”
LEE LAI FONG
Manager,
PwC International Assignment Services (S) Pte Ltd
“With the new features, I can now enjoy reading the journal anywhere and
anytime; no longer will I have to lug around the print copy.”
HO LEE FOONG
Student,
UniSIM
“My overall experience using the application is pleasant; text resize has been
the most useful feature for me.”
CHIN KWEE FONG
Director,
CKF Management Consultants Pte Ltd
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ISCA Breakfast Talk: Era of the Digital
Consumer
About 60 members attended the Breakfast Talk entitled “The Era of Digital
Consumer”. Helming the session on August 12 was Tom Mouhsian, Customer &
Growth Practice Lead (ASEAN), Principal Advisor, Finance Services (SG), KPMG. He
shared his detailed findings on the figures and trends of digital consumption in the
Asian market, highlighting that many high-tech, game-changing companies have led
the way in the marketplace. With the illustrations he cited, Mr Mouhsian provided
members with food for thought on the right route to success – should it be more
invention or more innovation?

Some 60 ISCA members were at the session.

“I hope the upcoming sessions will cover the latest industry topics, namely, Base
Erosion and Profit Shifting. Such sessions provide me with information and updates,
which help me in my research,” said ISCA member Boo Yong Wah.
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ISCA Mingles: Build up Your Vocal Presence to
Stand out

Executive voice coach Cynthia Zhai put into action tips on how to command respect when speaking.

On September 16, more than 25 members attended the ISCA Mingles session to
understand how to better build up their vocal presence and make their voices stand
out in a crowd. Cynthia Zhai, Executive Voice Coach, Speaker, Trainer, and author of
Connecting2Success helmed the session titled “Build up Your Vocal Presence to Stand
Out”.

More than 25 members attended the ISCA Mingles session.

Ms Zhai said that according to studies, people associate a deeper voice with greater
credibility and authority. She taught members how to sustain their voices for long
periods of speaking without suffering from sore throat or hoarseness. She also
shared some techniques that could help members project authority and command
respect when they speak – one of them being to use the diaphragm when speaking,
to enhance vocal presence.
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Steering Change

Into its fifth intake, the Singapore Qualification Programme (Singapore QP) has seen an
increase in enrolment from candidates in accounting entities as well as commercial
firms.
At the forefront, listed companies such as Keppel Corporation and Singapore
Telecommunications (Singtel) have shown strong support for the programme as
Accredited Training Organisations (ATOs), fielding steady numbers of employees into
the Singapore QP to become Chartered Accountants of Singapore (CAs (Singapore)).
Edmund Mah, General Manager (Finance), Keppel Offshore & Marine Ltd, who is the
Singapore QP Training Principal for Keppel Group, commented, “People are one of the
most critical assets to Keppel. Our role as an ATO complements the Keppel Group’s
efforts in attracting, building up and retaining a strong pool of finance talents.”
Quah Kung Yang, CFO, Group Enterprise, Singtel, and a mentor to one of the Singapore
QP candidates, said, “As an ATO, we want to raise awareness of the importance of a
quality finance function. At Singtel, our finance team plays a key role in ensuring that
we maintain the highest standards of corporate governance and transparency across
the Group.”

“Going forward, we see the Singapore Qualification

“Going forward, we see the Singapore Qualification
Programme as a key strategy to capture, nurture and develop
talent in a very competitive market.”
QUAH KUNG YANG Chief Financial Officer, Group Enterprise, Singtel

While accountants in commercial organisations are not required to hold professional
qualifications, both Mr Mah and Mr Quah feel that it is important for finance personnel
to be professionally qualified.
Mr Quah said, “Shareholders look to accountants to ensure the integrity of financial
reports while stakeholders look to accountants as key business partners, for additional
insights and independent advice. Being professionally qualified is essential in
demonstrating our commitment to carrying out these responsibilities.”
“Staff who apply for the Singapore QP also show that they are motivated to take on
new challenges in the pursuit of individual excellence. These are hallmarks of Singtel’s
core values and will positively influence the staff’s career progression,” added Mr
Quah.
Mr Mah presented the view that training to be a CA (Singapore) opens the door to a
wide range of career opportunities that extends from accounting to business and
finance. “The training to become a CA (Singapore) combines education with mentored
work experience to produce accountants who possess the strong ability to analyse and
interpret business problems and develop dynamic solutions. We believe that the
rigorous training will enable them to grow in their careers, as well as equip our finance
teams in carrying out their role as business partners and enablers of the Group,” he
added.

“Through our involvement as an Accredited Training
Organisation and by encouraging our finance staff to take up
the Singapore Qualification Programme, we hope to equip our
candidates with the competencies and maturity of a chartered
accountant.”
EDMUND MAH General Manager (Finance), Keppel Offshore & Marine Ltd

The Singapore QP also offers an opportunity for non-financially trained personnel to
embark on a finance career when they enrol in the foundation programme.
With a strong focus on staff development, Mr Mah shared that the Singapore QP
enables Keppel Group’s staff to grow in their careers. “The fact that the Singapore QP
also provides a platform for our non-finance staff to be trained for work in
accountancy and finance demonstrates the Keppel Group’s efforts to provide multiple
pathways in career development for our employees.”
On the benefits of becoming an ATO, Mr Quah said that most accountancy graduates

On the benefits of becoming an ATO, Mr Quah said that most accountancy graduates
are not aware that they can fulfil their work experience requirements for the Singapore
QP by working in a commercial organisation. He said, “This will enable us to attract,
develop and retain talent, as well as raise the level of professionalism among Singtel’s
accountants. More importantly, we believe that the Singapore QP will instil the
required rigour and discipline required of our staff who aspire to be chartered
accountants.”
The Singapore QP has created waves in the accountancy landscape, which has
diversified as a result. With the number of candidates likely to increase in the
forthcoming sign-ups, the ATOs play a key role in grooming and developing a new
generation of CAs (Singapore).
For enquiries relating to Accredited Training Organisations, please email Singapore QP.
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Working Capital Management in the F&B
Industry

DBS Global Transaction Services team’s Global Head of Sales Vivek Batra spoke about the “new normal”
trends in F&B.

In collaboration with DBS, ISCA organised the second ISCA-DBS Working Capital
Management Seminar, with a focus on the food and beverage (F&B) industry. Held on
September 4, the seminar saw more than 50 participants gaining insights into how
they could help their business cash flow, and in turn, free up cash for other projects
that can enhance business efficiency and productivity.
Sharing their expertise was the DBS Global Transaction Services team. Vivek Batra,
Global Head of Sales and Stanley Tan, Head of Working Capital Advisory Team, spoke
about the “new normal” in F&B globally, and discussed the challenges CFOs and
Treasurers face when managing their working capital.
Andy Sim, Senior Vice President, DBS Group Research, delved deeper into Singapore’s
F&B scene. He highlighted key observations on new industry developments and
disruptive trends, and shared practical tips on keeping up with these trends.
Rounding off the event was a cocktail-cum-networking session where participants

Rounding off the event was a cocktail-cum-networking session where participants
actively engaged the speakers. With the positive feedback, ISCA will continue to work
with partners to bring greater value to our members.
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ISCA-UOB Quarterly Economic Update: Updates
on China’s Economy

On August 21, ISCA launched the sixth and last instalment of the ISCA-UOB Quarterly
Economic Update for CFOs series. Suan Teck Kin, UOB Senior Economist, began the
session with updates on China’s maritime Silk Road and the implications to ASEAN.
Although China’s increasing debt will have some impact on ASEAN, he said that
generally, it should not pose much threat to the regional economy. Also, the
devaluation of the Chinese Yuan was the result of a “one-time” adjustment to embed
China’s currency more firmly into the global financial system due to the year-end
Special Drawing Rights decision.
The session overran its allotted time due to the many questions from the
participants. The interest in currency and foreign exchange was especially prominent
in this ISCA-UOB series. Do keep a look-out for a new format of economic updates
that will be launched in the coming months.

FOCUS E S T I M A T I N G T H E C O S T O F C A P I T A L
Estimating the Cost of Capital

BY

MIAO BIN AND TONG YEN HEE

APPROACHES AND TRENDS AMONG SGX COMPANIES
A company’s cost of capital is fundamental to its financing and investing decisions.
The cost of capital is also essential for asset valuation within the context of financial
reporting. A company’s capital usually comes from two sources – debt and equity.
Thus, the cost of capital for a company is typically measured as the weighted average
of its debt and equity costs, with the weightings measured as the proportion of debt
and equity funds in its capital structure. This measure of cost of capital is termed the
weighted average cost of capital (WACC). This article highlights key issues in both the
theory on and the practice of estimating the cost of capital, in particular, WACC.

theory on and the practice of estimating the cost of capital, in particular, WACC.

… the cost of capital for a company is typically measured as the
weighted average of its debt and equity costs, with the weightings
measured as the proportion of debt and equity funds in its capital
structure.
THEORY
COST OF DEBT
How does a company go about estimating its WACC? Obviously, the company first has
to separately estimate the two main components of WACC – the cost of debt and the
cost of equity. The cost of debt is relatively easier to estimate as it is often derived
from the interest costs on a company’s borrowings. However, even this estimation
can differ widely among companies. For example, the cost of debt can be based on
the current interest rate on existing debt, or the expected interest rate on newlyissued debt. Furthermore, the cost of debt can differ depending on whether the
interest rate is calculated based on short-term or long-term borrowings, fixed rate or
floating rate, and whether an average rate calculated over a period of time or
calculated based on different borrowing rates is used. The cost of debt is usually
presented on an after-tax basis because interest costs are tax-deductible.
COST OF EQUITY
Comparatively, the cost of equity is not so easy to estimate because of the difficulty in
adjustment for risks. The cost of equity for a company is the required rate of return
from investing in the company’s shares as part of an investor’s portfolio of
investment assets. Several methods have been developed in academic literature to
estimate the cost of equity, including the Capital Asset Pricing Model (CAPM), FamaFrench 3-factors model (FF3), and implied cost of equity (ICE) methods.
The influential CAPM introduces systematic risk (beta) as the only firm-specific factor
that determines a company’s cost of equity. The FF3 model adds firm size and bookto-market ratio as additional risk factors that also drive variations in cost of equity.
The ICE methods typically do not specify any risk factor. Instead, such methods rely
on a particular discounted dividend valuation model and infer a company’s cost of
equity implied by its forecasted future earnings and current share price, based on the
assumption that market prices correctly reflect the fair value of the shares.
CAPM explained
In 2011, the US-based Association for Financial Professionals conducted a survey of
its members, which include CFOs, Treasurers, and VPs of Finance, and found that
almost 90% of respondents use the CAPM to estimate cost of equity for their
companies. The use of the CAPM requires three key inputs – risk-free rate, beta, and
market risk premium. Risk-free rate is usually based on short-term or long-term
government bond rates (example, 90-day versus one-year versus five-year
government bond rates). The assumption is that governments are not likely to default
on their loans. Thus, sovereign debt, and in particular, those issued by countries with

on their loans. Thus, sovereign debt, and in particular, those issued by countries with
high creditworthiness, such as the US treasury bonds, bears close to zero risk.
Beta captures the co-movements of the company share returns with that of the
market as a whole, and provides a measure of the non-diversifiable risk an investor
has to bear from investing in the company. The market is usually approximated by
some share price index such as the Straits Times Index (STI). A beta of one suggests
that the company share price moves in lockstep with the market, while a beta greater
than one indicates that the company’s share price moves in the same direction of the
market but in larger magnitudes. Beta is negative when the company’s share price
movement is in the opposite direction to that of the market. In CAPM, higher beta
indicates more undiversifiable risk for a company’s investors, who will thus demand
higher returns from holding the company’s shares. This will then translate into higher
cost of equity for the company. When estimating beta, decisions have to be made
about the time period over which the share prices and market indices are measured,
which can vary from one to five years, and the frequency of such measurements
(example, daily versus monthly share price movements). Companies can differ widely
in how they implement this estimation process.
The third input into the CAPM is the market risk premium (MRP). The MRP is a
measure of the difference between the expected rate of return on the market
portfolio and the risk-free rate. One approach to calculate the MRP is to take the
average rate of return on a market index over a period of time, such as the STI, minus
the average rate of return of government bonds over the same period. As with the
estimations of risk-free rate and beta, there is great diversity in the estimation of the
MRP. In a survey of professors, analysts and managers in Singapore (Fernandez,
Linares, and Acín 2014), the MRP used in the estimation of the cost of equity ranged
from 3.9% to 9.6%, with an average of 5.7%. This wide variation in MRP estimates of
almost 6% will have a significant impact on companies’ project and asset valuation,
and the investment and financial reporting decisions that follow.

COMBINING COSTS OF DEBT AND EQUITY
Once a company has estimated its cost of debt and equity, the company will weigh
each cost using its proportion of debt and equity financing. This weighting can differ
depending on the approach used. For example, the debt-to-equity ratio can be based
on the current proportion of debt and equity financing, or a targeted proportion
based on future financing needs. In addition, the proportion of debt can be measured
using book or market value of debt. For financial reporting purposes, whereby WACC
is used as a discount rate, the debt-to-equity ratio may not even be based on the
company’s own capital structure. For example, under FRS 36 Impairment of Assets,
the weightings are based on the capital structure that market participants would use
to fund investment in the asset or cash flow generating unit under consideration. One
way to estimate this capital structure from the market’s perspective is to use an
average of peer companies’ debt-to-equity ratio.
While a company can estimate a single company-wide WACC to be used for its
business decisions and financial reporting purposes, it is not uncommon for
companies to calculate different WACCs for different purposes. For example,

business decisions and financial reporting purposes, it is not uncommon for
companies to calculate different WACCs for different purposes. For example,
companies may have a different WACC for each segment of its business, each asset
category, or even each individual project to reflect the different inherent risks.

PRACTICE
One important takeaway from our earlier review of the theories and methodologies is
that while the concept of WACC is well-defined, there is no universally-accepted “best”
approach to estimating it. In this section, we report some key findings from our
analysis of an overall cost of capital of SGX-listed companies. We obtained the cost of
capital data from Bloomberg, which provides WACC estimates using its own
proprietary approach.1

One important takeaway from our earlier review of the theories and
methodologies is that while the concept of weighted average cost of
capital is well-defined, there is no universally-accepted “best” approach
to estimating it.
AN OVERVIEW OF WACC
From Bloomberg, we obtained a sample of 659 companies listed on the SGX
mainboard (524) and Catalist (135) as of August of 2015. Figure 1 provides an
overview of the WACC estimates in this sample. We can see that there are significant
variations across companies. The average cost of capital is 6.7% but it ranges from a
minimum of 0.8% to a maximum of 20.1%, with a standard deviation of 3%. This
difference is not entirely unexpected because, as discussed earlier, a company’s
WACC largely depends on its specific risk profile and capital structure. Therefore,
WACC is likely to differ not only from company to company, but also from year to year
for the same company.

Variation by industry
Figure 2 presents the average WACC by industry sector. The companies in our sample
make up the entire 12 industry sectors as per the SGX classification. Companies in the
Agriculture sector and the Mining sector have the highest average cost of capital of
7.8%, followed by the Service sector, in which the 130 constituent companies have an
average WACC of 7.6%. At the other end of the continuum, companies in the
Electricity/Gas/Water sector and the Multi-industry sector have the lowest average
cost of capital of 4.5% and 5.9% respectively. The inter-industry difference may reflect
the inherent business risks specific to each industry, but could also be driven by
company-specific factors that vary systematically across each company.

The influence of company-specific factors
To understand some of the company-specific factors that may influence the cost of
capital, we partitioned our sample companies into quintiles based on four firm
characteristics. These firm characteristics are (a) firm size, measured as total assets;
(b) CAPM beta, as reported by Bloomberg; (c) share price volatility, measured as the
standard deviation of daily share returns over the past year, and (d) financial
leverage, measured as the debt-to-asset ratio.
As shown in Figure 3, we find smaller companies exhibit higher cost of capital
compared to larger companies. For example, the smallest group of companies ranked
by total asset has an average cost of capital of 8.6% compared to the largest group of
companies that has an average cost of capital of 5.9%. This observation is consistent
with the commonly-held view, as well as the FF3 model, that smaller companies are
expected to be riskier than larger companies, and hence have higher cost of capital.

… smaller companies exhibit higher cost of capital compared to larger
companies… This observation is consistent with the commonly-held
view, as well as the FF3 model, that smaller companies are expected to
be riskier than larger companies, and hence have higher cost of capital.

When partitioned by beta, which measures a company’s non-diversifiable risk as
captured by the co-movements of the company’s share price with the market index,
we observe from Figure 4 that the cost of capital increases steadily from 5.6% for
companies with the lowest beta to 8.1% for companies with the highest beta.
Similarly, when we partition the sample by share price volatility, which measures the
total risk reflected in share price, we find in Figure 5 that the cost of capital increases
from 6.4% for companies with the lowest volatility to 7.3% for companies with the
most volatile share price changes. These patterns provide further evidence that risk is
an important determinant of the cost of capital, and the impact of risk affects WACC
significantly through the equity component.

Finally, Figure 6 shows an inverse relation between the cost of capital and financial
leverage. Companies with higher levels of debt in their capital structure exhibit lower
WACC than companies with lower levels of debt. This pattern can be explained by the

WACC than companies with lower levels of debt. This pattern can be explained by the
cost advantage of debt financing over equity financing. To see this, recall that WACC
is the weighted average of cost of debt and cost of equity. As interest expense is taxdeductible, cost of debt is usually lower than cost of equity on an after-tax basis.
Therefore, when companies increase their debt financing, their WACC decreases.
However, note that as a company increases its debt financing, its default risk is also
likely to increase. Hence, beyond a certain threshold, too much debt can actually
increase the cost of capital as both debt and equity investors demand higher rate of
returns for their investments to compensate for the higher risks.

CONCLUSION
Our analysis of SGX-listed companies using Bloomberg data shows significant
differences in the overall cost of capital among companies in Singapore. These
differences are driven by differences in firm-specific risk factors, such as firm size,
share volatility and leverage. However, while Bloomberg’s WACC data provide a good
starting point for our analysis, we note that theory provides alternative approaches to
estimate the cost of capital, and implementing these approaches requires subjective
inputs. Therefore, it is still important to examine other alternative estimates of the
cost of capital to obtain a complete view and indepth understanding of the cost of
capital for Singapore companies. One such alternative can be found in companies’
annual reports, in which companies have to disclose the cost of capital or discount
rates under the disclosure requirements of various financial reporting standards.
Indeed, if we want to better understand the impact of the cost of capital on

Indeed, if we want to better understand the impact of the cost of capital on
companies’ investment and financial reporting decisions, further and more detailed
analysis on the approaches and inputs used by companies themselves in their
estimation and disclosure of the cost of capital is required.

Miao Bin is Director, Research, ISCA, and Tong Yen Hee is Associate Professor of
Accounting, Nanyang Business School, Nanyang Technological University.

1 Bloomberg

estimates the cost of equity using CAPM, and the after-tax cost of debt
using interest cost adjusted by a factor based on a company’s credit rating.
Bloomberg then weighs the cost of debt and equity components in the WACC based
on the proportion of debt and equity in each company’s total capital.

FOCUS B E P S S U R V E Y

OECD’s Base Erosion and Profit
Shifting Project

BY

BEN PICKFORD

HOW ARE MNCS RESPONDING TO IT?
Tax – it’s a small word but it’s a big issue for companies operating internationally. The
tax landscape is evolving rapidly, and it is a challenge for companies to stay on top of
changes that impact their business. Although we have not seen the same level of
public interest in Singapore, in many countries including the United Kingdom, Australia
and the US, to name just three, there is a high level of media and political interest in
the tax affairs of companies and tax is front-page news. As a result, tax is becoming a
more significant business issue that can impact on brand, reputation and ultimately
profitability, and is a concern for C-suites and boards.

In early 2015, Deloitte conducted its second Organisation for Economic Co-operation
and Development (OECD) Base Erosion and Profit Shifting (BEPS) survey1 to gauge the
views of multinational companies regarding the increased media, political and activist
group interest in “responsible tax” and BEPS, and the expected resulting impact on
their organisations. Over 550 Deloitte member-firm clients and contacts responded
from around the world.
Although Singapore is not an OECD country, it is very much impacted by the
developments already taking place as a result of the BEPS project and the actions
being taken in other countries. As a result, Singapore is rightly paying close attention
to the BEPS project in its status as an “observer” and is reacting as necessary.
What did the survey tell us?

LEGISLATIVE CHANGE IS INEVITABLE
Virtually all survey respondents are expecting significant legislative and treaty changes
in many countries both as a result of the BEPS project but also unilaterally. The big
“unknown” at the moment is what the mix between those two will be – Will the BEPS
project largely retain its cohesion and result in consistent changes across the world? If
not, the risk is that countries act unilaterally by enacting measures in a way that suits
their own agenda and priorities. We have already seen unilateral action start to
happen, for example, the UK’s Diverted Profits Tax, and various countries such as
Australia and Japan bringing the provision of offshore digital products and services
within the scope of their indirect tax regime. At the moment, it is too early to tell, but
clearly the latter would be a problem for companies to keep track of what is happening
and to plan or react with confidence.

BEHAVIOURAL CHANGE IS HAPPENING ALREADY
While the BEPS project still has some way to go before it is fully completed and
implemented, over 90% of respondents considered that tax structures are under
greater scrutiny now as compared to one year ago, and that this will only continue to
intensify. In response to this, just under half of the respondents are already changing
the way in which they conduct tax planning and we would only expect this to increase.
Irrespective of how successful the BEPS project is, companies need to understand what
changes affect them and plan or react accordingly and stay on top of the rapidlychanging environment.

TAX IS INCREASINGLY A BUSINESS RISK
In the past, tax was largely something handled by back office teams with no significant
impact on or involvement with the business. However, that is changing quickly. Some
80% of the survey participants said that their organisation is concerned about the
media and political interest, and almost two-thirds said that this has become a C-suite
or board-level issue. Around 75% of respondents now consider reputational risks much
more carefully when executing tax planning. Clearly, business teams and management

more carefully when executing tax planning. Clearly, business teams and management
need to understand their tax policy and ensure it is in line with business objectives and
priorities, and vice versa.

Clearly, business teams and management need to understand their tax
policy and ensure it is in line with business objectives and priorities, and
vice versa.
MAJOR IMPACT ON COMPLIANCE BURDEN
Over 90% of respondents are expecting their compliance burden to substantially
increase as a result of additional reporting requirements. Interestingly, only 18% said
that they are planning on securing additional resources or headcount to deal with this,
but this may increase as more changes are implemented. As an example, country-bycountry reporting (CBCR)2 is a new compliance requirement that must be complied
with for all groups with annual global turnover in excess of €750 million. Singapore has
not currently made any public statements on CBCR but in time, it may choose to adopt
it if many other countries do so. In any case, Singapore groups with operations in
countries that do adopt CBCR will need to comply with the requirements regardless.
Companies need to understand the new compliance requirements and work out how
they will deal with them.

DISPUTES AND DOUBLE TAXATION ARE EXPECTED
With such a significant number of topics being considered by the BEPS project, 90% of
respondents are expecting that irrespective of which changes are actually
implemented, disputes with and between tax authorities will increase and therefore so
will tax audit assessments. Some 75% of the survey participants think that double
taxation will happen. The combination of disputes and double taxation is not good
news for taxpayers as this will have a negative impact on effective tax rate and
therefore profits that can be reported to shareholders. The more proactive companies
are already risk-assessing their global tax position to understand where they have
higher levels of risk, and companies will need to ensure they are nimble so they can
react as needed.

With such a significant number of topics being considered by the BEPS
project, 90% of respondents are expecting that irrespective of which
changes are actually implemented, disputes with and between tax
authorities will increase and therefore so will tax audit assessments.

In summary, the survey is very revealing and highlights the level of concern and interest
from companies about the changes that have already started as a result of the BEPS
project. Companies can no longer afford to watch from the sidelines; change is happening
now and this will only increase over the next few years. The big question of “what” the
changes will be is still uncertain in many areas, but tax will surely remain a front-page

changes will be is still uncertain in many areas, but tax will surely remain a front-page
headline and boardroom discussion topic for the foreseeable future.
The survey report is available at 2015 BEPS Global Survey.

Ben Pickford is Tax Director, Deloitte Singapore.
1 The

BEPS project currently being carried out by the OECD (with support of the G20
and other countries) aims to produce coordinated global solutions to cases where
multinational groups engage in tax planning strategies that exploit gaps and
mismatches in tax rules to artificially shift profits to low- or no-tax jurisdictions where
there is little or no economic activity, resulting in little or no overall corporate tax being
paid.
2 CBCR

requires multinational groups to report annually, and for each tax jurisdiction in
which they do business, various data points such as amount of revenue, profit before
tax, tax paid/accrued and number of employees. It also requires identification of all
entities within the group doing business in a particular tax jurisdiction and an
indication of the business activities each entity engages in. CBCR is proposed to be
introduced for accounting periods starting on or after 1 January 2016.
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Building the Business Case for Integrated
Reporting

BY

SALLIE PILOT

WHAT ADOPTERS AROUND THE WORLD SAY
In 2014, Black Sun and the International Integrated Reporting Council (IIRC)
completed the research, “Realizing the benefits: The impact of Integrated Reporting”,
to understand the business benefits of integrated reporting (IR) from the perspective
of organisations in the IIRC’s Pilot Programme. Global organisations such as HSBC,
Aegon, DIMO, Eskom and Eni responded to a survey about their reporting and
management processes, and the impact they had seen from changes they had made

management processes, and the impact they had seen from changes they had made
on their IR journey.

“ is a journey and it will take more than one reporting cycle to get
there. As businesses start to use IR as a tool to better understand the
connections between key resources and relationships that contribute
to their success, and as a result make more informed decisions, the real
value of integrated thinking and the integrated report will be realised.”

We were delighted to see the very significant positive impact that moving towards IR
had on those businesses which have taken a lead on making their corporate
reporting and thinking more fit for purpose. It is from the research that we found the
following:

+
+
+

IR is leading to important breakthroughs in organisations’ understanding and articulation of who
they create and destroy value for – a staggering 92% say IR has improved understanding of value
creation;
IR is triggering better ways of assessing performance and changes in information provisions – 84%
of organisations say data quality has improved;
There are also important developments in integrating thinking with strategic benefits – 79% are
already finding that business decision-making has improved; 68% report better understanding of
risks and opportunities, and 78% see better collaborative thinking by the board about goals and
targets.

THE INSIDE STORY BEHIND IR
The evidence speaks for itself, but what it doesn’t do is highlight the voices behind
the facts. As part of this research, we were privileged to speak with 27 different
organisations from 11 different countries, and gain an insight into their “individual
stories”. We were truly inspired and wanted to share these stories because we think
that sometimes the most significant learnings are from hearing other people’s
stories.

We found that even those in the early stages of the journey were
experiencing benefits, but it was clear that organisations that have
published at least one integrated report experienced even more
valuable impacts.

Intuitively, stories alter our thinking and in turn, the way we engage with the world.
Stories allow us to see and experience things outside of what we believe and what we
think possible. It is these journeys – sometimes tenuous, sometimes exhilarating –
that inspire us to push a little bit harder, engage more widely, and face the difficult
discussions in real life. We were uplifted to hear so many different experiences, and

discussions in real life. We were uplifted to hear so many different experiences, and
from so many places and types of organisations. Each story is unique – with its own
rationales, challenges and benefits. But what struck us was the passion and the
inspiration of these people trying to learn, understand and change things for the
better.
All the companies were extremely positive about the impact that their progression
towards integrated thinking and reporting is having. We found that even those in the
early stages of the journey were experiencing benefits, but it was clear that
organisations that have published at least one integrated report experienced even
more valuable impacts. IR does not mean reinventing the wheel in year one though –
it is a gradual process that will lead to a better understanding of businesses and how
they create value both internally and externally.
An overview of what we discovered follows.
Organisations working towards their first integrated report
Embarking on the IR journey is a crucial time for reporters, and through our
interviews, we found a group of qualities arising as an impact of IR. Some of the key
benefits that our interviewees noted were better internal collaboration between
teams; a refinement of KPIs which are linked to material issues helps to improve
performance management, and a move towards a more integrated approach to value
creation. William van Niekerk from Royal BAM Group summed it up succinctly when
he noted, “We can only do a proper integrated report if we have a well-integrated
strategy. We have learned a lot. The transition to a more holistic approach to value
creation has helped us reflect upon our strategy.”
Organisations which have published their first report
As for the next stage of the IR journey, we found further internal benefits which go
beyond the surface expectations. As reporters became more in tune with integrated
thinking and reporting, companies began to experience improved insights into their
businesses. One of the key benefits noted was improved insights into the business
model and value creation, as IR compels businesses to think more deeply about the
inputs, outputs and outcomes, leading to better decisions. Said Emma Sweet, CPA
Australia, “It has helped us make better decisions. We had found that with standalone
sustainability reporting, there was a push for more reporting from some areas of the
business. With an integrated approach, it is easier to stay focused on what is related
to value creation.”

“It has helped us make better decisions. We had found that with
standalone sustainability reporting, there was a push for more
reporting from some areas of the business. With an integrated
approach, it is easier to stay focused on what is related to value
creation.”
Organisations which have published two or more integrated reports
Not unexpectedly, those furthest along the journey have experienced more benefits
than those starting out. This was our biggest group, with 15 companies which have

Not unexpectedly, those furthest along the journey have experienced more benefits
than those starting out. This was our biggest group, with 15 companies which have
published two or more integrated reports, and it was interesting to see how even this
far into the journey, reporters were still feeling like they were learning about their
companies and experiencing new benefits. In addition to the internal benefits, these
organisations also saw real external benefits.
José Miguel Tudela from Enagás noted, “Enagás is also convinced that investors now
have a better understanding of the company’s strategy and have more confidence in
its long-term future. More detailed reporting on the company’s business model has
helped to make Enagás’ role in the natural gas value chain clearer, particularly to
investors outside of its home market.”

IR IS JUST BETTER REPORTING
We believe that IR is just better reporting. The actual process of reporting can help to
change behaviours and thinking within an organisation. It can help develop
understanding, change and drive better decision-making, which in turn helps drive
better businesses in the long term.

As Paul Druckman, CEO of the IIRC, commented on the research, “IR is a journey and
it will take more than one reporting cycle to get there. As businesses start to use IR as
a tool to better understand the connections between key resources and relationships
that contribute to their success, and as a result make more informed decisions, the
real value of integrated thinking and the integrated report will be realised.”
My advice to organisations thinking about trying IR is to just get started!

Sallie Pilot is Director of Research and Strategy, Black Sun Plc, Integrated Corporate
Communications Consultancy. This article is based on the report “The Integrated
Reporting Journey: the inside story” by IIRC and Black Sun in 2015, with reference to
the report “Realizing the benefits: The impact of Integrated Reporting” (2014).
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To Pursue or Not to Pursue

BY

FELIX WONG

CONSIDERATIONS FROM CROSSROADS OF TAX DISPUTES
Tax law is essentially a creature of statute.1 The interpretation of tax law, however,
may vary from one person to the next. Such differences in interpretation between
taxpayers and the Comptroller of Income Tax (CIT) invariably lead to tax disputes.

WHAT IS A TAX DISPUTE?

Essentially, there are two forms of tax disputes – civil and criminal. A civil tax dispute
typically involves disagreements between the CIT and taxpayer on the appropriate tax
treatments. In a civil tax dispute, a company would have, based on its own
interpretation of the tax law, taken certain positions on the income or expenses in its
tax return. If the CIT disagrees with any tax position taken by the company in its tax
return, a civil tax dispute arises.

A civil tax dispute typically involves disagreements between the
Comptroller of Income Tax and taxpayer on the appropriate tax
treatments
PRE-DISPUTE
Managing potential civil tax disputes should start before such disputes arise. It is
advisable for companies to consistently keep proper records to ensure that all major
decisions are documented contemporaneously. This point was reinforced during a
recent Tax Excellence Decoded session by the Singapore Institute of Accredited Tax
Professionals. The session was helmed by Liu Hern Kuan, Head of Tax, Rajah & Tann
Singapore LLP, where he demystified civil tax disputes and provided practical tips to
companies on the subject.

Liu Hern Kuan, Head of Tax, Rajah & Tann Singapore LLP,
demystified civil tax disputes and provided practical tips to
companies on the subject.

The CIT generally views such documentation which existed at the time the tax return
was filed or when the relevant transaction to which the dispute relates (such as
minutes of Board of Directors meetings, company resolutions, telephone memos and
emails), and neutral documentation (such as newspaper or other reports) to be more
reliable and persuasive. Other examples of proper documentation include records of
the terms of employee secondment incorporated in appointment letters and
inclusion of the nature and extent of rights and obligations in royalty agreements.
To illustrate, if a company has decided not to declare a receipt as it believes the
receipt is capital in nature and hence not taxable, it should ensure the supporting
documents (such as technical analysis or professional advice sought at the point in
time the receipt arose) are in order, to be able to explain its position. In the absence
of such documents, the company may face an uphill task convincing the CIT that it
has omitted a receipt on technical grounds rather than an omission with the intent to
conceal the income.

A civil tax dispute typically involves disagreements between the
Comptroller of Income Tax and taxpayer on the appropriate tax
treatments

Besides maintaining good documentation, taxpayers may also take advantage of the
advance ruling system to manage potential civil tax disputes. An advance ruling is the
CIT’s written interpretation of the tax law in relation to how certain issues that arise
from a proposed arrangement are to be treated for tax purposes. As the advance
ruling is binding on the CIT, it will serve to avoid future tax disputes with the CIT on
the proposed arrangement.
It is interesting to note that while an advance ruling is binding on the CIT, it is not
binding on the taxpayer. As such, it is possible for a taxpayer to file its tax return on
the basis that it does not accept the CIT’s ruling, and subsequently object when the
CIT issues its Notice of Assessment (NOA) based on the positions taken in the
advance ruling.

CIVIL TAX DISPUTES
Civil tax disputes arise when the CIT holds a different view on the appropriate tax
treatment from the taxpayer. Typical issues include whether an item is an income
receipt, whether an expense is deductible, or whether a tax treatment is applicable.
At the start of a civil tax dispute, the CIT will issue an NOA to the company based on
its assessment. If the company disagrees with the CIT, it may file a Notice of
Objection and provide precise grounds of objection to the CIT within two months
from the date of the NOA.
Upon receiving the Notice of Objection, the CIT will consider the merits of the
objection. If the CIT maintains its position, it will issue a Notice of Refusal to Amend to
the company. Should this happen, the company will have to decide if it would accept
the CIT’s assessment, settle with CIT, or appeal to the Income Tax Board of Review
(ITBR).

TO PURSUE OR NOT TO PURSUE
The decision to pursue or not to pursue may be affected by multiple factors. One of
the key considerations is often that of dollars and cents. The size of the claim,
typically at least a million dollars (S$1 million), should be significant enough for the
appeal to be financially worth pursuing. When estimating the size of the claim, the
company should also take into consideration if the issue is recurrent in nature.
Sometimes, the decision to pursue or not to pursue may not depend on financial

Sometimes, the decision to pursue or not to pursue may not depend on financial
reasons. For example, a company may decide to accept the CIT’s assessment if it
wishes to expedite the finalisation of its tax matters, or if it is not prepared to invest
additional resources (in terms of time and personnel) to engage the CIT or to appeal
to the ITBR. It must also be noted that civil tax disputes may be reopened up to four
years from the year of assessment.

When appealing to the Income Tax Board of Review, it is essential to
note that the burden of proof is on the taxpayer to show that the
Comptroller of Income Tax’s tax assessment is excessive or the amount
of any unabsorbed losses, allowances or donations that may be carried
forward ought to be of a higher amount.

Accepting the CIT’s assessment
If the company accepts the CIT’s assessment, the assessment will be regarded as final
and conclusive.
Settlement with the CIT
A middle-ground avenue a company may choose is to agree on a settlement. The
various tax statutes do not provide for settlement of tax disputes since at law, either
a receipt is taxable or not, and an expense is either deductible or not. “Settlement”
therefore is a position agreed to by parties to resolve the dispute without a strictly
technical basis. Based on the strength of the case and the likelihood of success, the
taxpayer may propose to CIT a percentage of tax to be split. For example, the
company may propose and justify to CIT that a 60-40 split on the tax proposed is
reasonable. If CIT agrees, 60% of this tax proposed will be payable.
Appeal to ITBR
On the other extreme, the taxpayer, upon receiving the Notice of Refusal to Amend
from CIT, may be unwilling to accept CIT’s assessment or resolve the issue through
settlement. It may then file a Notice of Appeal to the ITBR within 30 days.
Before deciding to appeal to ITBR, the taxpayer may consider obtaining a second
opinion from an advisor to affirm its position. In addition to expert technical views,
the advisor may also be able to provide different perspectives or point out other
important issues to the taxpayer.
ITBR is an independent board set up under the Ministry of Finance to hear appeals
made by taxpayers against an income tax assessment made by the CIT. It reviews
evidence, hears and subpoenas witnesses, awards costs and enjoys judicial immunity.
When appealing to ITBR, it is essential to note that the burden of proof is on the
taxpayer to show that the CIT’s tax assessment is excessive or the amount of any
unabsorbed losses, allowances or donations that may be carried forward ought to be
of a higher amount. In other words, if the company is unable to discharge its burden,
the CIT’s decision will be upheld by ITBR. It is therefore important that the company
has a prima facie case to begin with.

has a prima facie case to begin with.
It is also important to note that evidence can only be adduced at ITBR. No new
evidence may be introduced subsequently at the High Court or Court of Appeal,
which focuses only on the question of law. Hence, all facts must be asserted at ITBR.

CONCLUSION
The decision to pursue or not to pursue is often a question of delicate judgement
rather than a science. Depending on actual circumstances, companies need to
consider their course of actions carefully. Meanwhile, it does not hurt to continue
maintaining those contemporaneous documentation and obtaining expert advice
from the tax professionals.

Felix Wong is Tax Manager, SIATP. This article is based on SIATP’s Tax Excellence
Decoded session facilitated by Liu Hern Kuan, Head of Tax, Rajah & Tann Singapore
LLP. For more tax insights, please visit SIATP.

1

JD Ltd v Comptroller of Income Tax [2005] SGCA 52
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Understanding Digital Assets

BY

ELI R. KHAZZAM

TAKING STOCK OF THE OBVIOUS AND NOT-SO-OBVIOUS
Anything we want or need has a cost. If we are to trade the things we want and/or
need, we must be able to assign a value to them. But what about things that are
digital? How can we understand them as “assets”?

FROM THE TRADITIONAL TO THE INTANGIBLE

The value of goods was once determined by fairly straightforward factors such as
quantity, quality, and availability within the context of supply and demand. The value
of goods was based primarily on the cost of inputs (materials, labour, packaging,
space, shipping, equipment, etc). The value of services was based on factors such as
time, degree of expertise, and the cost of inputs for one to perform his/her services.
Yet today, we find ourselves in a digital economy of instantaneous, one-click
purchases for downloadable products that are physically imperceptible and
weightless. The old inputs and outputs of industrial production are being challenged,
throwing off the once-finite parameters of supply and demand. To complicate
matters, traditional forms of marketing have expanded to, and occasionally been
replaced by, more organic, less predictable means, such as social media, as the
marketplace is driven by newer types of interactions.
We live in a world driven by a complex infrastructure that is used by computers, cell
phones, tablets, networks, the cloud, and other devices. These machines in turn
power websites, software, and apps where we generate data, documents, books,
music, photos, movies, spreadsheets, database contents, and much more. We want
and need these intangible things – both the information they render and the
consumable end-products they become. So how do we value these digital assets?

WHAT ARE DIGITAL ASSETS?
There is still no standard definition of a digital asset; however, many consider a digital
asset to be any content or media that is formatted electronically and the right to use
it (this definition originated with Albert Van Niekerk in 2006). Today, a digital asset
can include social media content, email, photos, music, writings, website design and
content, and far more. There is no clear line on what shape and type a digital asset
can take – textual, images, multimedia, and other forms as new technologies emerge.

DIGITAL ASSETS ARE COMPOSED OF BYTES
Digital assets are the intangible medium of machines. Without the systems (for
example, microchips, transistors, and microprocessors) that store, process, and
transmit them, digital assets cannot exist. This is in turn formatted into “bytes”, which
is the single unit of digital data. This information can be manifested into text,
graphics, audio, and video. Unlike tangible goods, digital products defy the practical
logic of space and longevity – they can be stored indefinitely on very small devices
and replicated quickly and in exponential quantities.

DIGITAL ASSETS ARE OWNED, LICENSABLE, OR LEASABLE
For it to be considered a true asset, a digital asset must include the right of use
through legal ownership or official permission granted for use by another party. An
individual or entity needs to have the legal right to license the digital asset to others
in return for economic benefits, now or in the future. And this isn’t automatic – some

individual or entity needs to have the legal right to license the digital asset to others
in return for economic benefits, now or in the future. And this isn’t automatic – some
of the lines between what is owned and protected aren’t always clear-cut. There was
a recent controversy in New York where a professional photographer printed and put
on display images from other people’s Instagram accounts – once made public, is the
content you created but shared yours? Online and electronic mediums make it easy
to replicate, transfer, and compromise the security of the technologies that store
them. And your electronic protections are unlikely to withstand someone with the
right skills and determination. It is easy to imagine that a more robust legal
framework may be established in the future to protect digital assets as intellectual
property.

MONETARY OR NON-MONETARY VALUE
Digital assets can have either monetary or non-monetary value. Virtual currencies,
such as Bitcoin or Litecoin, fall into the category of monetary assets for certain
countries, as would “in-game assets” (for example, benefits, redeemable points, or
currencies) that only have a value within specific online game(s), platform(s), or a
virtual community. Non-monetary assets can include personal digital property such
as family photographs, correspondence, multimedia collections, and private
information – much of which is of subjective value but irreplaceable. Although these
non-monetary digital assets have no specific exchangeable rate, they still have value,
even if it is an arbitrary value (some insurance providers are now offering insurance
for a variety of digital assets, which makes value more clear-cut and less arbitrary).

VALUE FROM INTERCONNECTEDNESS
Digital assets can acquire some value (whether directly or indirectly) from the
Internet of Things – everyday objects that are connected to the Internet, such as your
smartphone and your FitBit. These objects connect consumer to supplier, user to
source, and peer to peer, and the information derived from these relationships can
be a digital asset. For example, a sensor device in a pair of shoes monitoring your
jogging performance provides data about you to social networks, the manufacturer,
and possibly jogging communities. This data has value to marketers and product
developers as well as to those who are interested in communicating with joggers
about everything from clubs to events to additional products and services.

WHEN COLLECTED, INFORMATION CAN BECOME AN ASSET
What makes digital assets stand out is their potential to be almost anything. Digital
assets can exist as composite information collected by entities, such as registration or
mailing lists, customer histories, preferences, and loyalty data, and even email
correspondence. Separately, these components of information may not be of
significance but as part of a collection of data, they provide intelligence about
marketing, corporate strategy, and consumer behaviour – all of which can lead to
more successful marketing or product development.
This collection of data can also be generated by our own appliances and devices. The

This collection of data can also be generated by our own appliances and devices. The
smart appliances we use enable people and companies to gather personal
information on many aspects of our lives. For example, there are devices that
monitor medication usage, spending habits, and the thermostats in our homes. At
face value, this information may seem trivial but it can provide value to marketers
and some personal utility for ourselves.

DIGITAL CAPITAL INVESTMENT
According to a 2013 report by McKinsey, the accumulating global value of digitalcapital investments has reached more than US$6 trillion, about 8.5% of nominal
world GDP. Globally, levels of digital intangible investment are more than half those
of digital tangible investment. In more highly-digitised economies, such as the UK,
Japan, and the US, spending on intangibles represents two-thirds of digital capital’s
total value. Digital capital sectors now include gaming, mobile, social media, online
advertising, education technology, e-commerce, software as a service (SaaS), ondemand (delivered via a device or app), and more.

TAKING STOCK
By just beginning to understand what digital assets are, we are taking the first step
toward thinking about the potential of nearly everything we do in business and our
personal lives. It’s time to take stock of the obvious and not-so-obvious. If you own a
business, or are a business consultant, you should start to classify all of your digital
assets. What has monetary value? What has non-monetary value? What, in
combination with something else, may create value? The digital assets (or things that
can be transformed into digital assets) you possess may not fill current wants or
needs in the marketplace, at least not today – but tomorrow could be another story.

Eli R. Khazzam is the Editor-in-Chief of the IFAC Global Knowledge Gateway. Copyright
© 2015 International Federation of Accountants (IFAC). All rights reserved.
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PRIVATE EQUITY VS STRATEGIC ACQUIRER IN M&AS

Private Equity vs the Strategic Acquirer

BY

CLAUDIA ZEISBERGER

WHO HOLDS THE ADVANTAGE IN M&AS?
With private equity (PE) sitting on an estimated US$3.6 trillion of assets under
management, including US$1.2 trillion dry powder (money raised but not yet
invested), M&A activity in 2015 is expected to be more frantic than ever and
corporate acquirers should be prepared for the increased competition.
From fundraising to value creation post-closing, strategic and PE investors come from

From fundraising to value creation post-closing, strategic and PE investors come from
very different perspectives and have distinct and disparate strategies. Traditionally,
strategic buyers were considered to be at a greater advantage but this has changed
over the last decade. In fact, a comparison of the two acquirer classes today suggests
that PE companies’ financial discipline, flexibility, focus and incentives structure have
given them the edge.
In the paper, “Strategic Buyers vs Private Equity Buyers in an Investment Process” I
co-authored with Jan Vild, an M&A professional in a global pharmaceutical company
and an INSEAD EMBA graduate, we looked at seven stages of an investment process
and came up with insights which should help M&A practitioners on both sides of the
fence to better understand their “opponent”.
1) Fundraising
As strategic buyers’ capital is usually provided by ongoing operations, these firms are
often not faced with the task of approaching shareholders for equity, unlike PE
companies which face the challenge of fundraising from limited partners. This may
appear to act in strategic buyers’ favour but we suggest this actually imposes financial
discipline on the PE firms which some strategic buyers may miss. It may not assure
the PE acquirers the higher bid, but it does help them to move ahead faster and win
deals in which they are more likely to generate value.
2) Deal sourcing
When identifying deals, strategic investors have the benefit of knowing the industry
and a good overview of potential acquisition targets. Again, this apparent advantage
has drawbacks. Unless a strategic player wishes to embark on potentially risky
diversification, the selection of targets could be limited. PE firms, on the other hand,
have the ability to conduct rigorous financial analysis and a network of advisors,
bankers and lawyers which enable them to identify potential targets as swiftly as
industry players. They also have flexibility as to the target sector and may have less
antitrust constraints.
Despite the differences, neither side seems to be at a major disadvantage over the
other in this process.
3) Due diligence
As the strategic buyer will often benefit from its intimate knowledge of the target
company’s industry, the due diligence required by a PE firm at the outset of the
acquisition process is often more demanding. Having said that, when strategic buyers
look to acquire targets for diversification in new areas or new geographies, their prior
knowledge may be of little use or even harmful if they mistakenly assume they have
knowledge where there is none.
Generally, corporate buyers’ due diligence will focus on the target’s high value assets
and on identifying and validating potential synergies. For a PE firm, the target must
present value in its totality and in external growth opportunities. Due diligence of
cash flows, management and potential exit routes are also crucial. On the whole, it

present value in its totality and in external growth opportunities. Due diligence of
cash flows, management and potential exit routes are also crucial. On the whole, it
will take longer for the PE firm to understand the target’s operations and industry
(although this may be minimised if the target company seeks to attract PE bidders
and tailors documents to assist them).
While the process may seem a much more onerous one for private equity acquirers,
conducting due diligence is one of the PE firm’s core capabilities. The desire to learn,
its efficiency and ability to act swiftly and flexibly when uncovering vital information,
place it at a decided advantage over some strategic bidders who may be
inexperienced in M&A, and are not very reactive to changed circumstances.
4) Valuation and deal-financing
When valuing a target firm, sophisticated strategic buyers will focus on preparing
discounted cash flow (DCF) models, enabling them to identify which synergies will
present the biggest value impact. A strategic buyer’s knowledge of the industry and
its trends will help to validate projections of the DCF model.
With regards to finance, strategic buyers are unlikely to have the leverage PE firms
do. While smaller acquisitions may be fully financed through internal cash sources,
larger assets may be acquired through debt financing, almost exclusively through
senior bank loans, or by using its own shares.
While strategic buyers have the upper hand over PE firms by improving valuation of
the target through synergies, PE buyers have the advantage of leverage. The PE firm
makes its valuation on the basis of a leveraged buy-out (LBO) model which will stress
to a greater extent the use of multiples. Key features of the LBO model will be
forecasts of cash flows and of the target’s future capacity for repayment of debt. It
will also include expected improvements of the target’s operations. Validation of the
cash flow will be extremely important as there may be little headroom for negative
surprises.
Setting up financing may disadvantage PE firms in competitive bidding as any bid is
contingent on the firm obtaining bank financing. On the other hand, their ability to
leverage the financing of the transaction greatly enhances their internal rate of return
(IRR).
All in all, it is not possible to conclude whether one type of buyer has an inherent
advantage over the other when it comes to valuation of a target, except where
macroeconomic conditions substantially restrict the availability of debt financing and
adversely impact the PE firms’ ability to use leverage.
Strategic buyers may also show a potential lack of financial discipline. Larger or
bureaucratic strategic buyers may find internal project teams present projections that
are overly optimistic to increase the project’s chances of getting internal approval and
they are more aggressive in bidding contests, in which case winning the bid may be
somewhat of a Pyrrhic victory.

All in all, it is not possible to conclude whether one type of buyer has an
inherent advantage over the other when it comes to valuation of a
target, except where macroeconomic conditions substantially restrict
the availability of debt financing and adversely impact the PE firms’
ability to use leverage.

5) Negotiation and transaction execution
PE firms’ repeated experience in structuring and negotiating deals gives them an
advantage although the need to assemble external financing may complicate the
process. Less demanding due diligence by the strategic bidder may also make for
easier discussions with the seller. On the other hand, the PE firms’ structure makes
them more disciplined when it comes to value-creating negotiations, while their
flexibility and ability to move swiftly makes them better able to execute and close the
transaction.
6) Value creation after closing the deal
In many cases, strategic buyers will be looking to fully integrate the acquired firm into
their business to realise the synergies planned in the transaction. However, statistics
indicate that between 50% and 70% of all M&A transactions fail to achieve their
objective, often due to the difficulties in blending the two cultures.
A target acquired by a PE firm will, in most cases, continue as a standalone business.
It will usually be under heavy debt, so cash flow management will be a core
concern. With this in mind, the target’s management will be under pressure to
operate in a lean and efficient manner. The target’s business will be subject to
periodic financial and performance review. This discipline, coupled with heavy loaded
incentives, gives PE firms a clear edge over strategic buyers in creating value postclose.
7) Long-term plans
A strategic buyer’s long-term plans for the new company usually involves holding
onto it indefinitely and integrating the relevant businesses into its own operations to
realise synergies.
PE firms’ strategy, “buy, improve and sell”, will see them exit the investment within a
three-to-six-year period. This very clear goal of selling (or IPO-ing) the business in the
near future reinforces the need for internal discipline and guides what needs to be
done to improve the acquired company.
While this can be a positive for operations, it can also create investor myopia as
decisions that could strategically benefit the business in the longer term may be
ignored.

PE FIRMS’ COMPETITIVE EDGE

PE FIRMS’ COMPETITIVE EDGE
When comparing the differing characteristics of strategic and PE acquirers, it is
obvious that while the former benefit from synergies in their acquisitions, PE firms
enjoy many advantages which level the M&A playing field. There are, of course, great
variances between companies in both categories, but on the whole, it is fair to say
that the discipline, flexibility and focus of an average PE firm will top that of an
average strategic buyer. That’s not to say PE firms will always dominate. Some
strategic players, such as Cisco and Mittal Steel, were able to master the acquisition
game in the past and create major value.
One great advantage strategic buyers do have, over their PE counterparts, is the
ability to create value internally through consolidation, innovation and operational
excellence. For PE firms, M&A is the only game they know, and staying at the top in
this field is necessary for their very survival.

… on the whole, it is fair to say that the discipline, flexibility and focus
of an average PE firm will top that of an average strategic buyer.

Claudia Zeisberger is a Senior Affiliate Professor of Decision Sciences and
Entrepreneurship and Family Enterprise at INSEAD. She is the founder and Academic
Director of INSEAD’s Global Private Equity Initiative. This article is published courtesy
of INSEAD Knowledge. Copyright © INSEAD 2015.
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ASEAN’s Move towards Renewable Energy
BY

ICAEW’s Economic Insight

HOW WELL DO THE LARGEST ECONOMIES FARE?
Combating climate change and building sustainable businesses have grown
substantially in importance over the last decade. Stakeholders increasingly expect
organisations to detail their long-term environmental, social and sustainability
efforts. One way accounting professionals can play a part is through the promotion of
natural capital accounting. This will help unlock the importance of natural resources
by calculating the value of critical assets so that their proper use can be measured
and managed to ensure long-term sustainability.
ICAEW’s latest Economic Insight: Southeast Asia report evaluates the environmenteconomy trade off from a Southeast Asian perspective focusing on the largest
economies of the Association of Southeast Asian Nations (ASEAN), namely Indonesia,
Malaysia, the Philippines, Singapore, Thailand and Vietnam. As a region with a mix of
economies at different stages, ASEAN’s progress is instructive and Southeast Asia
demonstrates how the environment can be affected by rapid growth.

demonstrates how the environment can be affected by rapid growth.

One way accounting professionals can play a part is through the
promotion of natural capital accounting. This will help unlock the
importance of natural resources by calculating the value of critical
assets so that their proper use can be measured and managed to
ensure long-term sustainability.

WORLD OUTPUT GROWS WITHOUT EXACERBATING ENVIRONMENTAL
IMPACT
2014 was an exceptional year for the global economy, but optimists will hope it marks
the start of a new paradigm for growth. It was the first year that saw emissions of
carbon dioxide (CO2), the main agent causing climate change, remain stable while the
world output grew. Previously, reduced output was a direct result of recessions. This
“decoupling” of the two trends, in the optimistic reading, marks the turning point
where fossil fuel-powered growth makes way for clean growth based on renewables.
This will have profound and lasting effects on economies worldwide, from the
commercial opportunities available in renewables and energy-efficiency technology,
to the necessity for businesses to adapt to new regulations.
Globally, the only country producing lower emissions in 2013 than in 1970 is the US,
whose per-capita emissions decreased by 22%. The same is true for most developed
regions. In ASEAN, the only country to produce a sustained decrease over the
timeframe is Singapore, which achieved sustained lower emissions per capita since
1994, seven years after it reached high-income status. Malaysia hopes to achieve this
status in 2020 and there are signs its own emissions are slowing as it does so.
Among other ASEAN countries, decreases mostly come when GDP shrinks – such as
Thailand and Indonesia’s crisis-related dips between 1997 and 1998, or the
Philippines’ emissions flat-lining during its lackluster economic performance in the
1980s. Since Southeast Asian economies have managed such consistent and strong
economic growth over the timeframe, there have been few falls in emissions.

2014 was an exceptional year for the global economy, but optimists will
hope it marks the start of a new paradigm for growth. It was the first
year that saw emissions of carbon dioxide (CO2), the main agent
causing climate change, remain stable while the world output grew.

In general, environmental degradation accompanies development, but only up to a
certain point, where further development relieves environmental pressure. The

certain point, where further development relieves environmental pressure. The
resultant shape is termed the Kuznets curve, after Kuznets’ original hypothesis
relating to inequality. It is observed in many forms of environmental degradation. In
contrast to all development to date, as the world gets richer, the environmental
impact of economic activity will decrease in the future.
This report concentrates on four causes of green development and assesses their
relative contribution to the shift to cleaner growth in ASEAN. Two are organic – a shift
from manufacturing to services, and a move within manufacturing to cleaner
subsectors. The others are conscious policy choices – investment in renewables and
the drawing-up of environmental plans.

THE SERVICES ECONOMY
Most countries develop their economies by moving from agriculture towards
manufacturing. This later gives way to services as education improves and allows the
economy to become competitive in knowledge-based industries. When this becomes
possible, most economies choose or organically move to specialise in services sector
activities as the demand increases with income, while manufacturers tend to
experience relatively flat demand.
Singapore’s transition from a low-cost manufacturing base to a high value-added
international services hub was a key factor in the country’s lower emissions. Other
ASEAN economies are also moving up the development curve, although they are
generally further behind in the process.

MANUFACTURING EITHER CLEANS UP OR MOVES OUT
An accompanying trend of cleaner growth on the global level is movement into
“greener” (or “more environmentally-friendly”) manufacturing. Southeast Asia has
been increasingly specialising in semi-conductors and other electronic products
though this has been undermined in ASEAN by growing dependence on commodities
over the past decade. This is due to China’s expansion that has kept prices and
demand strong. The processing of commodities is more emission-intensive compared
to activities such as manufacturing. The discrepancy is even greater when compared
to service sector activities.
If Southeast Asia continues to move towards automotive production and increases its
specialisation in semi-conductors, its emissions intensity will gradually decrease.
Reducing production of fossil fuels, which is the second-most polluting activity, would
also make a great difference to Southeast Asian emissions seeing as Indonesia is the
fifth largest coal producer in the world, and Vietnam is the 19th. Diversification would
also improve the value added in ASEAN exports, and alleviate its reliance on China’s
growth. Without a doubt, cleaner manufacturing has a positive impact on the
economy

INVESTMENT IN RENEWABLES BOOMING AS ASEAN SCRAMBLES TO KEEP UP

INVESTMENT IN RENEWABLES BOOMING AS ASEAN SCRAMBLES TO KEEP UP
ASEAN’s renewable generation capacity grew by 83% between 2002 and 2012, led by
Vietnam which added 34 billion kWh of hydropower. This resource now accounts for
just under half of its entire electricity generation. However, ASEAN economies have
not, in general, seen rises in the proportions of electricity generated through
renewables. Singapore and Malaysia, for example, have seen increases of just 0.1
percentage points each. The Sustainable Energy Association of Singapore estimates
that the island could produce 10% of its energy from renewable sources by 2020, but
to do so, it must ensure renewable capacity is developed more rapidly than fossil-fuel
generation.
Southeast Asian clean energy finance totalled $1.8 billion in 2014, having grown at an
average of 8% per year since 2010. More than half of this went to Thailand. The total
is a small amount, spread over the entire region, and explains why the proportion of
renewables has been shrinking in ASEAN’s energy mix since 2002. While an 8% growth
rate appears high, it is less impressive in Southeast Asian terms, where GDP growth
often approaches that.

ENVIRONMENT HIGH IN PUBLIC POLICY AGENDA, BUT PROGRESS REMAINS
DIFFICULT
The last decade saw climate change rise much further up the agenda. As well as
better scientific models and predictions, it saw changes in public opinion driven by
the Stern report in the UK (2006), Al Gore’s film “An Inconvenient Truth” (2006), the
UN Inter-governmental Panel on Climate Change’s fourth assessment report (2007)
and the Copenhagen Summit (2009). By 2010, most major economies had drawn up
plans including targets for reducing emissions.
As the world’s 9th largest emitter of carbon dioxide, Indonesia’s major source is not
manufacturing but land use, accounting for 85% of emissions, including 37% from
deforestation and 27% from peat fires. These sources of greenhouse gases represent
some of the lowest-hanging fruit in terms of reducing emissions. Environmental plans
in the Philippines and Thailand are relatively modest. However, where oversight is
weak and the emphasis on economic growth is necessarily strong, environmental
policy can slip down the agenda and make even modest goals hard to achieve.
Environmental policy more broadly in Singapore has been characteristically effective
with its limited resources spurring action. However, with the exception of Singapore,
policy has so far made a marginal contribution to de-carbonisation in Southeast Asia.
Its role will grow as governance improves, but the shift to services is likely to play the
pivotal role, albeit less visibly.
ASEAN is likely to become a more desirable place for individuals and firms to move to
as the environmental impact of its development subsides. Poor air quality clearly
deters visitors and would-be migrants from coming. This applies to pollution from
local vehicles and manufacturers, as well as by-products of deforestation. With largescale carbon emitters in the region, the environmental impact of ASEAN’s future
development will help decide its own fate.

scale carbon emitters in the region, the environmental impact of ASEAN’s future
development will help decide its own fate.

This is an excerpt from ICAEW’s 3Q2015 Economic Insight: Southeast Asia report.
Reproduced with permission.

TECHNICAL EXCELLENCE
TECHNICAL HIGHLIGHTS

IASB BEGINS AGENDA CONSULTATION
IASB is required to undertake a public consultation on its work plan every three years.
This consultation seeks input on the IASB’s priorities for its work plan from mid-2016
and is open for public comments until 31 December 2015.
For more information, please visit IASB begins agenda consultation.

ONE-YEAR DEFERRAL OF EFFECTIVE DATE
The new revenue Standard, IFRS 15 Revenue from Contracts with Customers, was
issued jointly by the IASB and the US Financial Accounting Standards Board (FASB) in
May 2014 with an effective date of 1 January 2017. Both Boards have now confirmed
a one-year deferral of the effective date. Companies applying IFRS continue to have
the option to apply the Standard earlier if they wish to do so.

the option to apply the Standard earlier if they wish to do so.
For more information, please visit One-year deferral of effective date.

IAASB PUBLISHES ED FOR PUBLIC COMMENTS
The IAASB is proposing limited conforming amendments to International Standard on
Auditing (ISA) 810 Engagements to Report on Summary Financial Statements, as a
result of the new and revised auditor reporting standards. The consultation is open
for comments until 2 November 2015.
For more information, please visit ED on ISA 810.

IAASB COMMENTS ON PCAOB STAFF CONSULTATION PAPER: THE AUDITOR’S
USE OF THE WORK OF SPECIALISTS
The IAASB has responded to the Public Company Accounting Oversight Board
(PCAOB)’s initiative to explore ways to strengthen and modernise the PCAOB’s interim
standards addressing the auditor’s use of the work of specialists.
For more information, please visit IAASB comments on PCAOB staff consultation
paper.

JURISDICTIONS WITH AML AND CFT DEFICIENCIES AND FATF’S EFFORTS TO
IMPROVE GLOBAL COMPLIANCE
The Financial Action Task Force (FATF), of which Singapore is a member, issued an
updated Public Statement that highlighted the strategic deficiencies in the antimoney laundering/combating the financing of terrorism (AML/CFT) regime of two
groups of jurisdictions. Separately, the FATF also issued an updated statement on its
ongoing process to improve global AML/CFT compliance. This statement provides
information on a list of jurisdictions that have committed to action plans to address
and strengthen their respective AML/CFT deficiencies.
For more information, please visit Updated public statement on AML/CFT.

IESBA RELEASES 2014 ANNUAL REPORT, ADVANCING ETHICS FOR AN
EVOLVING, GLOBAL PROFESSION

In 2014, the IESBA worked to enhance its responsiveness to emerging issues of
international relevance in the context of continued heightened scrutiny on ethics,
while consolidating its efforts to deliver its existing strategic commitments, including
advancing the development of international standards and guidance in the Code;
developing a new structure for the Code to enhance its usability and clarity, and
proactively pursuing its stakeholder outreach programme. The report discusses the
IESBA’s operating environment, achievements and progress made on each of its
projects.
For more information, please visit IESBA annual report 2014.

TECHNICAL EXCELLENCE D I G I T A L C U R R E N C I E S
Digital Currencies

BY

SIMON POH

UNDERSTANDING THE TAX IMPLICATIONS
Virtual currencies, such as Bitcoin, are becoming useful tools in today’s digital age. In
essence, a virtual currency is a currency that exists only in cyberspace but yet retains
all the characteristics of a currency – it functions as a medium of exchange, a unit of
account and/or a store of value. In an article on digital currencies published in IS
Chartered Accountant, March 2015, the authors discussed the difficulties faced by
companies in accounting for digital currencies. Given the benefits and the growing
acceptance of digital currencies, that article concluded that notwithstanding the
challenges posed in classifying, valuing and reporting these virtual currencies,

challenges posed in classifying, valuing and reporting these virtual currencies,
accountants should embrace digital innovation and make concerted efforts to
properly account for digital currency transactions and holdings.

WHAT DO THE TAXMEN SAY?
Global tax authorities have been grappling with the regulatory and tax issues posed
by the use of these digital currencies. Not surprisingly, the focus of their concerns is
on tax compliance risks. When using these digital currencies, they are concerned that
taxpayers may not understand what constitutes taxable income and consequently
may not correctly report them. With digital currencies, taxpayers may be uncertain as
to how to characterise taxable income from virtual transactions. They may also be
unsure or unable to correctly calculate the gains realised on such transactions. The
lingering fear is that widespread use of digital currencies may lead to equally
widespread under-reporting of income for tax purposes. To a large extent, these
problems both add on to as well as magnify existing problems in attempting to
address the challenges of the digital economy – and there are no easy solutions.
In terms of guidance, it is interesting to note the stance taken by the major advanced
economies. Both the Internal Revenue Service (IRS), the tax authority in the US, as
well as the HM Revenue & Customs (HMRC), the tax authority in the UK, had issued
their takes on the tax treatment of virtual currencies.

THE US STAND
The IRS issued a notice early last year to treat virtual currency as property, and not
currency that could generate foreign currency gains or losses, for US federal tax
purposes. This means, inter alia, that:

+
+

+
+
+

A taxpayer who receives virtual currency as payment for goods or services must include, in
computing his or her gross income, the fair market value of the virtual currency in US dollars as of
the date that the virtual currency was received.
The character of gain or loss from the sale or exchange of virtual currency depends on whether
the virtual currency is a capital asset in the hands of the taxpayer. A taxpayer generally realises a
capital gain or loss on the sale or exchange of virtual currency that is a capital asset in the hands of
the taxpayer.
Virtual currency received by independent contractors for performing services constitutes selfemployment income, and consequently, the fair market value of the virtual currency received for
services performed is subject to self-employment tax.
Virtual currency paid to employees as remuneration for services constitutes wages for
employment tax purposes, and consequently, the fair market value of the virtual currency paid as
wages is subject to federal income tax withholding and payroll taxes.
A payment made using virtual currency is subject to information reporting to the same extent as
any other payment made in property.

THE UK STAND

THE UK STAND
In the UK, the guidance provided by HMRC suggests a similar approach:

+

+
+
+
+

A taxpayer involved in trading activities will have to prepare financial statements to determine the
value of goods and services bought or sold using virtual currencies and account for them at their
market values, or the exchange values of the virtual currencies converted into the UK sterling
pound, in order to arrive at the correct taxable profit.
Where the virtual currency is held with the intention to create long-term wealth, then it is more
likely to be construed as investment income; consequently, the gain or loss on disposal or sale
would more likely be subject to capital gains tax, and not tax on trading gains.
Mining activities constitute trading activities for UK income tax or corporation tax purposes;
consequently, the trading profits (that is, gross income less expenses) are computed in calculating
the self-employment tax.
Any employee who is paid in virtual currency as part of his or her remuneration would still be
subject to PAYE tax after converting the value of the virtual currency to the UK sterling pound.
A UK resident who has held virtual currency as an investment and realised a capital gain must
inform HMRC that he or she is required to complete a tax return by 5 October following the end of
the tax year in which the gain arose, unless he or she is already completing tax returns under selfassessment. The tax year in the UK runs from 6 April to 5 April of the following year.

THE SINGAPORE STAND
More importantly, it is useful to note the views of the Inland Revenue Authority of
Singapore (IRAS), the tax authority in Singapore. As highlighted in the March article,
IRAS clarified in early 2014 that Bitcoin and other digital currencies do not fall within
the definition of “money” or “currency”, or “goods” for GST purposes.

… businesses that buy virtual currencies for long-term investment
purposes may be exempt from tax on gains derived from the disposal
of virtual currencies if these are treated as capital gains.

Treating transactions involving the exchange of digital currencies as barter trades, it
is not surprising that IRAS concludes that businesses that choose to accept virtual
currencies such as Bitcoin for revenue or remuneration are subject to normal income
tax rules, that is, they are expected to record the payment as income based on the
open market values of the goods or services in Singapore dollars. Consequently, the
recipient will be taxed on the income derived from Singapore or received in
Singapore from overseas while the payer will be allowed tax deductions, where
applicable, under current Singapore tax laws. Where the open market value of the
goods or services that would have otherwise been exchanged in Singapore dollars
cannot be determined, the virtual currency exchange rate at the point of the
transaction may be used. This is very much in line with FRS 113, granted that the
practice of IRAS is to align the tax treatment to the accounting treatment as much as

practice of IRAS is to align the tax treatment to the accounting treatment as much as
possible without upsetting conventional tax principles.
For businesses that buy and sell virtual currencies in the ordinary course of their
business, they will be taxed on the profit derived from trading in the virtual currency.
Profits derived by businesses which mine and trade virtual currencies in exchange for
money are also subject to Singapore tax. On the other hand, businesses that buy
virtual currencies for long-term investment purposes may be exempt from tax on
gains derived from the disposal of virtual currencies if these are treated as capital
gains. Whether gains from the disposal of virtual currencies are trading or capital
gains is a question of fact. The usual factors such as profit motive, holding period and
frequency of transactions need to be considered in totality.
Similar to income tax, the usual GST rules apply for businesses that accept virtual
currencies or make payment using such currencies in the sale or purchase of goods
and services in Singapore. GST-registered traders are required to charge output GST
on the sale of virtual items to their customers as supply of services so long as these
are done in the course or furtherance of their businesses and the items are sold for
real monies or exchanged for goods and services. This is unless the services qualify
as international services, in which case the supply can be zero-rated. As a concession,
businesses that use virtual currencies to buy virtual goods or services within the
gaming world need not charge GST until they are exchanged for real monies, goods
or services. Goods imported and paid for using virtual currencies are subject to the
same import GST rules and reliefs as those paid for using real currencies.

For businesses that buy and sell virtual currencies in the ordinary
course of their business, they will be taxed on the profit derived from
trading in the virtual currency. Profits derived by businesses which
mine and trade virtual currencies in exchange for money are also
subject to Singapore tax
CONCLUSION
This article discusses the guidelines on the tax treatment of digital currencies in
Singapore as compared to the US and UK. While the tax implications arising from the
use of digital currencies appear to be less complex when compared to the problem of
accounting for digital currency transactions and holdings, the fundamental problem
of valuing and reporting these currencies, especially in times of volatility, remains a
taxing one.

Simon Poh is Associate Professor (Practice) of Accounting, NUS Business School,
National University of Singapore, and Board Member, SIATP.

TECHNICAL EXCELLENCE F R S 1 7 L E A S E S
Don’s Column: Exposure Draft on Leases

BY

KHOO TENG AUN

IMPACT ON LESSEE’S TAX COMPUTATION IN SINGAPORE
Under Financial Reporting Standard (FRS) 17, lessees are required to classify their
lease contracts either as an operating lease (OL) or a finance lease (FL) based on
whether the risk and rewards of ownership are transferred substantially to the
lessee. For an FL, the lessee will recognise a lease asset and liability in the balance
sheet and the amortisation and interest expense in the income statement. However
for an OL, the lessee only recognises lease payments as an expense and no assets
nor liabilities are recognised in the balance sheet.

To avoid such disparate treatment, an exposure draft (ED) on leases was published by
the International Accounting Standards Board (IASB) in August 2010 and
subsequently revised in May 2013. The purpose of the ED is to provide greater
comparability, consistency and transparency between OL and FL. The ED treats all OL
as FL unless the lease term is less than 12 months. Lessees with OL would be most
impacted under the ED, as they now have to recognise lease assets and liabilities and
amortisation and interest expenses.

The ED treats all operating lease (OL) as finance lease (FL) unless the
lease term is less than 12 months. Lessees with OL would be most
impacted under the ED, as they now have to recognise lease assets and
liabilities and amortisation and interest expenses.

The purpose of this article is to examine the tax implications for lessees of nonproperty leases arising from the change in treatment of OL under the ED.

ILLUSTRATION
Assume a lessee with a 31 December year-end with an incremental borrowing rate of
4%. The lessee leases a machine, treated as an OL under FRS 17, for three years for
three annual payments of $1,000 payable at the beginning of the period, say, 1
January each year.

ACCOUNTING UNDER FRS 17
The lessee’s accounting for the OL over the three-year lease term is shown in Table 1.

The current tax treatment for OL is to allow the full deduction of the lease payments
as shown in Table 2. OL does not have interest expense as it is not considered a

as shown in Table 2. OL does not have interest expense as it is not considered a
financing arrangement. There are also no capital allowances (CA) granted for both the
OL and FL (not treated as a sale) as the ownership of the leased asset still vests in the
lessor from the tax perspective. CA is only granted to the lessee for an FL treated as a
sale provided it is a plant or machinery.

ACCOUNTING UNDER ED
Tables 3 and 4 show that under the ED, the lessee would have to recognise a Right-ofuse (ROU) asset and a lease liability measured initially by the present value (PV) of
lease payments over the lease period. As the lease payment of $1,000 is paid upfront
on 1 January, the lease asset differs from its lease liability by $1,000.
In addition,
1
2

an annual amortisation expense of $962 for the ROU asset on a straight-line basis, and
interest expense due to the unwinding of the PV on the lease liability have to be recognised in the
income statement.

The total expense incurred by the lessee over the lease term under the ED and FRS 17
are exactly the same. However, under the ED, expenses are higher in the earlier years
and lower in the later years.

TAX ISSUES IF ALIGNED WITH THE ED
If the tax authorities decide to align the tax laws with the ED, will the OL under FRS 17
be now considered as an FL not treated as a sale or otherwise?

be now considered as an FL not treated as a sale or otherwise?
If the OL is treated as an FL not treated as a sale, the amortisation of the ROU asset
like depreciation is currently not tax deductible as it is considered as a capital
expenditure. Also, the interest expense of $75 and $39 shown in Table 4 arises from
discounting and not from money borrowed by the lessee. Therefore they are not
actual interest expenses and hence not tax deductible.
The total expense for Year 1 is $1,037 but the actual expense incurred is only $1,000
which is the lease payment. Although the total amount expensed over the lease
period is equal to the cumulative amounts incurred, the tax authority is unlikely to
give deductions where the amount has not been incurred.
If the OL is treated as an FL treated as a sale, will CA be granted on the ROU asset as
it is not a plant or machinery under the Singapore Income Tax Act (SITA)? Another
related issue is the amount which qualifies for CA should the ROU asset be
considered as plant or machinery. Under the ED, the value of the ROU asset is based
on the PV of lease payments but this valuation is tainted with subjective assumptions
of discounting rate and the tenor of lease contract. As the lease payments of $3,000
are paid over a period of three years, the value of the ROU asset may also not be
considered as incurred, as required by the SITA, in its initial recognition. In addition,
the interest expense issue discussed earlier above is also pertinent in this treatment.

NO ALIGNMENT WITH THE ED
If the tax laws remain status quo, the lessee should still be able to get full tax
deduction of the lease payments as the change resulted from the change in
accounting standard.5 However the lessee has to track and adjust the amortisation
and interest expenses and then deduct the yearly lease payments to arrive at its
taxable profit. The administrative task to track differences for every ROU asset over
their unexpired years would be tedious and would inevitably increase the cost of
compliance for taxpayers.

TOTAL ASSET METHOD FOR INTEREST/BORROWING COST ADJUSTMENT
Another tax issue as a result of the ED is the tax adjustments relating to disallowable
interest expense and borrowing cost in lieu of interest or in reduction thereof, if any,
using the total asset method (TAM) as shown below:

As a result of including the income-generating ROU asset, the use of TAM will
therefore reduce the amount of non-deductible expenses applicable to non-incomeproducing assets as the total assets in the denominator have increased. This
treatment is unfavourable for the tax authorities and hence they may exclude such
ROU assets in the TAM. However, identifying which ROU asset arises from the ED may
be problematic.

CONCLUSION
As a result of treating all OL as FL under the ED, the nature of expense would change
from lease rentals to interest and amortisation expenses. While aligning tax
treatment to the ED may require changes to the SITA, the benefit of such changes to
SITA will help alleviate compliance costs and simplify tax computation for businesses.
However, it remains to be seen whether the tax authorities would consider such a
move.

Khoo Teng Aun is Associate Professor of Accounting, Singapore Management
University.

1

Three annual payments of $1,000 discounted to PV @ 4% is {1,000 + (1,000 x [1 – (1
+ 0.04)-2)/0.04])} = $2,886
2 Interest for year 2; $961 (that is, 1,886 + 75 – 1,000) x 4%
3 (1,886 + 75 – 1,000)
4 (961 + 39 – 1,000)
5 “Where ordinary accounting principles run counter to the principles of tax law, they
must yield to the latter for the purposes of computing gains and profits for tax”; ABD
Pte Ltd v CIT [2010] SGHC 107 para 111

TECHNICAL EXCELLENCE
BIG DATA AND ANALYTICS

Big Data and Analytics in Audit

BY

LEE SZE YENG

ADOPT TECHNOLOGY OR BE LEFT BEHIND
Look around us, and note how our world has changed with technology and
innovation. In recent years, we often read about the emergence and power of big
Data and Analytics (DA) – how they have transformed many business models, turned
our society paperless, opened up new opportunities and improved our quality of life.
The accounting industry is no exception to this modernisation. If we insist on sticking

The accounting industry is no exception to this modernisation. If we insist on sticking
with the old ways, we are shortchanging ourselves and the public who has entrusted
us with safeguarding the integrity of financial reporting.

REAPING THE BENEFITS OF DA
The benefits of DA are clear:

+

Provides greater coverage and assurance

We are able to analyse a larger amount of data and cover a full population in a much
more efficient manner. Some may even argue that without DA, it might be humanly
impossible to digest the amount of data that we encounter in this “new world”, let
alone the traditional limited sampling approach taken in an audit.
With DA, we can also leverage public domain data to corroborate the trends and
patterns in our clients’ data.

+

Enables risk-focused audits

We can increase efficiency and productivity by leaving the mundane task of
extracting, sorting and reconciling data to the machines. Auditors will have more time
to use their professional expertise and judgement in higher risk areas, or in dealing
with anomalies and exceptions.

+

Provide deep insights to our clients

As we analyse the trends and anomalies in clients’ data, it allows us to offer deep
insights on the company performance and compliance as well as to see how they are
doing against competitors and industry trends.
An audit powered by DA will be able to deliver hindsight, insight and foresight.
Some common use cases of DA include:

WHAT IS HOLDING US BACK? WHAT MUST WE DO DIFFERENTLY?
With the benefits already so clear, why is it that as a profession, the adoption rate
and maturity level of DA remains low? What must we do about it?

CALL FOR ACTION
Enhancing audit quality continues to be paramount. Through DA, we are not only
enhancing quality, but are unlocking the value of audit for our clients, going beyond
compliance and adding value to audit and confidence in assurance. If you have not
already embarked on the DA journey:

+

Take action now The world has changed and if we do not respond accordingly, we will lose our
relevance.

+

Start investing in people and tools Invest in the best talent from a myriad of backgrounds. For
example, technology and data sciences, to serve the diverse needs of clients. Invest in tools and
machines with the versatility and capacity to process large amounts of data in a secured
environment.

+

Rethink your audit process Build in processes to get a deep understanding of the client’s
operating model, data flows and structures and make arrangements to access the data. Rebalance
the team composition as routine tasks can be handled by machines, while experienced staff can
focus on areas such as providing professional judgements and conducting an investigation of
anomalies.

Through data analytics, we are not only enhancing quality, but are
unlocking the value of audit for our clients, going beyond compliance
and adding value to audit and confidence in assurance.

FUTURE STATE OF AUDIT
Technology plays a key role in continuous audit activities by helping to automate the
identification of exceptions or anomalies, analyse patterns within the digits of key
numeric fields, and review trends, among other activities.
Imagine plugging into an automated audit tool which processes clients’ data as and
when transactions occur. After validation checks, the tool can immediately highlight
exceptions or unusual items for further investigation by the client and the audit team.
Once examined, the financial statements are automatically generated and scanned
against prescribed disclosure requirements embedded in the tools. A chartered
accountant will then sign it off.
Data and analytics will increasingly change the fabric of the accounting industry over

Data and analytics will increasingly change the fabric of the accounting industry over
the next decade. To serve our clients better, we are embracing new technologies
more quickly than ever before, incorporating these into our business and our
auditing processes, and proactively assisting our clients in its adoption.
Auditors who ignore the importance of technology are the most likely to
underperform in today’s modernised world.

Data and analytics will increasingly change the fabric of the accounting
industry over the next decade. To serve our clients better, we are
embracing new technologies more quickly than ever before,
incorporating these into our business and our auditing processes, and
proactively assisting our clients in its adoption.

Lee Sze Yeng is Audit Partner at KPMG in Singapore. She will be speaking on the topic
“Enhancing Assurance through Data Analytics” at the Singapore Accountancy
Convention 2015.
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QUIZ

QUIZ
1. In “Big Data and Analytics in Audit”, data analytics is useful only in enhancing the
quality of audit.
A True
B Maybe
C False
2. In “OECD’s Base Erosion and Profit Shifting Project”, although Singapore is not an
OECD country, it should be aware of the developments as it will be impacted by what
is happening as a result of the BEPS project and the actions being taken in other
countries.
A True
B Maybe
C False
3. In “To Pursue or Not to Pursue”, when appealing to the Income Tax Board of
Review, it is essential to note that the burden of proof is on the auditor to show that
the Comptroller of Income Tax’s tax assessment is excessive or the amounts that may
be carried forward ought to be higher.
A True
B Maybe
C False
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