PRESIDENT'S MESSAGE
Building on Strong Foundations, Seizing
Opportunities

As a nation, we celebrated Singapore’s 50th birthday last month, and honoured the
people who have contributed to the city-state with the National Day Awards. The
People’s Association (PA) had also acknowledged the efforts of grassroots
organisations in promoting social cohesion and community bonding among residents
with the PA WeCONNECT Awards. Our heartiest congratulations to the award-winning
members whose good works have been recognised.
Not everyone’s achievements are marked by awards, and to the many unsung heroes,
we are proud of you as you go about your individual ways to build on existing
foundations or help to strengthen the core of the profession, community and nation.
Foundations are important, for without a solid foundation, things cannot hold steady
for long. As a nation, we are enjoying the fruits of a firm foundation built on sound
vision and principles. However, we have to continue to adapt and upgrade in order to
do well amid an evolving global landscape. As highlighted by Prime Minister Lee Hsien
Loong in his National Day Rally speech, our fundamentals have made us “special”, and
we must be “alive” to the external environment, enhance education and uphold lifelong learning so that we can continue to do well. Read about the other key points PM
Lee made, in a special National Day Rally insert produced by the Institute.
For accounting professionals, being alive to the external environment means keeping
up with the latest developments in regulatory standards, the broader world of
business, and anything that would impact it. This is a tall order as there are many
things that are not within our control. I encourage members to build a good base of
knowledge and competencies – strengthening your professional foundation – so that
when opportunities arise, you are well prepared to seize them.

The cover story gives you an update of the new revenue standard, FRS 115 Revenue
from Contracts with Customers, which is effective from 1 January 2017. Revenue is an
entity’s most important performance indicator, and FRS 115 aims to clarify the
principles for recognising revenue that would remove inconsistencies in current
revenue requirements, and provide a more robust framework for addressing revenue
issues. Almost all industries will be affected by the new revenue standard, which
applies to all contracts. Gaining a thorough understanding of the effects of the new
standard is a critical first step towards successful implementation. Depending on the
industry and current accounting requirements applicable to the industry, the impact
of FRS 115 can be more significant for some entities. The cover story delves into some
key application challenges faced by three of Singapore’s major industries – Industrial
Asset Manufacturers, Real Estate Developers and Original Equipment Manufacturers.
Also in this issue is the final part of a three-part series on the ASEAN Economic
Community (AEC), which highlights the opportunities for members under the ASEAN
Mutual Recognition Arrangement for Accountancy (MRAA) Services. As the foundation
of the upcoming AEC strengthens over time, the overall competitiveness and
productivity of ASEAN as a single economic region will also increase. AEC will become
more attractive to global and pan-ASEAN investors, and demand for business services
like legal and accountancy will trend up – bringing exciting opportunities for
accounting professionals with the right qualifications, including the ability to provide
services beyond national borders within ASEAN.
MRAA, one of the important tools to increase the level of liberalisation of crossborder trade in accountancy services in ASEAN, is expected to be effected in 2017. As
we look forward to greater market access, it is now the time to start thinking about
how you and your organisation can harness the opportunities presented by AEC.
Have a good read!
Gerard Ee
FCA (Singapore)
president@isca.org.sg

SPECIAL REPORT

National Day Rally 2015: At a Glance
EXTERNAL ENVIRONMENT, EDUCATION, EMPLOYMENT, HOUSING, AND
POPULATION
Prime Minister Lee Hsien Loong outlined significant changes and continual efforts at
his annual National Day Rally 2015 speech, with key ingredients for a successful
Singapore in the next 50 years.
Laying out the challenges Singapore had faced and how the country overcame them,
PM Lee said Singapore’s success has been built on a set of principles including multiracialism, self-reliance and mutual support. As these fundamentals have made the
country “special”, he called for Singaporeans to “keep Singapore special for many
years to come”.
To achieve that, PM Lee said Singapore must be aware of the external environment,
improve education and maintain life-long learning, and ensure that no one is left
behind.
Here are the key points of his National Day Rally speech:

EXTERNAL ENVIRONMENT
Singapore has to stay on top of external developments, many of which will affect the
country.
PM Lee said that Singapore will always be a small country in Southeast Asia, and
developments elsewhere are bound to have repercussions on the country. It is not a
given that Singapore’s good relations with its neighbours will continue and “nobody
can rule out instability, tension or even war in Asia”.
Singaporeans have to be tenacious to maintain the country’s security and standing in
the world, and stand as one united people to progress together.

EDUCATION
PM Lee emphasised the importance of life-long learning and encouraged
Singaporeans to participate in the SkillsFuture programme which provides
Singaporeans opportunities to develop skills to their full potential.
He announced a new centralised campus in Punggol for the Singapore Institute of
Technology (SIT), Singapore’s fifth university. Set up to create more upgrading
opportunities for polytechnic graduates, SIT will be located adjacent to a new creative
industry cluster that JTC will build; the proximity will facilitate students’ search for
workplace experience.
The government will also work with Muis to strengthen the teaching of secular
subjects like mathematics and science in madrasahs, or Islamic religious schools.

HOUSING

HOUSING
Higher income ceiling for new HDB flats and ECs
The income ceiling for buyers of new Housing and Development Board (HDB) flats will
be raised from $10,000 to $12,000, and that for executive condominiums (ECs) from
$12,000 to $14,000. This means more Singaporeans at the higher end of households
will be eligible for subsidised housing.
To make flats more affordable for middle- and lower-income households, the income
ceiling for the existing Special Housing Grant will be raised from $6,500 to $8,500. The
maximum grant amount will also be doubled to $40,000.
With these changes, even those who earn below $1,000 but hold a stable job and
contribute to CPF regularly will be able to afford a two-room flat, PM Lee said.
Grant to help extended families live close together
To foster family ties, parents and married children who wish to live near each other
will be given subsidies to help them under the new Proximity Housing Grant. This
scheme is extended to all Singaporean households, regardless if they are first-timers
or not.
New scheme to help families in rental flats own homes again
A new scheme, called the Fresh Start Housing Scheme, will be launched to help
former homeowners currently living in rental flats to own their own flat. These
families will get more affordable two-room flats, but they will come with shorter
leases and have stricter resale conditions.

FAMILIES AND BABIES
Baby Bonus for every child
The Baby Bonus scheme, which helps parents defray child-rearing costs, will be
extended to every child instead of just the first four children. The bonus amount will
be increased. The changes will be backdated to apply from 1 January 2015.
Higher Medisave Grant for newborns
Newborns will get higher Medisave Grant amounts – enough to cover the new
MediShield Life premiums for the child till he/she reaches 21, and also help with
other healthcare-related expenses such as recommended vaccinations. The changes

other healthcare-related expenses such as recommended vaccinations. The changes
will be backdated to apply from 1 January 2015.
Longer paternity leave
Fathers will get more paternity leave. It will be increased from the current one week
to two weeks with the government footing the bill for the extra week. Companies
would have to agree to employees taking the extra week off. PM Lee said the civil
service would be the first to adopt it. The changes will be backdated to apply from 1
January 2015.

RE-EMPLOYMENT
By 2017, the government will raise the re-employment age from 65 to 67 in a bid to
ensure the employability of the elderly, for as long as they are healthy.
Health Minister Gan Kim Yong, who leads the Ministerial Committee on Ageing, is set
to announce an action plan on making Singapore a model for successful ageing;
raising the re-employment age is part of the plan.

This report contains general information only and ISCA is not, by means of this
report, rendering any professional advice or services. This report is not a substitute
for such professional advice or services, nor should it be used as a basis for any
decision or action that may affect your business. Before making any decision or
taking any action that may affect your business, you should consult a professional
advisor. While every care has been taken in compiling this report, ISCA makes no
representations or warranty (expressed or implied) about the accuracy, suitability,
reliability or completeness of the information for any purpose. ISCA, its employees or
agents accept no liability to any party for any loss, damage or costs howsoever
arising, whether directly or indirectly from any action or decision taken (or not taken)
as a result of any person relying on or otherwise using this report or arising from any
omission from it.
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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 features thought leaders who will share
their perspectives on the leading issues facing 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 presents
opportunities for accountants and how it will change their roles within their
respective organisations. With digitalisation comes cyber-security risks, and industry
experts will share why accountants should take active steps to create a cyber-resilient
organisation to ensure the 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. They 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.

PROGRAMME HIGHLIGHTS

Positioning Accountants to Lead in the 21st Century
In her keynote address, IFAC President Olivia Kirtley will share her views on how
accountants can leverage their training, qualifications, experience and exposure to be
a key driver of economic growth.
Revealing the State of the Global Accountancy Profession
Panellists including ISCA President Gerard Ee and IFAC CEO Fayezul Choudhury will
discuss themes from IFAC’s global study on this topic, such as the economic
contribution of the global accountancy profession by region, Singapore’s
development as an accountancy hub, and the correlation between the profession’s
development and economic development.
Transforming the Profession in the Digital Era
ICAEW President Andrew Ratcliffe will speak about the impact of digital innovation on
the profession. With rapid technological advancement, the profession must innovate
to capitalise on opportunities presented in the digital era. This session addresses
questions such as how the digital revolution is creating opportunities for accountants,
and how the accountant’s role would change as a result.
Cyber Resilience in the Digital Era
With cyber threats becoming more aggressive and more prevalent, cyber resilience is
becoming a top business priority. Accountants must be prepared to deal with these
emergent challenges before cyber attacks cause reputational and financial damage to
their organisations. Learn more about the accountant’s role in creating a cyberresilient organisation, including the active steps to take, to ensure security of financial
information, data and intellectual property.
Enhancing Assurance through Data Analytics
Increasingly, there are greater opportunities and expectations to enhance assurance
through technology. The use of data analytics is one such example. It will have
significant impact on how the profession can deliver higher quality corporate
reporting. KPMG Singapore Audit Partner Lee Sze Yeng will discuss the knowledge,
tools and skill sets required to capitalise on such opportunities, and how innovative
methods to enhance assurance are pivotal to the profession. Attend the Convention
to understand how the profession can effectively enhance assurance on financial
information through data analytics.

information through data analytics.
For more information, please visit Singapore Accountancy Convention 2015.

IN TUNE I S C A N E W S
Market Reacts More Strongly to Q4 Earnings
Announcements: SMU Study

(from left) Prof Jeremy Goh, Senior Member, SIAS Management Committee; Assoc Prof Lim Chu Yeong,
School of Accountancy, SMU; David Smith, Head of Corporate Governance, Aberdeen Asset Management
Asia; Lim Ai Leen, Executive Director, Technical Knowledge Centre and Quality Assurance, ISCA; R.
Dhinakaran, Vice President, ISCA; Tham Sai Choy, Managing Partner, KPMG in Singapore and Chairman,
KPMG Asia Pacific; Lee Wai Fai, Group CFO, UOB, and Adrian Chan, Vice Chairman, Singapore Institute of
Directors

“Do Investors Respond Differently to Interim versus Final Earnings Numbers?” Yes,
they do – the stock market reacts more strongly to final quarter earnings
announcements than interim earnings announcements. This is according to a study
by the Singapore Management University (SMU)’s School of Accountancy.
Commissioned by the Big Four firms, and supported by ISCA, it also revealed that the
effect is more pronounced among listed companies with lower market capitalisation.
Members of the project team include Professors Andrew Lee, Tracey Zhang Chunqi
and Lim Chu Yeong – the leader of the study.
According to the report, the finding could be explained by investors placing greater
reliance on the earnings announcement released in the final quarter. There is the

reliance on the earnings announcement released in the final quarter. There is the
expectation that when the auditors audit the full-year results of companies, it would
also lead to the necessary audit adjustments being made to the Q4 results, thereby
making the final quarter announcement more reliable. Cost factor aside, it is believed
that investors generally see value in auditors’ involvement in interim earnings
announcement as it enhances the reliability of interim information released by
companies.

SMU accountancy professor Lim Chu Yeong led the study.

The findings were discussed at a panel discussion on July 20. One of the topics that
arose was how the regulatory requirement to disclose a large volume of information
is burdensome to companies and can lead to information overload for investors.
While sophisticated investors are able to recognise and sift out the information they
want, retail investors may simply gravitate towards what they perceive to be the most
credible source. Auditors can therefore add value by providing assurance on
information that is pertinent to investors, especially retail investors.
The discussion was moderated by Lim Ai Leen, Executive Director of Technical
Knowledge Centre & Quality Assurance, ISCA. The panel comprised industry leaders
such as Lee Wai Fai, Group CFO of UOB; Adrian Chan Pengee, Vice Chairman of
Singapore Institute of Directors; Tham Sai Choy, Managing Partner of KPMG in
Singapore and Chairman of KPMG Asia Pacific; Professor Jeremy Goh Choo Yong,
Senior Member of SIAS Management Committee; David Smith, Head of Corporate
Governance, Aberdeen Asset Management Asia, and Associate Professor Lim Chu
Yeong, School of Accountancy, SMU.
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SMP Dialogue: Staying Relevant in an
Increasingly Competitive Environment

Rowland Kew, Co-Chair of OneSMP, and Managing Partner, CA Practice PAC, shared the role of OneSMP in
the SMP ecosystem.

ISCA launched the SMP Dialogue to provide small and medium-sized accounting
practices (SMPs) with a platform to share best practices and network with one
another. The inaugural session of the SMP Dialogue, an ISCA initiative, was held in
October 2014.
Against the backdrop of rising business costs, tighter regulatory compliance and
shifting dynamics in talent attraction and retention, ISCA organised the second SMP
Dialogue, themed “Staying Relevant in an Increasingly Competitive Environment”, in
July 2015. The session provided a platform for members to learn from fellow
practitioners, and find out how they manage the common issues that many SMPs are
also facing. Nine speakers were invited to share their thoughts, experiences, and
views across the three broad topics of human resource, audit quality, and the
business landscape.
The speakers shared on how structured inhouse training and a better understanding

The speakers shared on how structured inhouse training and a better understanding
of generation Y can help motivate and extract the most out of a generation of
employees who have vastly different mindsets. The Singapore Workforce
Development Agency was also invited to speak about how the government supports
the hiring of talents through a recently-launched scheme called P-Max. Helmi Talib,
Managing Partner of Helmi Talib & Co, spoke about his firm’s journey in implementing
SSQC 1 and the benefits it has brought to his firm.

The panel discussion was moderated by John Lim, Partner, PKF-CAP LLP.

Rounding off the session was a panel discussion helmed by five partners from five
SMPs, each representing a different segment of the accountancy sector. Participants
benefited from the diverse views of the panellists regarding the rise in the audit
threshold and how the SMP community can band together to identify synergies, and
help one another to level up.
The SMP Dialogue is gaining traction among our members. This second session was
fully subscribed, with more than 60 participants. For members who were unable to be
there, we are happy to provide more details about what transpired at the session.
As an ongoing series, the next SMP Dialogue session will be held in November. We
look forward to bringing you more relevant updates and opportunities for
networking, and adding value to your membership.
Formed in 2013, OneSMP serves as a platform to foster collaboration among
progressive SMPs. The working group would help to shape, champion and testbed

progressive SMPs. The working group would help to shape, champion and testbed
initiatives that are suited for the broader community. There are currently 10
members in OneSMP, with an intention to grow the group to about 20 members.
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The Singapore National Day Awards are a means of recognising the various forms of
merit and service to the country. This year, a total of 3,888 individuals in 23 award
categories received National Day honours. ISCA is proud to announce that 46 of our
members were conferred awards for their outstanding service and merit to the
country.
On behalf of the Institute of Singapore Chartered Accountants, Gerard Ee, President
of the Institute, would like to extend his most heartfelt congratulations to our award
recipients. ISCA is proud of you.

THE PUBLIC SERVICE STAR (BAR) 2015
MR JACK SOH TZE CHURN JP, BBM
Nee Soon GRC
Chairman
Nee Soon South CCC

THE COMMENDATION MEDAL 2015
MR HO WOEI YEN

MR HO WOEI YEN
Ministry of Finance
Manager
Group Internal Audit Division
Singapore Totalisator Board
MR DAVE LAU YEE SIANG
Ministry Of Finance
Deputy Director, Finance,
Accounting and Corporate Regulatory Authority
MR LEK YONG KWANG
Ministry of Trade and Industry
Finance Policy & Shared Services Director
Sentosa Development Corporation
MISS NG LEE PENG
Ministry of Finance
Manager
Accounting & Processing Division
Inland Revenue Authority of Singapore
MDM ELAINE NG TZE ING
Auditor-General’s Office
Senior Assistant Director
Group 2
Auditor-General’s Office
MISS TAY SOONG KIANG
Ministry of Social and Family Development
Deputy Director, Fund Allocation
National Council of Social Service

THE PUBLIC ADMINISTRATION MEDAL (BRONZE) 2015
MISS DONNA LOH HSIANG LENG
Ministry of National Development
Deputy Director (Treasury & Systems Management)
Treasury & Payment Department, Finance Group
Housing & Development Board
MISS QUEK PUAY KIANG
Ministry of Finance
Tax Director
Corporate Tax Division
Inland Revenue Authority of Singapore
MR SIGIT GUNAWAN
Ministry of National Development

MR SIGIT GUNAWAN
Ministry of National Development
Director, Finance
Corporate Resource Management Group
Finance Dept
Agri-Food & Veterinary Authority
MS SIM GEK CHEOK
Ministry of Education
Deputy Director (Operations), Finance
Nanyang Polytechnic
ASSOC PROF TAN HOCK NEO PEARL
Ministry of Education
Associate Professor of Accounting (Education)
School of Accountancy
Singapore Management University
MS TAN YEE THENG
Prime Minister’s Office
Director & Head (Banking I Div II)
Banking Department I, Division II
Monetary Authority of Singapore
MDM TAY BOON HWEE
Ministry of the Environment and Water Resources
Former Deputy Director, Finance Department
Corporate Devt Division
Ministry of the Environment and Water Resources
MDM YEO POH NOI
Auditor-General’s Office
Audit Director
Group 2
Auditor-General’s Office

THE PUBLIC SERVICE MEDAL 2015
MR CHUA CHOONG THOONG
Holland-Bukit Timah GRC
Vice-Chairman
Zhenghua CCC
MR GOH CHEOW KHOON
Holland-Bukit Timah GRC
Treasurer
Bukit Timah CCC
MDM LOW WAI PENG
Central Singapore CDC

MDM LOW WAI PENG
Central Singapore CDC
Member
Central Singapore CDC
MR PAUL MA KAH WOH
Ministry of Education
Member, National University of Singapore
Board of Trustees
MR MAK KEAT MENG
Ministry of Trade and Industry
Board Member
SPRING Singapore
MR RICHARD SIM HWEE CHER
Ministry of Social and Family Development
Honorary General Secretary
National Council of Social Service
MDM ANGELINE TAN SIANG KENG
West Coast GRC
Treasurer
Telok Blangah CCMC
MDM DEBORAH TAN YANG SOCK
Mnistry of Education
Deputy Chairman
Ngee Ann Polytechnic
PROF TEO CHENG SWEE JP, PBM
Marine Parade GRC
Chairman
Kembangan-Chai Chee CCC
MR HENRY YEO WEE HENG
Ministry of Social and Family Development
Vice-Chairman
Board of Visitors (Women’s Charter)

THE LONG SERVICE MEDAL 2015
MDM ANG GEOK GUAN
Auditor-General’s Office
Senior Assistant Director
Group 1a
Auditor-General’s Office
MS CHIAM YAH FANG
Ministry of Finance

MS CHIAM YAH FANG
Ministry of Finance
Assistant Commissioner
Corporate Tax Division
Inland Revenue Authority of Singapore
ASSOC PROF CHNG CHEE KIONG
Ministry of Education
Associate Professor
Department of Accounting
NUS Business School
National University of Singapore
MDM CHU AI LEE
Auditor-General’s Office
Senior Assistant Director
Group 4
Auditor-General’s Office
MR GANESAN
Auditor-General’s Office
Senior Assistant Director
Group 2
Auditor-General’s Office
MISS HENG CHAY KIANG, CHRISTINA
Ministry of Finance
Senior Tax Specialist (Accredited)
Corporate Tax Division
Inland Revenue Authority of Singapore
ASSOC PROF HO KIM WAI
Ministry of Education
Associate Professor
College of Business (Nanyang Business School)
Nanyang Technological University
MS HO KIT HAN
Ministry of National Development
Director, Finance
Urban Redevelopment Authority
PROF HO YEW KEE
Ministry of Education
Professor
Department of Accounting
NUS Business School
National University of Singapore
ASSOC PROF WINSTON KWOK CHEE CHIU
Ministry of Education

ASSOC PROF WINSTON KWOK CHEE CHIU
Ministry of Education
Associate Professor
Department of Accounting
NUS Business School
National University of Singapore
MISS LAM MEI MEI
Ministry of Finance
Manager
Individual Income Tax Division
Inland Revenue Authority of Singapore
MDM LAU HUI TIANG
Ministry of National Development
Director
Finance Department
Corporate Development Group
Building and Construction Authority
MS LIM LAI HONG
Ministry of Health
Chief Financial Officer
National Dental Centre of Singapore
Singapore Health Services
MS IVY LIM SIEW ENG
Ministry of Finance
Director (Corporate Development)
Accountant-General’s Department
Ministry of Finance
MISS LOK HWEE LING
Ministry of Finance
Tax Specialist (Accredited)
Corporate Tax Division
Inland Revenue Authority of Singapore
MS LOO SWEE CHENG
Ministry of Health
General Manager
National Skin Centre
National Healthcare Group
MR PETER OOI KEAN HUAT
Ministry of Education
Senior Lecturer
School of Business
Temasek Polytechnic
MRS JEANA OON-CHUA CHOR HONG

MRS JEANA OON-CHUA CHOR HONG
Ministry of Finance
Senior Tax Specialist (Accredited)
Goods and Services Tax Division
Inland Revenue Authority of Singapore
MRS TAN-HOON LEE ENG
Ministry of Finance
Assistant Manager
Individual Income Tax Division
Inland Revenue Authority of Singapore
MS HARRIET MARION VAN BUERLE
Ministry of Finance
Director
Corporate Services Division
Inland Revenue Authority of Singapore
MR YAP KONG HUAT
Ministry of Finance
Tax Officer
Enforcement Division
Inland Revenue Authority of Singapore
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This year, the People’s Association (PA) Awards scheme, WeCARE Awards, has been
renamed WeCONNECT Awards. While the name has changed, the crux of the award
remains the same – to recognise the efforts of Grassroots Organisations (GROs) in
reaching out and bringing the community together.
As an Institute, ISCA cares about Singapore and the community in which we live, work
and play. In 2010, we signed a Memorandum of Understanding with PA to encourage
our members to volunteer with PA’s GROs, where they can contribute their skills in
aid of the community. GROs also benefit from having professional expertise to
oversee their finances.
We are pleased that 13 of our members have served and continue to serve in various
capacities in the constituencies. A total of 19 constituencies were presented various
WeCONNECT Awards during the awards ceremony.

ISCA Members Serving in Constituencies that Received the 2015 WeCONNECT
Awards
MR TOK SOON LEONG
Treasurer
Braddell Heights CCC,
Vice-Chairman
Braddell Estate NC,
Braddell Heights

MDM WONG SZE WAI
Assistant Treasurer
Bukit Panjang CCC,
Bukit Panjang
MR QUAH BOON WEE
Assistant Treasurer
Cashew Zone 2 RC,
Cashew
MDM SEAH GEK CHOO
Treasurer
Kampong Glam CCMC,
Kampong Glam
MDM CHONG CHIN FAH
Treasurer
Mountbatten CCC,
Mountbatten
MR PERIAKARUPPAN ARAVINDAN
Member
Mountbatten C2E,
Mountbatten
MISS CHUI QING MUNN
Assistant Treasurer
Nee Soon Central CCMC,
Assistant Treasurer
Nee Soon Central Zone 1 RC,
Treasurer
Nee Soon Central CC YEC,
Nee Soon Central
MR GOH SHER WEE
Treasurer
Serangoon CCC,
Serangoon
MISS LIM KE XIN
Grassroots Member
Serangoon CCC,
Serangoon
MR CHONG SIMON
Assistant Treasurer
Hwi Yoh Court RC,
Serangoon

Serangoon
MISS ONG MEI PING
Member
Tampines West CCC,
Tampines West
MDM LIM BEE HUI, JOANNE (LIN MEIHUI)
Assistant Treasurer
Farrer Holland NC,
Ulu Pandan
MR TING CHOON YEW
Member
Ulu Pandan CCC,
Associate Member
Mount Sinai NC,
Ulu Pandan
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A Great Start to ISCA Games 2015!
The sporting event that accountants have been waiting for is back! ISCA is pleased to
bring you this year’s edition of the ISCA Games – and it is even bigger, with more
games and events. The positive response shows that the Games are gaining favour as
a platform for accounting professionals to get together, and show their athletic
prowess across several friendly (but rigorous) competitions. To recognise our
members’ effort, the points chalked up at the ISCA Run on May 30 would also add to
the total Games points.

ISCA President signalled the start of ISCA Games 2015!

The opening ceremony of ISCA Games 2015 took place at Orchid Country Club on
June 27. This year, 14 participating firms, including an ISCA team, would be pitting
their skills across 26 sporting categories over three months.
The Institute rolled out this year’s Games with the introduction of a new sport,
Dragonboat Racing, and already, seven teams have signed up for it. Darts, which was
once a Novelty game (Novelty games do not contribute points towards the
championship trophy), has been elevated to a full-fledged competitive event. The two
changes were made based on suggestions by many firms and participants.
Supporters and well-wishers have been out in force to cheer on their favourite teams
and sporting heroes, and taking the opportunity to network and strengthen the
camaraderie in the sector.
Who will lift the championship trophy this year? So far, it’s anyone’s game. But stay
tuned, because all will be revealed in the later part of the year.

IN TUNE I S C A N E W S
ISCA New Members’ Night: Maximising Your
Membership Value

ISCA CEO Lee Fook Chiew spoke about the different ways that members can maximise the value of their
membership.

New Chartered Accountants of Singapore were welcomed into the ISCA family on June
24, at the second New Members’ Night event this year.
In his welcome speech to members, ISCA CEO Lee Fook Chiew underlined the
increasing competitiveness of the world economy today and how the Institute’s
initiatives equip members with a global outlook to enjoy greater recognition
professionally. As ISCA members, CAs (Singapore) are identified as having the skills
and expertise to excel in their respective industries and careers.

Newly-minted members taking the ISCA Oath

Besides an opportunity to network with fellow professionals at the event, the

Besides an opportunity to network with fellow professionals at the event, the
members displayed their creativity as they engaged with each other to participate in
the Photo Contest. The mechanics of the Photo Contest were straightforward – in
groups, members must take photographs against the ISCA backdrop, showing the
membership certificates presented to them that evening. Entries were strongly
encouraged to encompass the event theme – “Maximising your membership value”.

The winning team with the best photo: Together as One, Enriching Us All

The sporting members participated in the contest with much enthusiasm and came
up with creative group names, poses and captions for their entries. The winning
team, which called itself “I am Super CA”, caught the judges’ attention for the zeal and
optimism displayed in their entries. That their group name can be shortened to
“ISCA”, mirroring the Institute’s acronym, was an inventive touch that did not go
unnoticed.

ISCA COO Goh Puay Cheh (extreme left) with the winning team, I am Super CA, or ISCA for short

The empowerment and pride that members have for their professional standing and
their ISCA membership were evident in their photo submissions, which also conveyed

their ISCA membership were evident in their photo submissions, which also conveyed
the event theme of maximising members’ professional value.

More pictures of the New Members’ Night, and photos from the Photo Contest, can
be found on our Facebook page.
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A Step Up in Tax Knowhow with SIATP

SIATP board member Latha Mathew (front row, 3rd from right) joined facilitators from Deloitte & Touche
LLP, Daniel Ho and Ghamazy Rashid (standing, right), to address queries on the tax impact of FRS 115.

The Singapore Institute of Accredited Tax Professionals (SIATP) successfully
concluded various fully-subscribed Tax Excellence Decoded seminars that enhanced
accredited tax professionals’ technical competency on diverse tax topics.

Liu Hern Kuan, Head of Tax at Rajah & Tann Singapore LLP, addressed a capacity-filled room of tax
professionals and business leaders on considerations in tax disputes.

The impending introduction of the new accounting standard FRS 115 will significantly
affect the approach towards revenue recognition. Explaining the key changes at a
recent event was Ghamazy Rashid, followed by a discussion on the possible tax
implications with Accredited Tax Advisor (Income Tax) Daniel Ho at the helm. Mr
Ghamazy is Director and Mr Ho is Tax Principal, Deloitte & Touche LLP. Robust
audience participation ensued with valuable feedback on potential implementation
issues of FRS 115.

Meaningful and vibrant exchanges developed over refreshments

A reflection of how well accredited tax professionals are attuned to the ways of
business was a session on the implications of cross-border staff movement by
Accredited Tax Advisor (Income Tax) Sivakumar Saravan, Executive Director at Crowe
Horwath First Trust Tax Pte Ltd. He dissected practical scenarios, explained
opportunities, tax risks and the often-overlooked aspects of compliance for crossborder movement of employees. Participants discerned how the Double Taxation
Agreements could be leveraged to manage overseas tax exposure for international
staff deployment.
Moving a level up from specific business issues to corporate matters, Liu Hern Kuan,
Head of Tax at Rajah & Tann Singapore LLP, provided clarity on various business
considerations in the area of tax disputes. The highly-rated session ended with
references and knowhow drawn through a case law discussion.
Visit SIATP to find out how to get a step (or two!) ahead in tax and stand out with
accreditation.

IN TUNE I S C A N E W S

Disciplinary Findings
UPON FINDING that Mr Chien Hong Lian, CA (Singapore), had breached Rule 64.6 of
the Institute (Membership and Fees) Rules, in that he self petitioned to be a bankrupt
on 25 September 2014 and is still an undischarged bankrupt, the Disciplinary
Committee ordered that his name be removed from the register and that he shall
cease to be a Member of the Institute with immediate effect.
UPON FINDING that Mr Ong Kian Wee, CA (Singapore), had breached Rule 64.6 of the
Institute (Membership and Fees) Rules, in that he was adjudged a bankrupt by
Malayan Banking Berhad on 27 November 2014 and is still an undischarged bankrupt,
the Disciplinary Committee ordered that he be suspended with immediate effect until
such time when he is discharged.

IN TUNE I S C A N E W S

ISCA Breakfast Talk: Procurement Fraud – Are
You Ready?
According to The PwC Global Economic Crime Survey 2014, 29% of organisations have
experienced procurement fraud. Managing procurement fraud is everyone’s
business, and in the ISCA Breakfast Talk session on July 8, we were reminded to ask
ourselves what anti-fraud controls we have in our respective organisations.
More than 70 members attended the “Procurement Fraud – Are You Ready?” session
presented by Melissa Aw Yong, Governor, The Institute of Internal Auditors
Singapore. She covered the different types of procurement fraud schemes, and
shared various internal controls and methods that can help detect and prevent
procurement fraud. She also highlighted the common red flags of procurement fraud.
“Although it was an early session, the topic was helpful and the coverage was
sufficient to improve my general understanding of the topic. I look forward to topics
such as ethics, tax and FRS,” said participant Tang Jan Liam. “The overall session
timing was good and in my opinion, worth the event fee. I would definitely sign up for
more of such sessions, especially on ethics,” said fellow participant Lee Kong Hwee.

Seeing Revenue In a Different Light

BY

LIM JU MAY AND JEZZ CHEW

ASSESS, COMMUNICATE, IMPLEMENT
Revenue is defined in the new revenue standard, IFRS 15 Revenue from Contracts with
Customers, as “income arising in the course of an entity’s ordinary activities”1. The core
principle of IFRS 15 is that “an entity recognises revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to
which the entity expects to be entitled in exchange for those goods or services”2. It is
interesting to note that this is not very different from the textbook definition of revenue
25 years ago as “consisting of the monetary value of goods and services that have been
delivered to customers”3.
What then has changed, and how would this new revenue standard affect the age-old
accounting for revenue?
To get a sense of the magnitude of the change, IFRS 15 contains a total of 129 paragraphs
in its main body and a further 89 paragraphs in its Application Guidance (which is an
integral part of the standard). This amounts to over five times the 42 paragraphs in the
existing IAS 18 Revenue. Numbers aside, the key change arises from the enhancement of
the existing IAS 18 revenue recognition rules that contain little or no specialised
industry/transaction guidance, with the exception of IAS 11 Construction Contracts.
Because the principles for revenue recognition in IAS 18 are quite broad, many
companies use their judgement to apply them in their specific situations, with some
developing their own accounting policies based on US GAAP rules. This is because US
GAAP has very detailed and comprehensive rules on revenue recognition for various
industries and specific areas. This has resulted in diverse accounting practices and
increased the risk of revenue recognition fraud, as attested to by the requirement in
auditing standard ISA 240 to presume that there are risks of fraud in revenue recognition.
There is also a need for a more robust revenue framework to address (a) more complex
transactions, and (b) multiple-element arrangements – both of which are more common
today. These are some of the reasons why IASB and FASB jointly undertook a complete
review of the revenue standard over a decade ago. Some have said that this is the most
notable success story for the convergence efforts by IASB and FASB. IFRS 15’s new “fivestep model revenue recognition rule”, based on the “transfer of control” model, replaces
the existing “risk and reward” model. Under the new rule, revenue is recognised when (or

the existing “risk and reward” model. Under the new rule, revenue is recognised when (or
as) the entity satisfies a performance obligation by transferring a promised good or
service to a customer (which is when the customer obtains control of the good or
service). Two new key concepts – “performance obligation” and “transfer of control” – are
introduced in the new standard. In addition, IFRS 15 focuses on revenue from customer
contracts whereas IAS 18 covers a wide range of revenue including revenue not derived
from customers such as interest income.

IFRS 15 requires the allocation of the transaction price to each
performance obligation identified in a contract on a relative standalone
selling price basis...

Step 4 “Allocate the transaction price to the performance obligations in the contract”
introduces a significant change to the existing practice for entities with multiple-element
arrangements. The transaction price must be allocated to each performance obligation
on the basis of the relative standalone selling prices of each distinct good or service
promised in the contract. In Step 5 “Recognise revenue when (or as) the entity satisfies a
performance obligation”, revenue is recognised when control of goods or services is
transferred to the customer. This addresses the issue of the timing of revenue
recognition for long-term contracts in industries such as telecommunication (telco),
software development and real estate development.
Let us take the popular example of a telco company where customers would enter into a
two-year contract plan and receive a free handset. Most telco companies would recognise
the entire contract value as revenue over the two-year service period, without allocating
any revenue in return for delivering the handset at the beginning of the contract. The
cost of handset would be treated as the cost of acquiring the customer.
Currently, IAS 18 contains a rather obscure sentence within paragraph 18 which states
that “in certain circumstances, it is necessary to apply the recognition criteria to the
separately identifiable components of a single transaction in order to reflect the
substance of the transaction”. Hence, even under existing IAS 18 rules, the identifiable
components would be the handset and monthly service plan. However, IAS 18 does not
give any guidance on how to identify these components and how to allocate selling price,
resulting in different practices being applied. Some telco companies do identify these two
components, but allocate a zero revenue amount of the two-year contract value to the
handset because the handset is given to the customer for “free”. This is because the
existing IAS 18 defines revenue as a gross inflow of economic benefits arising from
ordinary activities of an entity, and some entities have regarded the revenue from the
handset to be nil in the absence of specific guidance on multi-element arrangements.
IFRS 15, however, requires the allocation of the transaction price to each performance
obligation identified in a contract on a relative standalone selling price basis, and the
allocation of zero revenue to “free” handsets would no longer be allowed.

CHALLENGES FACED BY MAJOR INDUSTRIES IN SINGAPORE
On 19 November 2014, Singapore Accounting Standards Council issued the local
equivalent of IFRS 15, that is, Singapore Financial Reporting Standard (FRS) 115 Revenue
from Contracts with Customers.
In the following pages are insights from members of ISCA’s Revenue Working Group4 on
some key application challenges for FRS 115 faced by three major industries in Singapore
– Industrial Asset Manufacturers, Real Estate Developers and Original Equipment
Manufacturers (OEM).
1

IASB, IFRS 15 Revenue from Contracts with Customers, 2014, Appendix A:
Defined terms;
2 IASB, IFRS 15 Revenue from Contracts with Customers , 2014, paragraph 2;
3 Frank Wood, Business Accounting Volume 1 (Fifth edition),1989
4 ISCA, through its Financial Reporting Committee (FRC), formed a Revenue Working
Group to solicit, analyse, discuss and, where possible, address the implementation issues
on FRS 115 from industries most impacted in Singapore.

FOCUS F R S 1 1 5

Industrial Asset Manufacturers

BY

SHARIQ BARMAKY Chairman, ISCA Revenue Working Group & leader, Construction of
Industry Assets focus group; Partner, Deloitte & Touche LLP
A contract to construct a specific industrial asset, for example, a rig, a vessel or certain
specialised equipment for a customer (an industrial asset contract) may span more
than one accounting period. This has implications on the amount and timing of
revenue recognition under FRS 115, where the requirements are different from
present practice under existing FRSs.

PARAGRAPH 35(C) OF FRS 115 CRUCIAL TO RECOGNISING REVENUE OVER
TIME
In instances when the criteria in paragraphs 35(a) and 35(b) of FRS 115 for revenue
recognition over time are not applicable, a seller will have to evaluate whether it meets

recognition over time are not applicable, a seller will have to evaluate whether it meets
the criteria in paragraph 35(c) of FRS 115, that is, whether it is creating a work-inprogress asset which has “no alternative use” and in respect of which the seller has an
“enforceable right to payment for performance completed to date”. These criteria are
not explicit in existing FRSs applicable to recognising revenue over time and are likely
to pose a significant issue for some sellers.
The “no alternative use” sub-criterion requires consideration of contractual restrictions
and practical limitations (due to the extent of customisation of the asset’s
specifications) on the seller’s ability to readily direct the asset for another use,
example, selling to a different customer. A contractual restriction would not likely be
substantive if a seller normally produces multiple units of assets of similar
specifications and they are practically interchangeable.
As for the practical limitations consideration, even when heavily customised, an asset
may not require significant costs to be reworked and sold to another customer at a
profit. In such a case, it is unlikely that the practical limitation criterion is met.

Under FRS 115, the service element of the warranty is a separate
performance obligation, and an entity shall allocate the transaction price
to the product and to the service element of the warranty.

An “enforceable right to payment” would ordinarily be provided for in a contract, but
when it is not, such a right may be conferred upon the seller by legislation,
administrative practice or legal precedent. One of the key points underpinning this
criterion is the seller’s enforceability of that right. A seller would not meet this criterion
simply by including a right to payment clause in a contract if the clause has no binding
legal effect. A seller that enters into contracts with customers in multiple jurisdictions
with different laws will need to understand the legal frameworks in each jurisdiction to
evaluate whether a right to such payment is enforceable.

CURRENT PRACTICE FOR WARRANTIES WOULD CHANGE
Another area that is different from existing FRSs is the accounting for warranties,
which are presently recognised as a cost provision under FRS 37. We understand that it
is common for warranties in industrial asset contracts to include two types of elements
– assurance element and service element.
For example, a warranty may provide assurance on the quality of the asset (assurance
element) and provide a free maintenance plan for two years (service element). Under
FRS 115, the service element of the warranty is a separate performance obligation, and
an entity shall allocate the transaction price to the product and to the service element
of the warranty. In such cases, judgement will be needed to determine the allocation of
the transaction price in a reasonable manner to the service element.
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Real Estate Developers

BY

REINHARD KLEMMER Deputy Chairman, ISCA Revenue Working Group & leader, Real
Estate industry focus group; Partner, KPMG Singapore
Will there be much change for developers and other companies active in the real
estate market when they apply the principles of FRS 115 in their revenue process? We
will briefly highlight the areas companies in the real estate sector should be watching
out for with respect to the new accounting standard for revenues.

LAWS AND REGULATIONS DO AFFECT TIMING OF REVENUE RECOGNITION
Location, location, location – the three key value drivers for real estate are also
important when it comes to revenue recognition. Local laws and regulations vary
significantly, not just between countries but even between different types of real
estate within the same country, such as residential and commercial properties. This is

estate within the same country, such as residential and commercial properties. This is
affecting revenue recognition in particular for developers.
One of the conditions that needs to be fulfilled in order to recognise revenue over the
period of construction of a property is the “enforceable right to payment for
performance completed to date” (FRS 115.35(c)) that the developer needs to have.
What does that mean in practice?
In the Singapore context, “Standard Residential Sales & Purchase Agreements” (SPA)
contain clauses that are interpreted as giving the developer such a right. Past legal
cases also support that interpretation. Typically, both parties to the SPA are bound by
the agreement and neither party has the right to early terminate the contract
unilaterally. However, the right to payment for performance to date needs to be
assessed against the background of a breach of contract by the buyer. SPAs governed
by Housing & Development Board’s rules that require the buyers to qualify for the
purchase of the property at TOP (Temporary Occupation Permit) when the property is
handed over will not be able to recognise revenue over time. The contingency that the
rules introduce prevents the developer from having the right to payment for
performance to date until the contingency is resolved upon handover of the property.
For customised sales and purchase agreements, for example, for the construction of
commercial properties, an analysis of the contract terms will be required in order to
determine the appropriate timing for revenue recognition.
As most property developers are not only active in Singapore, but also across the
region, separate assessments will be required for the various legal jurisdictions within
which they develop properties. The result will likely be that revenue recognition will
not be consistent across the region. For some of the development projects, revenue
will likely be recognised over time, whereas for other projects, revenue will only be
recognised upon completion.

As for land, given its high cost in Singapore, the most significant aspect
will be how to include the cost of land in the determination of the
percentage of completion and whether any change to the currently
applied methodology is required.

MEASUREMENT OF PROGRESS UNDER FRS 115 AND POTENTIAL CHANGES TO
EXISTING ACCOUNTING POLICIES
Another aspect that should be considered is how progress is measured when revenue
is recognised over time. The percentage of completion will drive revenue recognition
and in particular, the reported profit. FRS 115 does contain some guidance on how to
measure progress, and companies should carefully assess whether any changes to
their current accounting policies are required. Uninstalled materials and equipment,
for example, an elevator delivered to the construction site but not yet installed, should
not be taken into consideration when assessing the stage of completion. As for land,
given its high cost in Singapore, the most significant aspect will be how to include the

given its high cost in Singapore, the most significant aspect will be how to include the
cost of land in the determination of the percentage of completion and whether any
change to the currently applied methodology is required. There are mixed views on
this matter of land cost and this issue has been raised to the IASB-FASB Joint Transition
Resource Group for Revenue Recognition for clarification.
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Original Equipment Manufacturers

BY

TAN SENG CHOON Member, ISCA Revenue Working Group & leader, OEM industry
focus group; Partner, Ernst & Young LLP
Applying the principles of FRS 115 in the revenue process of contract manufacturers
requires careful analysis and consideration. Given the specialised nature of the OEM
industry, professional judgement would be required to be exercised in assessing
individual sales transactions and contracts. Hence, the following are some key areas
that contract manufacturers should be focusing on in their evaluation of appropriate
sales recognition policy for these sales contracts.

IS A SALES FORECAST A CONTRACT?
A customer may enter into a master agreement that sets out the broad terms and
conditions. The sales forecast and purchase orders may form part of this master

conditions. The sales forecast and purchase orders may form part of this master
agreement or be incorporated through supplemental agreements. Due to the set-up
time and anticipated demand, it is not uncommon for the manufacturers to produce
quantities in excess of the purchase orders or sales forecast so as to reap the benefits
of economies of scale. While it is unambiguous that the purchase order constitutes a
contract within the ambit of FRS 115, the question is whether the sales forecast in itself
represents a contract in respect of those quantities produced in excess of the
purchase orders. In some cases, it is possible that there is an implied contract
established by customary business practices for quantities in excess of sales forecast.

DOES A MOULD FABRICATED TO MANUFACTURE THE END PRODUCTS
QUALIFY AS A DISTINCT PERFORMANCE OBLIGATION?
Another question relates to the identification of performance obligations. In certain
projects, a mould is required to be fabricated and the end products are produced
using that mould. The contract manufacturer may either deliver the mould or use it for
the manufacturing of the parts. Consideration paid may or may not be negotiated
separately for the mould and the end products. The question that invariably arises is
whether the mould constitutes a distinct performance obligation that should be
identified separately for the contract, or whether it should be viewed together with the
end products in the contract as a single performance obligation, that is, the end
products are so highly dependent on the mould itself that the two cannot be
separated.

While it is unambiguous that the purchase order constitutes a contract
within the ambit of FRS 115, the question is whether the sales forecast in
itself represents a contract in respect of those quantities produced in
excess of the purchase orders.

PERFORMANCE OBLIGATION SATISFIED AT A POINT IN TIME OR OVER TIME?
Currently under FRS 18, contract manufacturers generally would recognise revenue
upon the sale of the underlying goods and services. FRS 115 raises the question of
whether performance obligations are satisfied over time if the underlying product
does not have an alternative use to the entity, and protective clauses are enshrined
within the contractual agreement with the customers. Given the high level of precision
in the specifications for some of the contracts, it is envisaged that satisfying the
condition of not having an alternative use to the entity will not be unduly onerous. It is
also common for contracts to set out protective clauses for payment to date if the
contract is cancelled.

ASSESS, COMMUNICATE, IMPLEMENT
After hearing the challenges that these industries may face, we should not

After hearing the challenges that these industries may face, we should not
underestimate the impact of the application of the new revenue standard. While it is
clear that this new standard has a direct impact on the financial reporting functions,
one should also expect changes in systems, processes and internal controls,
remuneration packages, taxes, sales contracts and other areas, in order to comply with
this new standard.
Lim Ju May is Deputy Director, and Jezz Chew is Manager, TSDA, ISCA.
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The ASEAN MRA On Accountancy
Services

BY

JOYCE TANG

WHAT’S IN IT FOR YOU
The goal of the Association of Southeast Asian Nations (ASEAN) is to create, not
destroy. That is evident in the region’s commitment to establish the ASEAN Economic
Community (AEC) by 2015. The AEC is a new trade bloc which aims to transform ASEAN
into a single market and production base. Once implemented, the AEC will allow the
ASEAN member states (AMS) to enjoy free movement of goods, services and
investment, as well as benefit from smoother flow of capital and skilled labour.
With services (such as business services like legal, accountancy and HR) being an
important part of economies and trade, the liberalisation of trade in services will help
ASEAN to achieve the objective of the AEC sooner. Under the AEC, the mobility of
accountants within the region is facilitated by the ASEAN Framework Agreement on
Trade in Services (AFAS)1, and the Mutual Recognition Arrangement on Accountancy
Services (MRAA).
History

Following the 1995 adoption of AFAS by the governments of the ASEAN member
states (AMS), the ASEAN Co-ordinating Committee on Services (CCS) was formed in
1996 to drive services integration initiatives under the AFAS. The then-Trade
Development Board (now known as IE Singapore) decided that ISCA should join the
Singapore government in the CCS meetings. As a result of the Institute’s extended
involvement in CCS meetings, the Institute gradually became the de facto Singapore
representative to negotiate the MRAA.

ASEAN MRAA
The ASEAN Mutual Recognition Arrangement Framework on Accountancy Services
(MRA Framework), signed on 26 February 2009 by the ASEAN Economic Ministers, laid
down the broad principle and framework for the negotiation of MRAs on accountancy
services among the AMS. In May 2012, Singapore, through ISCA, was elected to chair
the Professional Regulatory Authorities (PRA) Meeting to negotiate and finalise the
MRAA. In November 2014, the MRAA was signed by all 10 AMS. The objectives of the
MRAA are as follows:
a) To facilitate mobility of accountancy services professionals across ASEAN;
b) To enhance the current regime for the provision of accountancy services in the AMS;
c) To exchange information in order to promote adoption of best practices on
standards and qualifications.

standards and qualifications.
The MRAA covers the provision of accountancy services as defined under Central
Product Classification (CPC) 8622 of the United Nations, except for signing off of the
independent auditor’s report and other accountancy services that require domestic
licensing in AMS. However, the MRAA does not prevent cross-border movement of
professional accountants providing external auditing services and other accountancyrelated services that require domestic licensing in AMS through separate bilateral or
multi-lateral MRAs among AMS.

HOW YOU BENEFIT
Increased market access to other ASEAN markets
Singapore is a small market of about 5.5 million people, and an average economic
growth of 3.6% over the last two years. In contrast, AEC is the the world’s seventh
largest economy with a population of over 600 million, and growing at about 5.3%
annually. Singapore companies would certainly stand to gain from having greater
market access to ASEAN markets through the AEC.
MRAs, such as the one signed for accountancy, are trade-facilitative instruments that
enhance market access. For instance, an ISCA member may face challenges in a
country that only allows its citizens to provide certain accountancy services
notwithstanding that no domestic licensing is required on those services. The ISCA
member can, under the MRAA, legally provide accountancy services in the said market.
The set of conditions under the MRAA are such that exporters of accountancy services
are considered generally satisfactory for practice in another jurisdiction without having
to undergo extensive re-training or re-qualification procedures. This saves time and
costs. At the same time, the importing (host) country is assured that service providers
from another AMS meet accepted minimum expectations without having to impose
further compliance requirements.
Stronger brand equity for CA (Singapore)
The MRAA also provides Singapore with an invaluable opportunity to promote the CA
(Singapore) designation overseas. Under the MRAA, an ISCA member who is allowed to
provide accountancy services in a host country is required to work in collaboration
with a local accountant in the host country. ISCA members should take the opportunity
to share their experiences and best practices with the local partners. In doing so, ISCA
members would steadily gain reputation as trusted high-quality professional
accountants in the region. This contributes towards building the brand equity for CA
(Singapore).
Enhanced ASEAN-centric knowledge
One of the objectives of the MRAA is to promote the exchange of information,
experiences and best practices among the AMS. The interactions will be useful in
helping ISCA members gain valuable ASEAN-centric knowledge. In particular, members
in small and medium-sized practices can share their ASEAN-centric knowledge with
clients who are considering regional expansion. This will help to enhance their value as

clients who are considering regional expansion. This will help to enhance their value as
trusted business advisors especially among the small and medium-sized enterprises.

HOW YOU QUALIFY
Eligibility to apply for ACPA
Under the MRAA, a professional accountant (PA) who is a national of an AMS and who
possesses the necessary qualifications (see Table 1 for details) can apply through the
Monitoring Committee (MC) of his country of origin, to be registered as an ASEAN
Chartered Professional Accountant (ACPA).
The MC shall assess the applicant according to the agreed-upon criteria set out in
Table 1 and prepare an Assessment Statement to be submitted to the ASEAN
Chartered Professional Accountant Co-ordinating Committee (ACPACC). Upon
acceptance by the ACPACC, the applicant shall be accorded the title of ACPA.
Eligibility to practise in host country
After being conferred the ACPA, the PA can now apply to the National Accountancy
Body (NAB) or PRA of a host country (whichever is the applicable entity for that AMS) to
be registered as a Registered Foreign Professional Accountant (RFPA). In doing so, the
applicant has sworn to be bound by the codes of professional conduct enforced by his
country of origin as well as the domestic regulations of the host country. The applicant
also has to work in collaboration with a local PA in the host country within the area of
his competency as approved by the NAB/PRA.
Disqualification
Should the RFPA or ACPA contravene the terms of the MRAA, the NAB/PRA of the host
country or country of origin should notify the ACPACC promptly in writing, and the MC
shall then withdraw and deregister the ACPA.

shall then withdraw and deregister the ACPA.
The 10 AMS are now in the midst of discussing and putting in place the plans,
infrastructure and processes to operationalise the MRAA. The MRAA is expected to be
effected in 2017.

One of the key benefits of the MRAA is the provision of market access to
once-protected ASEAN markets. ISCA members looking to provide
accountancy services in ASEAN can do so without having to undergo
further testing or compliance with technical regulations and professional
requirements of the host country.

CONCLUSION
The goal of ASEAN and also AEC is to create, not destroy. Touted as the seventh largest
economy in the world, the AEC is certainly very attractive to Singapore companies
which face a small market at home. In the long term, as the overall competitiveness
and productivity of ASEAN as a single economic region increases, it will become more
attractive to global and pan-ASEAN investors. At the same time, the demand for
business services like legal and accountancy will be on the rise. Thus, the ability of
accountants to provide services beyond national borders within ASEAN is important.
The MRAA is one of the important tools to increase the level of liberalisation of crossborder trade in accountancy services in ASEAN. One of the key benefits of the MRAA is
the provision of market access to once-protected ASEAN markets. ISCA members
looking to provide accountancy services in ASEAN can do so without having to undergo
further testing or compliance with technical regulations and professional requirements
of the host country.
The MRAA is expected to be effected in 2017. As we look forward to greater market
access, it is now time to start thinking about how you and your organisation can
harness the opportunities presented by the AEC.

This article is the last of a three-part series highlighting what AEC is, further expanding
on its implications from a tax perspective, and the opportunities for members under
the ASEAN Mutual Recognition Arrangement for Accountancy Services.
1

The AFAS aims to improve the efficiency and competitiveness of the ASEAN service
industry sector by (i) enhancing cooperation in services among AMS; (ii) improving the
efficiency and competitiveness of ASEAN services industries, diversifying production
capacity and supply, and distribution of services; (iii) eliminating substantial
restrictions to trade in services among AMS, and (iv) liberalisation of trade in services
beyond those undertaken under the General Agreement on Trade in Services of the
World Trade Organisation.

2

The list of accountancy services covered under CPC 862 are financial auditing
services, accounting review services, compilation of financial statements services,
other accounting services and bookkeeping services, except tax returns.
Joyce Tang is Deputy Director, Policy & Strategic Planning/Global Alliances, ISCA.
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Strength through Adversity

BY

Betsy Tan

SEMBCORP INDUSTRIES CFO, KOH CHIAP KHIONG, CA (SINGAPORE)
Not many in the 1990s would view leaving a plush carpeted office in the heart of town
for a building site in obscure Jurong Island as a rare career opportunity but Koh Chiap
Khiong did.

Back then, Sembcorp was a far cry from the multinational group it is today, and its
utilities arm was a fledgling business. To get to his office at Sembcorp’s Utilities site
office on Jurong Island, Mr Koh had to take a ferry from mainland Singapore. Lunch
was simple fare at the contractors’ canteen every day. Once, he and his colleagues
missed the boat back to the mainland and would have been stranded on the island for
the night; luckily someone managed to activate the emergency boat.

“If you had asked me to join a mature organisation where most of the
systems are in place, I would not have been so keen. The most
interesting stage is when most things are still being built. Then, as the
company grows, you can say that you have made some contribution to
its growth.”

Mr Koh had remained undaunted. Drawn by the vision for Jurong Island, he saw
beyond the existing conditions to the opportunities ahead. “I joined the company at
the right time, when it was just growing. We started on Jurong Island and have since
expanded to other countries.”
Today, Sembcorp has total assets of over S$17 billion and a staff strength of more than
8,000. Its businesses span utilities, marine and urban development, serving municipal
and industrial customers around the world.

NO STRANGER TO ADVERSITY
Mr Koh’s long-term vision and tenacity enabled him to ride through Sembcorp’s
tremendous growth journey. He is, in his own words, a person who “thrives on
challenges”. He described his experiences when the company was going through
difficult times as being very “interesting”.
“If you had asked me to join a mature organisation where most of the systems are in
place, I would not have been so keen. The most interesting stage is when most things
are still being built. Then, as the company grows, you can say that you have made
some contribution to its growth.”
This spirit of welcoming challenges was forged in the crucible of early financial
hardship. Being the youngest of six siblings in a family that was not well-to-do taught
him to value “resilience” and to “always come up on top of things, no matter how tough
they are”.
The father of two teenagers is concerned for the current generation. His children are
unlikely to identify with the hardscrabble upbringing he had. “It is tougher to become
more resilient, especially in the current environment, because you are living such a
good life. You have to be unafraid of hardship. I want my kids to develop resilience, to
make sure that they have the drive to continue to do well.”
Similarly, he encourages younger members of the profession to have the tenacity to

Similarly, he encourages younger members of the profession to have the tenacity to
overcome setbacks. “Setbacks can be a positive thing. Do what is within your control to
solve the problem. Worrying achieves nothing. Break down the problem into smaller
chunks. Be passionate and don’t give up easily.”
Mr Koh’s advice comes from his personal experiences of overcoming personal
obstacles. In primary school, he was “playful”, which led to unimpressive school
results. That spurred him to do better in secondary school and junior college. His
grades steadily improved, so much so that he managed to clinch a scholarship
awarded by KPMG, and graduated from university with a First Class Honours in
Accountancy. The scholarship was a blessing as the young Mr Koh was concerned
about being a financial burden to his family. His humble beginnings also motivated Mr
Koh to strive to do better, so that in future, he could give his family a better life.
At KPMG, even though it was “every accountancy student’s dream to work in a Big Four
(then Big Six) firm”, Mr Koh realised he was not satisfied with sitting behind a desk and
preparing financial statements as an auditor. He left in the midst of his five-year bond
term to join Economic Development Board (EDB) Investments as an assistant finance
manager. After his stint at EDB, he moved into the property industry, working with
Liang Court as a business development manager. That experience gave him greater
insights into how businesses work.

“If you had asked me to join a mature organisation where most of the
systems are in place, I would not have been so keen. The most
interesting stage is when most things are still being built. Then, as the
company grows, you can say that you have made some contribution to
its growth.”

When he arrived at Sembcorp Utilities Terminals in 1998, it wasn’t a bed of roses. The
business was in its early stages of development, and the infrastructure had to be built
from scratch. Thankfully, the adventure of sailing in uncharted waters was just up Mr
Koh’s alley. “I don’t think I would like to work in an environment where everything has
been developed and systems are mature to a level where you can’t improve or add
value to them. I like the adventure of setting up systems and policies, and creating the
framework to help the company grow to the next level. When you look back, you can
see that you have built something from scratch, that’s why I have remained passionate
about my work.”

DO THE RIGHT THING
Apart from resilience and passion, integrity has been a hallmark of Mr Koh’s career.
Although his convictions were put to the test many times, he has never wavered in his
beliefs.
He recalls an incident at a former company. “One of the businesses had cash flow
issues. I had to sit down with the management team to discuss and go through the
actions to be taken. I was determined to do the right thing. We could have solved the
problem quite easily by injecting funds into the business, but that would have been
taking the easy way out. I chose to solve the fundamental issues, which was a more
laborious and difficult process. After a year, the business stabilised. It proved that we
were on the right track when we decided to deal with the issues head on.”

ACCOUNTANTS PLAY KEY ROLES

ACCOUNTANTS PLAY KEY ROLES
Mr Koh likens his job to being “a little bit like Jekyll and Hyde: there are two sides to it.
From a strategic perspective, the accountant can add value, in terms of raising funds
and growing the business. The other side is performing the role of a gatekeeper,
providing the perspective from a risk management and governance point of view”.
“The accountant is an aide to the CEO and can play a key role in shaping the company.
Accountancy covers a range of business activities that go beyond cash flow and
keeping the books. Accountants are key people in the organisation, regardless of which
industry they are in. They can be generalists, but also have very specific skills. This puts
them in a unique position to provide a strategic point of view and add value to the
business.”
He feels that accountants from Singapore can do well in an increasingly globalised
environment. “Our overseas partners see Singaporeans as practical, down-to-earth,
and ethical. The trust factor is high.” His advice for younger members is to “be
prepared to take up opportunities, and compete globally”. As a parting shot, he
encourages young members to be guided by their principles in all that they do, and to
always “do the right thing”.
Sound advice from someone who has stood by the same precept and built a thriving
career on it.
Betsy Tan is Communications Manager, ISCA.

VIEWPOINT G S T A D M I N I S T R A T I O N
GST Administration

BY

Felix Wong

TIME TO GET THE HOUSE IN ORDER
As the world shifts towards greater tax transparency, it is increasingly important for
businesses to actively manage their global tax affairs and to ensure that they are tax
compliant. In fact, it is no longer just about being compliant; a “model” taxpayer in
the eyes of tax authorities, is one that possesses good governance and processes,
pays its fair share of taxes in the respective jurisdictions, and is transparent.
Peeling through the layers of change and shedding light on the impact and
implications arising from the developments in Goods and Services Tax (GST), the

implications arising from the developments in Goods and Services Tax (GST), the
recent Tax Excellence Decoded session by the Singapore Institute of Accredited Tax
Professionals (SIATP) kicked off with an overview of various delivery models used to
organise global tax affairs and ended with valuable pointers on GST administration in
Singapore.

ORGANISING THE GLOBAL TAX AFFAIRS
Different multinational corporations (MNCs) organise their global tax affairs
differently. Broadly, there are three delivery models typically adopted by MNCs in
dealing with their global tax compliance requirements: a decentralised model, a
coordinated model and a centralised model.
Under the centralised model, tax controversies and tax planning are typically
managed by headquarters and tax compliance is consolidated and handled by
centralised service centres. Under the decentralised model, which is typical of many
companies in Asia Pacific, local offices manage their own tax affairs and the
headquarters have limited oversight of the group’s global tax matters. The
coordinated model is a hybrid between the centralised and decentralised models,
with compliance handled locally but subject to a level of regional or global
coordination.
Accredited Tax Advisor (GST) Richard Mackender, Indirect Tax Lead, Deloitte
Singapore, shared that interestingly, MNCs in the Asia-Pacific region are increasingly
moving their GST compliance function from the traditional local decentralised model
towards a centralised model.

The keys to good GST administration are in harnessing technology for
effective and efficient management coupled with good internal controls
and processes.

LEVERAGING TECHNOLOGY
To manage this migration, MNCs are turning to technology tools to improve their GST
compliance processes to achieve process efficiency, data accuracy and global
visibility. In choosing the right technology tools to manage the GST compliance
process, organisations need to determine the right fit when designing their own tax
technology architecture.
Considerations include the ease and compatibility between the technology tool and
the existing accounting systems to generate accurate and timely information, the
regularity of updates, and the level of technical support required vis-a-vis the level
provided by the service provider. What is certain is that Excel spreadsheets are no

provided by the service provider. What is certain is that Excel spreadsheets are no
longer sufficient to manage today’s complex GST compliance.

Accredited Tax Advisor (GST) Richard Mackender, Indirect Tax Lead, Deloitte Singapore, discussed the
various delivery models used to organise global tax affairs and provided valuable pointers on GST
administration in Singapore.

Overall, organisations should be looking to leverage technology in order to automate
compliance and achieve the necessary levels of control, thus freeing up the tax and
finance teams to focus on other value-adding business activities.

GST ADMINISTRATION IN SINGAPORE
In Singapore, it is the Inland Revenue Authority of Singapore (IRAS)’s view that
taxpayers, on the whole, are generally voluntarily compliant and that most cases of
non-compliance arise from insufficient understanding of tax matters or in more
extreme cases, negligence. On this note, IRAS has put in place various GST
compliance programmes and tools, such as the GST Assisted Compliance Assurance
Programme (ACAP) and the GST Assisted Self-help Kit (ASK), to improve taxpayers’
ability to meet their GST obligations.
GST ACAP is a compliance initiative where a business may, on a voluntary basis,
conduct a holistic risk-based review to endorse the effectiveness of its internal
controls. The purpose of an ACAP review is not to identify every error in a business’s
GST returns, but to identify and strengthen the weaknesses in the business’s internal
controls and processes to achieve better GST compliance overall.
The GST ASK review, on the other hand, is a self-assessment package designed to
help GST-registered businesses to effectively manage their GST compliance. A
certified ASK may be required for the purposes of the application and renewal of
certain GST schemes such as the Major Exporter Scheme.
An ASK review is smaller in scope and less resource-intensive than an ACAP review. A
typical ASK review may take only eight weeks to complete (as compared to 15 months
for an ACAP review).

GST BEST PRACTICES
In addition to adopting ACAP or ASK, businesses may also align themselves to GST
best practices to ensure better GST compliance.
Major business transactions
As GST is a transaction-based tax, it is important that all personnel dealing with GST
within the organisation understand the major business transactions (including
intercompany transactions and recovery of expenses) within the business.
The organisation should ascertain that the correct GST treatment is accorded to each
transaction, and should not assume that the GST treatment for two transactions
under the same category is identical. For example, intercompany services may be
zero-rated, but they may also be standard-rated. The same goes for international
services.
It is a good practice to check major business transactions against the organisation’s
GST mapping and ensure that these transactions fit into the organisation’s controls
and processes. Businesses are also recommended to review samples of transactions
on a regular basis.
Business transaction flows

Business transaction flows
Organisations should document all business transaction flows including the
applicable GST treatment and ensure completeness of GST mapping.
One common source of GST errors arises from the disconnect between the sales and
finance functions. If the sales team carries out a new transaction, but details of the
transaction are not communicated to finance to update the organisation’s GST
mapping and to report the transaction in the GST return, there may be serious GST
repercussions. New transactions involving discounts, trade-offs, net-offs, settlements
and incentive programmes are especially prone to GST errors.
GST claims
Businesses should ensure that all input tax claims are substantiated by proper
documents (such as valid tax invoices or valid simplified tax invoices from GSTregistered suppliers). For the importation of goods into Singapore, all input tax claims
should be supported by valid import permits.
GST training
It is critical for organisations to carry out regular GST training. GST training should
not be confined to the few individuals preparing and filing the GST returns. Instead,
GST training should be provided to all personnel who may leave a footprint on the
organisation’s GST compliance process. This may well include the data entry
executives entering transactions into the accounting system, the sales team carrying
out the transactions, and the logistics team doing imports and exports.

VOLUNTARY DISCLOSURE PROGRAMME (VDP)
To encourage taxpayers to disclose errors or omissions and to come forward
voluntarily in a timely manner, IRAS has reduced the penalty for disclosures under its
VDP. A business which discovers errors in its GST returns may, subject to conditions,
make use of the VDP to correct its mistakes for a waiver of penalty (if the voluntary
disclosure was made within a grace period of one year from the statutory filing date)
or reduced penalty of 5% for GST (if the voluntary disclosure was made after the
grace period).

As GST is a transaction-based tax, it is important that all personnel
dealing with GST within the organisation understand the major
business transactions within the business.

The one-year grace period may be extended under the ACAP or ASK. For VDP under
ACAP and subject to conditions, penalties on past GST errors may also be fully waived

ACAP and subject to conditions, penalties on past GST errors may also be fully waived
regardless of the time period to which the errors relate.
The keys to good GST administration lie in harnessing technology for effective and
efficient management coupled with good internal controls and processes.
Organisations should take some time to evaluate the feasibility of the GSTcompliance programmes and tools available (such as the ACAP and ASK) to improve
their internal controls and processes. In addition, organisations should also as much
as possible align themselves to GST best practices, and disclose any errors or
omissions in a timely manner. It is time – time to get the house in order and get it
right today.
Felix Wong is Tax Manager, SIATP. This article is based on SIATP’s Tax Excellence
Decoded session facilitated by Accredited Tax Advisor (GST) Richard Mackender,
Indirect Tax Lead, Deloitte Singapore. For more tax insights, please visit SIATP.
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Ronald J. Baker

HOW TO IMPLEMENT VALUE PRICING IN YOUR FIRM
A business is defined by the value it creates for its customers. Your price speaks
volumes about your value proposition, more so than any other component of your
firm’s marketing. Price is also the number one driver of profitability for all businesses.
A study by the consulting firm McKinsey & Company in Cleveland, Ohio, compiled
data on over 1,000 manufacturing companies and found that a 1% increase in price,
at constant sales volume, would produce an average of 11% increase in profitability –
far greater than the impact on profitability of reducing fixed costs by 1% (2.7%);

far greater than the impact on profitability of reducing fixed costs by 1% (2.7%);
increasing volume by 1% (3.7%), or reducing variable costs by 1% (7.3%). The impact
on profitability is even higher for professional firms.
Today, there are thousands of professional firms that are pricing their services
according to the external value created – as perceived and determined by the
customer – rather than billing by the hour, based on internal costs incurred in
generating those services.
Changing the pricing culture in your firm will not be easy. It requires constantly
confronting the inherent challenges involved with pricing – all of which take hard
work, commitment, leadership, creativity, innovation, and dedication of resources to
continuing education. But it is worth it, as the McKinsey study proves.

ALL CHANGE IS LINGUISTIC
The word “value” has a specific meaning in economics: “The maximum amount that a
consumer would be willing to pay for an item.” Therefore, value pricing can be
defined as “the maximum amount a given customer is willing to pay for a particular
service, before the work begins”. This is not to suggest we can capture 100% of
maximum value, but rather that we have the potential to access some of it with
strategic pricing.
This definition contradicts the popular term value billing. The difference is, value
pricing is always done prior to the work being started, whereas value billing is usually
marking up – or more frequently, marking down – the invoice to the customer after
the work has been performed. There is a cardinal rule on behalf of customers in firms
that value price: No surprises. This creates a much better customer experience, with
less write-downs, write-offs, collection and financing costs, as well as greater
customer loyalty, not to mention superior profitability for the firm.

“I can’t understand why people are frightened of new ideas. I’m
frightened of the old ones.”

FROM HOURLY BILLING TO VALUE PRICING
Not all pricers in a firm are created equal, which is why I have been a strong
proponent of firms establishing a Value Council, as well as appointing a Chief Value
Officer (CVO), in order to centralise the pricing function and make it a core
competency within the organisation. (See Exhibit 1 for the Value Council and CVO role
and criteria).
Think of the people currently in charge of pricing in your firm. Some are acceptable –

Think of the people currently in charge of pricing in your firm. Some are acceptable –
attempting to correlate price with value – but most are mediocre. Why would we let
people price if they are not good at it? We wouldn’t let people audit if they were not
qualified. Pricing is far too important to the profitability and health of a firm to accept
anything less than excellence in this vitally important skill.
If you diagram hourly billing, a form of cost-plus pricing, it would look like this:
Service > Cost > Price > Value > Customer
Now, look at how value pricing inverts the above chain by recognising the economic
fact that it is the customer who is the ultimate arbiter of value:
Customer > Value > Price > Cost > Service

By first determining value, which establishes the boundaries for a price, the firm can
then decide if the costs required to provide the service will return a desirable profit. If
the project cannot be done at an adequate profit level, the service should not be
performed. All this analysis has to take place before the work is started. What
possible good is it to know your costs to the penny if the customer can’t afford – or
has a different value perception of – your price?

There is a cardinal rule on behalf of customers in firms that value price:
No surprises. This creates a much better customer experience, with
less write-downs, write-offs, collection and financing costs, as well as
greater customer loyalty, not to mention superior profitability for the
firm.

Costs are a fact, but pricing is a policy. What is happening in firms is that people are
pricing services based on the costs they are incurring without a clue as to the value they
are creating. Firms have ample data on their costs, hours, activities, efforts, and other
inputs, but a paucity of information on the value they create for their customers.
Costs are only relevant for determining if a service should be provided, and perhaps
in what quantities. Costs certainly play no role whatsoever in determining external
value to the customer, or setting prices (except as a minimum). Value pricing reverses
what is now an artificial ceiling on firm income, inverting the ceiling into a floor.

NOT FINAL THOUGHTS
No firm will ever be paid more than it thinks it is worth. There is nobility in earning
what you are worth. Yet, if a firm’s leaders do not think it creates more value for its
customers than is reflected by hourly billing, how can customers be expected to
understand a value proposition beyond hourly rates?
Hourly billing is, to borrow a medical term, an iatrogenic illness – a disease induced
inadvertently by a physician while providing treatment. This model is perpetuated
because it is risk-adverse and simplistic, and the theory supporting it has been taught
for multiple generations.
Yet hourly billing is nothing but a tradition. We will not be able to adopt value pricing
if we continue to denominate everything into hours, thus remaining mired in the
mentality that accountants sell time.
It is past time to change your conversations with customers from hours to value. Do
this upfront, before you begin any work. Appoint a CVO and establish a Value Council
in your firm – a group of intellectually curious leaders who will become, over time,
experts in creating and capturing value. Your firm will become obsessed with value.
Your customers will appreciate it, and they will not bother asking about hours. I

experts in creating and capturing value. Your firm will become obsessed with value.
Your customers will appreciate it, and they will not bother asking about hours. I
guarantee it.
Let us, together, forge a new manifesto, and once and for all, free our profession
from the tyranny of time. It is time to bury the billable hour and price on purpose.
Will your firm be among the pioneers blazing the trail for others?
In Part 3, we will explain the eight steps required for implementing pricing on
purpose in your firm.
Ronald J. Baker is Founder, VeraSage Institute. Copyright © 2015 International
Federation of Accountants (IFAC). All rights reserved. This article has been modified
from its original version on the IFAC Global Knowledge Gateway with permission from
IFAC to conform with the specifications of IS Chartered Accountant journal.
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EIGHT STEPS REQUIRED FOR PRICING ON PURPOSE
STEP 1
Have a conversation with your customer to determine their needs and wants in the
forthcoming year. Ask them the questions in Exhibit 1. This is your opportunity to
comprehend and communicate the value you can add, establishing the scope of
value, and then the scope of the work to be performed. Sometimes, a member from
the Value Council attends this meeting, especially if the partner is not a member of

the Value Council attends this meeting, especially if the partner is not a member of
the Council, or is uncomfortable with pricing.

STEP 2
The information gleaned from Step 1 is then presented to the Value Council, where
three options, at three levels of service, are established. Think of the different
American Express card offerings, for example, Green, Gold, and Platinum cards. Each
is offered at a different price based upon the value and services it delivers. Firms
should offer customers options, not a take-it-or-leave-it single price. This allows the
customer to convince himself of value, while revealing his individual price sensitivity.
It also changes the mindset of the customer from “Should I work with this firm?” to
“How should I work with this firm?” This is a powerful change in attitude that
differentiates your firm from the competition.

STEP 3
The Value Council then goes through the 20 questions to ask before establishing a
price (Exhibit 2). Based on the answers, the Council then conjectures three internal
prices for each level of service, based on their assessment of the customer’s
subjective value and price sensitivity.
1
2
3

Reservation Price Below this price, the firm would turn down the work. It must get this price. It
will generate a normal profit.
Hope-for Price A firm should get this price more often than not. It will generate a super-normal
profit.
Pump-fist Price This is an aspirational price, when the firm is adding extraordinary value. It will
generate a windfall profit.

Many firms use the following nine-box model:

From this brainstorming session, the Value Council then determines at which price
the three options will be presented (obviously, not all nine prices are presented to the
customer). The upper bound of these prices should be based upon the value being
created, yet, all will be lower than that value so as to ensure the customer also earns
a profit.
For example, if you know the customer is highly price sensitive, you may only present
the reservation price for all three options. However, if there are some services that
are adding high marginal value, a hope-for price may be quoted for the Gold and
Platinum levels. If extraordinary value is being created, quote the pump-fist price.
This is where the art of pricing comes into play. It requires judgement, and the more
the Value Council does it, the better it will get, since pricing is also a skill.
Firms that use this model report that it makes them “compete with themselves”. To
receive a pump-fist price, the firm must conjure up ways to add extraordinary value.
This is a worthwhile thought experiment as the focus is on value, not time.
Many people ask how you can ascertain value since it’s subjective and there’s no
formula. The answer lies in having a deep understanding of your customer’s value
drivers, which requires a deep conversation with the customer. One way to never get
to value is to continue to think and price based upon hours.

STEP 4
Present the options to the customer. Sometimes, a member of the Value Council

Present the options to the customer. Sometimes, a member of the Value Council
would attend this presentation, especially if the partner in charge is not a member of
the Council, or is uncomfortable discussing price.

STEP 5
The option selected by the customer is then codified into a Fixed Price Agreement
(FPA). The firm can include as much detail as required as to the scope of work,
customer responsibility to provide information, timelines for delivery of work, etc.

STEP 6
The firm would perform adequate project management on the scope of work,
detailing who will perform the work, timelines for delivery to customer, and other
planning details. See “Project Management for Accountants” by Ed Kless from the
Journal of Accountancy (April 2010).

STEP 7
If the firm finds scope creep while performing the work, the customer is informed,
given the option of how to proceed, and a Change Order will be issued if the firm is to
perform any additional work. This policy also applies to any new services the firm
provides within the year not specified in the FPA.

STEP 8
Since 1973, the US Army has had a policy of doing After Action Reviews (AAR), which
take place after every mission. After assisting many firms in implementing AARs, we
are convinced it is a practice that would have numerous salutary effects for firms,
especially as it relates to the roles of the CVO and Value Council, helping them evolve
pricing into a core competency. Exhibit 3 is a sample of this AAR the Value Council
would perform after the value-priced engagement has been completed.

Do not skip any of these steps – all are necessary for developing a core competency
in pricing. If these eight steps are followed on every major engagement, the firm is on
its way to pricing on purpose.

This is the last of a three-part series on pricing on purpose.
Ronald J. Baker is Founder, VeraSage Institute. Copyright © 2015 International
Federation of Accountants (IFAC). All rights reserved. This article has been modified
from its original version on the IFAC Global Knowledge Gateway with permission from
IFAC to conform with the specifications of IS Chartered Accountant journal.
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UNDERSTANDING THE FUNDAMENTALS
As the world moves towards regionalisation and internationalisation, it is increasingly
important for businesses to be aware of the potential tax exposures arising from
their international footprints, particularly in the area of Permanent Establishments
(PE).
Taking time off her busy schedule to explain this concept was Accredited Tax Advisor
(Income Tax) Linda Foo, Tax Partner, Deloitte Singapore. She shared her vast practical
experience with the help of numerous illustrative examples at a well-received Tax

experience with the help of numerous illustrative examples at a well-received Tax
Excellence Decoded session organised by the Singapore Institute of Accredited Tax
Professionals (SIATP).

CONCEPT OF PE
The concept of PE is used to determine the right of a tax jurisdiction to levy tax on the
profits of a foreign enterprise. Section 2 of the Singapore Income Tax Act (ITA)
provides the definition of PE for Singapore domestic tax purposes. Based on this
definition, if a foreign enterprise has a PE in Singapore and the PE has income
accruing in or derived from Singapore or any foreign income received in Singapore,
the foreign enterprise will be liable to tax in Singapore, subject to any exceptions,
under Singapore’s tax laws.
If the foreign enterprise engaging in cross-border transaction is a resident of a
jurisdiction with which Singapore has concluded a Double Taxation Agreement (DTA),
the relevant DTA would take precedence over Singapore’s tax laws and determine the
taxing rights on the foreign enterprise’s profits.

The concept of PE is used to determine the right of a tax jurisdiction to
levy tax on the profits of a foreign enterprise.

For the purpose of our discussion in this article, we will be referring to the
Organisation for Economic Co-operation and Development (OECD) Model Convention
2014 (hereafter known as the “Convention”).
Article 5 of the Convention provides the definition of PE, while Article 7 of the
Convention determines which jurisdiction has the right to tax the profits of an
enterprise. In applying the Convention, one should first establish the existence of PE
based on Article 5. If an enterprise is determined to have a PE in the other
Contracting State, profits attributable to the PE could be subject to tax in the other
Contracting State in accordance to Article 7. Conversely, if the enterprise is
determined not to have a PE in the other Contracting State, it should then not be
liable to tax in the other Contracting State unless the payments fall under other
articles in the relevant DTA.

TYPES OF PE
Broadly speaking, there are four types of PE:
1. Physical PE – Article 5(1)
“For the purposes of this Convention, the term “permanent establishment” means a

“For the purposes of this Convention, the term “permanent establishment” means a
fixed place of business through which the business of an enterprise is wholly or partly
carried on.”
A physical PE requires the presence of three key elements:
1
2
3

“Fixed” connotes a distinct location with a certain degree of permanence;
“Place of business” suggests that the location should be at the enterprise’s disposal;
“The business of an enterprise is wholly or partly carried on” suggests the conduct of business
activities.

Illustrating the above, if Company A is a tax resident in Country X but frequently
sends its employee to its client’s office in Country Y for business meetings where the
meetings are held in any available room in the client’s office, the client’s office should
not constitute a physical PE for Company A as it is not at Company A’s disposal. While
Company A may not have a physical PE, it should be noted that the company may still
be liable to tax in Country Y if its activities fall within the definition of other types of
PE (such as service PE).

Understanding the fundamentals of PE will help enterprises to identify
potential tax exposures from cross-border transactions and better
manage their tax and compliance costs.

2. Construction PE – Article 5(3)
“A building site or construction or installation project constitutes a permanent
establishment only if it lasts more than twelve months.”
In determining the presence of a construction PE, it is important to note that the time
period applies to each individual site or project. Thus, based on Article 5(3), if a
company (a tax resident in Country X) carries out two separate projects in Country Y
(the first project for 18 months and the second project for six months), arguably, only
the first project lasting 18 months would constitute a construction PE in Country Y
and be subject to taxes in Country Y.
Companies should avoid artificially splitting up a project (which would otherwise have
constituted a construction PE) into smaller projects to avoid exceeding the 12-month
threshold as this may constitute treaty abuse.
3. Service PE
Service PE is not specifically covered in Article 5 of the Convention although the
service PE concept is widely adopted in DTAs in the Asia-Pacific region. In essence, the
concept recognises the creation of a PE through the furnishing of services by an

concept recognises the creation of a PE through the furnishing of services by an
enterprise through its employees (or other personnel engaged by the enterprise for
such purpose) within a Contracting State (generally) for period or periods aggregating
more than six months within any 12-month period. The threshold period(s) is typically
for the same or a connected project.
4. Agency PE – Article 5(5)
“… where a person other than an agent of an independent status… is acting on behalf
of an enterprise and has, and habitually exercises, in a Contracting State an authority
to conclude contracts in the name of the enterprise, that enterprise shall be deemed
to have a permanent establishment in that State…”
In determining the presence of an agency PE, the enterprise needs to evaluate if the
agent is acting as a dependent or independent agent. Based on Article 5(5), only
dependent agents acting on behalf of the enterprise, and who have the authority to
and routinely conclude contracts in the name of the enterprise, may create an agency
PE for the enterprise.
Conversely, an independent agent will not constitute PE for the enterprise according
to Article 5(6):
“An enterprise shall not be deemed to have a permanent establishment in a
Contracting State merely because it carries on business in that State through a
broker, general commission agent or any other agent of an independent status,
provided that such persons are acting in the ordinary course of their business.”
An independent agent is one that is both legally and economically independent. To be
legally independent, the agent should not be an employee of the enterprise, and
should be capable of acting on his own accord without taking instructions from the
enterprise. To be economically independent, the cessation of business relationship
with the enterprise should not create a problem to the agent’s livelihood and affect
the viability of his business.

EXCEPTION LIST – ARTICLE 5(4)
It should be noted that the aforementioned analyses to determine if an enterprise
has a physical, construction, service or agency PE are inconclusive. Before concluding
that the enterprise has a PE, the enterprise should also consider Article 5(4) of the
Convention which provides a list of activities that are specifically excluded from the
PE definition (the exception list). The exception list generally covers preparatory or
auxiliary activities.
It should also be noted that the OECD, as part of its Base Erosion and Profit Shifting
(BEPS) project, is reviewing, among other things, Article 5(4), and may narrow the
exception list to address the artificial avoidance of PE exposure. As the DTAs
concluded by Singapore substantially adopted the Convention, any revision to Article
5 of the Convention (including accompanying guidance and commentary) are likely to
be persuasive in the interpretation of those DTAs concluded by Singapore.

5 of the Convention (including accompanying guidance and commentary) are likely to
be persuasive in the interpretation of those DTAs concluded by Singapore.

MINIMISING TAX EXPOSURE FROM PE
To minimise tax exposure from the presence of PE in another country, an enterprise
may consider the following:
1. Monitoring the number of days present
An enterprise should actively track and manage the number of days its employees are
present in the other country to avoid creating a service PE.
2. Secondment
If a service PE is expected to be created through the provision of services in the other
country for an extended period of time through employees, an enterprise may
consider secondment of its employees to its related entity in the other country
(where available) to avoid the service PE.
During the secondment, the secondees should be legally and economically acting as
the employees of the related entity, and not as proxies of the enterprise. The
secondment should be formalised with valid secondment contracts, and the
secondees should report directly to the related entity in the other country.
Understanding the fundamentals of PE will help enterprises to identify potential tax
exposures from cross-border transactions and better manage their tax and
compliance costs. With a good grasp of the fundamentals, enterprises should then
focus on the peculiarities in countries where their businesses operate in. When in
doubt, do consult an accredited tax professional.
Felix Wong is Tax Manager, SIATP. This article is based on SIATP’s Tax Excellence
Decoded session facilitated by Accredited Tax Advisor (Income Tax) Linda Foo, Tax
Partner, Deloitte Singapore. For more tax insights, please visit SIATP.

TECHNICAL EXCELLENCE

Technical Highlights

ISCA COMMENTS ON IASB ED ON EFFECTIVE DATE OF IFRS 15 (PROPOSED
AMENDMENTS TO IFRS 15)
ISCA supports IASB’s proposal for a one-year deferral of IFRS 15 as this will promote
an effective implementation for entities in Singapore. The deferral would allow
entities to appropriately transition to the new revenue standard, develop accounting
policies, design internal controls and implement new systems or processes as
required.
IASB has subsequently confirmed the one-year deferral of the effective date of IFRS
15 to 1 January 2018 in July 2015, following the public consultation.
For more information, please visit ISCA Comments on Effective Date of IFRS 15.

ASC UPDATES ON STATEMENT ON APPLICABILITY
ASC has issued editorial corrections to the ASC Statement on Applicability of the
Singapore Financial Reporting Standard for Small Entities by deleting “gross” from the
term “total gross assets” for clarity.
For more information, please visit SFRS for Small Entities.

IASB COMPLETES POST-IMPLEMENTATION REVIEW OF BUSINESS
COMBINATIONS STANDARD
IASB has announced the completion of its post-implementation review of IFRS 3
Business Combinations. The review shows general support for the accounting
requirements in the Standard but at the same time identifies some areas where
further research will be undertaken, including accounting
for goodwill.
For more information, please visit IASB Completes Post-Implementation Review of
Business Combinations Standard.

ENHANCED AUDITOR REPORTING
ISCA has issued the new and revised auditor reporting standards, which are effective
for audits of financial statements for periods ending on or after 15 December 2016.
The adoption of these standards will enable investors and shareholders to draw
deeper insights from the auditor’s report, which will be more transparent and contain
more information.
For more information, please visit New and Revised Auditor Reporting Standards.

CHANGES TO AUDITOR’S REPORT AND ENGAGEMENT LETTER ARISING FROM
COMPANIES (AMENDMENT) ACT 2014
Amendments (terminology changes) have been made to the ISCA auditing and
assurance pronouncements arising from the legislative amendments to the
Companies Act. Auditors should apply the new terminology changes to the auditor’s
report dated on or after 1 July 2015.
For more information, please visit Changes to Auditor’s Report and Engagement
Letter Arising from Companies (Amendment) Act 2014.

IAASB FINALISES AMENDMENTS TO AUDITING STANDARDS TO PROMOTE
GREATER FOCUS ON FINANCIAL STATEMENT DISCLOSURES
The revisions to the standards aim to focus auditors more explicitly on disclosures
throughout the audit process and drive consistency in auditor behaviour in applying
the requirements of the standards.
For more information, please visit IAASB Finalises Amendments to Auditing Standards
to Promote Greater Focus on Financial Statement Disclosures.

ACRA ISSUES PD NO. 5 OF 2015
This Practice Direction serves to inform companies of the legislative amendments to
sections 200, 201(12) and 202 of the Companies Act pursuant to the first phase
implementation of the Companies (Amendment) Act 2014 on 1 July 2015.
For more information, please visit Practice Direction No. 5 of 2015.

TECHNICAL EXCELLENCE

KEY REPORTING DEVELOPMENTS IN INSURANCE INDUSTRY

New Regulations for Singapore’s Insurance
Industry

BY

Woo Shea Leen, Jeffrey Lowe and Clarence Chen

NAVIGATING THE KEY REPORTING DEVELOPMENTS
Being a regional insurance hub, insurers operating in Singapore are affected by both
global and local regulatory developments. A recent survey1 conducted in 2015
identified regulation as the top risk facing the global insurance industry. This appears
to be the case, with Standard Life closing its Singapore branch in 2015, citing the

to be the case, with Standard Life closing its Singapore branch in 2015, citing the
“serious impact of regulatory change in Singapore”.2 Clearly, the sheer extent and
speed of change could prove challenging to insurance finance professionals.
This article serves to outline the key reporting developments in the Singapore
insurance industry so as to allow our members to plan ahead and navigate the
changing landscape. We spoke to leading insurers operating in Singapore to
understand their priorities and perspectives on the upcoming changes.

REVIEW ON RISK-BASED CAPITAL FRAMEWORK
The Risk-Based Capital (RBC) framework, introduced in 2004, uses a risk-focused
approach to assess capital adequacy and seeks to reflect the relevant risks that
insurers face.
In 2014, the Monetary Authority of Singapore (MAS) launched a second consultation
on the Review on Risk-Based Capital Framework in Singapore (RBC 2).3 The review is
aimed at, inter alia, improving the comprehensiveness of risk coverage and the risk
sensitivity of the framework.
One new proposal is the substantial increase in equity and credit spread risk
requirements, which is expected to raise insurers’ overall capital charges.4 This may
lead to solvency issues for insurers if the capital requirements, both at the fund level
and at the company level, are not met. As a result, insurers may be compelled to
lower the allocation to instruments with higher risk charges (for example, equity) in
their investment portfolio, potentially leading to lower investment yields. This may
impact life insurers selling participating policies, where, in the short term, they will
need to adjust their bonus rates to match the lower investment yields. Over the
longer term, life insurers could design their products to be less capital intensive, for
example, by reducing the amount of guaranteed benefits. We do see some insurers
already making changes to their product portfolios.
Another new proposal is the application of a matching adjustment to the discount
rate used by life insurers to value policy liabilities. This reflects the limited exposure
to spread risk for certain types of insurance products where the insurer typically does
not intend to sell the assets (which back the liabilities of those products) until the
assets mature. However, there are a number of conditions to be fulfilled in order to
be eligible for the matching adjustment, which makes this rather restrictive.

New and more data will be required (by IFRS 4 Phase 2) for the liability
calculations and reporting disclosures. The level to which these
calculations and measurements are required (unit of account) will in
turn drive how systems and processes would need to be changed
to gather the necessary data.

RBC 2 is scheduled to be effective after 2017; the exact date is dependent on MAS’s
evaluation of the results from the ongoing Quantitative Impact Study to understand the
impact of the RBC 2 proposals.

IFRS 4 PHASE II
The existing IFRS 4 Insurance Contracts does not address the diversity in insurance
accounting practices. Phase II aims to revise the standard to eliminate inconsistencies
in existing practices by providing a single principle-based framework to account for
all types of insurance contracts. Phase II will also provide requirements for
presentation and disclosure items to enhance comparability between entities. The
final standard is expected to be issued no earlier than the end of 20155, with an
effective date approximately three years from the date of publication.
Among other changes, the proposals require an entity to measure its insurance
contracts using a current measurement model6, where current estimates are remeasured at each reporting period. The measurement approach is based on the
building blocks of:

+
+
+

The probability-weighted estimate of the future cash flows to fulfil the contract discounted for the
time value of money;
An adjustment for risk to reflect the compensation the insurer requires for bearing uncertainty;
The contractual service margin (CSM) representing the future unearned profits of the contract to
be recognised in profit and loss over the life of the contract.

New and more data will be required for the liability calculations and reporting
disclosures. The level to which these calculations and measurements are required
(unit of account) will in turn drive how systems and processes would need to be
changed to gather the necessary data. For example, CSM will need to be tracked at a
level where policies have fundamentally the same product features and profit
characteristics and by cohort (entry date).
The CSM eliminates any day one gain on the contract by deferring the recognition to
future periods. However, losses from onerous contracts are recognised immediately
and insurers are not permitted to net off such losses against profitable contracts
while determining the CSM. Hence, onerous contracts will need to be tracked
separately over the life of the contract (including amortisation) to assess the amount
to be reinstated should the contracts return to profit.
Phase II also requires retrospective application, which may prove challenging due to
the lack of data for contracts written years ago. With this in mind, Phase II is written
with some transitional simplifications as a pragmatic expedient.
The new standard will lead to significant changes in the “look and feel” of financial
statements of affected entities. It is important for practitioners to plan ahead and
work not just with internal stakeholders for seamless adoption of the standard, but

statements of affected entities. It is important for practitioners to plan ahead and
work not just with internal stakeholders for seamless adoption of the standard, but
also to educate external stakeholders such as shareholders, tax authorities and rating
agencies.

IFRS 9
We will focus on two changes in IFRS 9 for financial instruments with significant
implications for insurers.
One of the key challenges is the new impairment model that will require recognition
of expected (instead of incurred) credit losses (ECL). It might be challenging for
insurers to develop models, collect and store the credit data necessary to calculate
ECLs. The insurer will also need to monitor changes in credit quality since a
significant drop in credit profile will necessitate the recognition of lifetime ECL as
opposed to one-year ECL. One insurer we spoke to is exploring the option of
outsourcing this function to the investment custodian, so that the insurer can focus
on its key value-creating activities.
Under IFRS 9, although the categories of financial assets remain similar to FRS 39, the
classification criterion is now driven by cash flow characteristics and the business
model in which an asset is held rather than management’s intention under FRS 39.
The interaction of these new asset classifications and measurement requirements
with the liability measurement proposals in IFRS 4 Phase II could result in significant
accounting mismatch, where the financial performance of financial assets and
insurance liabilities are reflected in different parts of the Statement of
Comprehensive Income. Some insurers are waiting for the IFRS 4 Phase II changes to
be clearer before they craft their IFRS 9 strategy, so as to reduce this profit volatility.
IFRS 9 is effective for annual periods beginning on or after 1 January 2018.

TAX IMPLICATIONS
As the asset and liability measurement basis is different between RBC 2 and IFRS 4,
there will be increasing divergence between the regulatory and statutory results. This
is expected to impact the taxation of insurers. For instance, the determination of
policy liabilities might be different under the RBC 2 and IFRS 4 regimes. Currently,
what is deductible by and large follows that which is determined under RBC. Does it
make sense for this to continue? Or should the entire taxation basis of insurers be
completely overhauled?
With the advent of IFRS 9, there may be a need to ensure that the current FRS 39 Tax
Treatment is updated accordingly. It would also be important to ensure that potential
issues such as the tax deductibility of ECL required under IFRS 9 are resolved early.
Insurers should commence discussions early with the Inland Revenue Authority of
Singapore to ensure that they can better manage the uncertainties.

The interaction of these new (IFRS 9) asset classifications and
measurement requirements with the liability measurement proposals
in IFRS 4 Phase II could result in significant accounting mismatch, where
the financial performance of financial assets and insurance liabilities
are reflected in different parts of the Statement of Comprehensive
Income.

PERFORMANCE MEASUREMENT
With the scale of changes envisaged to traditional regulatory and statutory reports, it
is also worthwhile to re-examine the effectiveness of existing key performance
indicators. For instance, a listed insurer might have to focus on the IFRS 4 and IFRS 9
implications on its reported results, since those would be scrutinised by shareholders
and analysts. In contrast, a branch or subsidiary might choose to focus more on the
RBC 2 changes which would affect the solvency position, which might be of greater
relevance to head office and the MAS.

CONCLUSION
The strategic and operational upheavals resulting from the above changes will call for

The strategic and operational upheavals resulting from the above changes will call for
Finance teams to work with other functional areas, like Tax, Treasury and Actuarial, to
assess the implications, and coordinate a coherent response.
By equipping themselves with a comprehensive picture of the new insurance
reporting landscape, our members can make the necessary adaption to enhance their
roles as business partners.
1

Insurance Banana Skins, July 2015, PwC Centre for the Study of Financial Innovation
“Standard Life closes Singapore branch”, 25 June 2015, The Telegraph
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RBC 2 review, June 2012, MAS
4
“Par policies could yield lower bonuses with new risk-based capital framework”, 26
January 2015, The Business Times
5 Insurance Contracts Due Process : Overview , 2014, IFRS Foundation
6 Exposure Draft ED/2013/7 Insurance Contracts , June 2013, IFRS Foundation
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Written on behalf of ISCA’s Insurance Committee (IC); Woo Shea Leen is Chairperson,
IC and Partner, PwC LLP; Jeffrey Lowe is Member, IC and Head of SG Finance, Great
Eastern Life Assurance, and Clarence Chen is Manager, PwC LLP.
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BUSINESS CASE FOR CSR

Don’s Column: The Business Case for CSR

BY

Kevin Koh and Tong Yen Hee

DO STAKEHOLDERS REALLY CARE ABOUT CSR PERFORMANCE?
Business leaders and managers are increasingly being asked by shareholders,
financial analysts, and other stakeholders about their corporate social responsibility
(CSR) strategy. But what exactly is CSR? Business for Social Responsibility, a global
non-profit business network and consultancy dedicated to corporate sustainability,
defines CSR as business decision-making linked to ethical values, compliance with
legal requirements, and respect for people, community, and the environment. In the

legal requirements, and respect for people, community, and the environment. In the
academic literature, CSR is often described as the formulation and implementation of
social goals and programmes and the integration of ethical sensitivity into all
decision-making, policies and actions by firms. Thus, CSR can be viewed as a
comprehensive set of policies and practices that are integrated into the operations
and decision-making processes throughout the firm, and include issues related to
business ethics, community and environmental concerns, human rights, employee
rights and consumer rights.

GRADUAL EMERGENCE AND INSTITUTIONALISATION OF THE BUSINESS CASE
FOR CSR
With the gradual emergence and institutionalisation of the business case for CSR,
anecdotal evidence suggests that shareholders and financial analysts are increasingly
getting concerned about the costs and benefits of firms’ CSR performance. For
example, in the US, Ernst & Young reported that in 2014, environmental and social
issues have so far accounted for 56% of shareholder proposals, representing a
majority for the first time. Similarly, in a 2003 survey jointly conducted by CSR Europe,
Deloitte and Euronext, 79% of financial analysts and fund managers view CSR
activities as beneficial to firm value, and about 50% of them take CSR activities into
account when assessing firms’ financial performance. A recent study conducted by
professors from London Business School and Harvard Business School showed that
from 2003 onwards, financial analysts in the US have begun to issue more optimistic
stock recommendations for firms with better CSR performance as they started to
witness the growing interest of firms in adopting CSR programmes.
Closer to home, Singapore Exchange (SGX) had recently released an investor’s guide
to reading CSR reports, which highlights the growing importance of CSR. Also, with
the movement towards integrated reporting in Singapore, there is a call for firms to
demonstrate the links between their financial performance and their wider social,
environmental and economic contexts in order to show stakeholders how value is
created over the short, medium and long term.

BUT DO STAKEHOLDERS REALLY CARE?
Despite the anecdotal evidence on the growing importance of CSR, there is scant
large-scale empirical evidence to suggest that investors and financial analysts actually
pay attention to firms’ CSR performance. One way to provide such evidence is to
examine whether and how investors and financial analysts incorporate information
about firms’ CSR performance in setting stock prices and revising earnings forecasts
during important disclosures of firms’ earnings-related information.
There are two possible mechanisms through which CSR performance can impact
stock prices and financial analysts’ earnings forecasts when firms release earningsrelated announcements. First, CSR performance can be signals of management
integrity and ethics because CSR activities reflect the integration of ethical sensitivity
in the firms’ business practices. To the extent that more ethical managers are more
likely to be truthful in providing relevant and reliable information to stakeholders,

in the firms’ business practices. To the extent that more ethical managers are more
likely to be truthful in providing relevant and reliable information to stakeholders,
CSR performance can be indicative of the quality of the earnings-related disclosures.
Second, adverse CSR performance can be indicative of potential business risks. Firms
with adverse CSR performance are more likely to face public criticism, consumer
boycotts, reputation loss, fines or other regulatory actions. Such business risks can in
turn affect firms’ future earnings performance.

... investors do pay attention to CSR performance when they evaluate
firms’ announcements of earnings and earnings forecasts, but they only
care about adverse but not positive CSR performance in their
assessment of these earnings-related disclosures.

Together with Professors Audrey Hsu and Sophia Liu from National Taiwan University,
we conducted a study using US data from 1995 to 2013 to examine how stock prices
and analysts’ earnings forecasts are affected by CSR performance during two
earnings-related disclosures – announcements of annual earnings and management
forecast of earnings. To measure CSR performance, we use a dataset from KLD, an
agency that focuses exclusively on assessing CSR performance of the top 3,000 US
firms by market capitalisation. KLD ranks firms’ CSR activities along seven broad
dimensions: community, diversity, employee relations, environment, product, human
rights and corporate governance. It rates the presence (or absence) of strengths and
concerns pertaining to the various CSR activities in each dimension. We sum up the
ratings for the CSR strengths and concerns separately in each dimension to measure
each firm’s positive and negative CSR performance.

INVESTORS’ REACTION TO EARNINGS-RELATED CORPORATE DISCLOSURES
When we examine stock prices surrounding firms’ announcements of annual
earnings, we find that stock price changes in response to earnings surprise are more
muted for firms with adverse CSR performance. However, for firms with positive CSR
performance, we find stock price changes in response to earnings surprise are not
correspondingly heightened. Similarly, when we examine stock price changes
surrounding release of management forecasts about future earnings, we find stock
price changes in response to unexpected earnings forecasts are muted for firms with
adverse CSR performance, but are not heightened for firms with positive CSR
performance.

Accountants should also be ready to compile and report on the
necessary information associated with CSR activities in order to support
firms’ investor relations strategy.

In other words, investors do pay attention to CSR performance when they evaluate firms’
announcements of earnings and earnings forecasts, but they only care about adverse but
not positive CSR performance in their assessment of these earnings-related disclosures.

FINANCIAL ANALYSTS’ REACTION TO EARNINGS-RELATED CORPORATE
DISCLOSURES
When we examine changes in financial analysts’ earnings forecasts surrounding firms’
announcements of earnings, we find that analysts revise their earnings forecasts to a
greater (lesser) extent for each unit of earnings surprise when firms exhibit positive
(adverse) CSR performance. Similarly, in response to management announcements of
earnings forecasts, analysts revise their own earnings forecasts to a greater (lesser)
extent for firms that exhibit positive (adverse) CSR performance. In contrast to
investors, financial analysts seem to care about both positive and adverse CSR
performance and incorporate them when they revise their earnings forecasts in
response to firms’ earnings-related disclosures.

FIRMS’ DISCLOSURE QUALITY AND FUTURE EARNINGS
We laid out two mechanisms through which CSR performance can impact investors’
and financial analysts’ reactions to firms’ earnings-related disclosures – quality of
earnings-related disclosures and future earnings performance. Do firms with better
CSR performance indeed exhibit better quality of disclosure and future earnings
performance, and vice versa? In order to answer this question, we examine the
effects of CSR performance on a measure of overall disclosure quality that captures
the “fineness” of firms’ accounting information. We also examine the effects of CSR
performance on firms’ earnings in terms of the sustainability and growth in future
earnings.
We find firms with adverse CSR performance exhibit lower overall disclosure quality,
earnings sustainability and earnings growth. Surprising, we do not find that firms with
positive CSR performance exhibit higher overall disclosure quality, earnings
sustainability and earnings growth. Thus, while adverse CSR performance has a
negative impact, positive CSR performance does not have any impact on these
measures. This asymmetric result is consistent with how investors, but not with how
financial analysts, incorporate CSR performance in their assessment of earningsrelated announcements.
Thus, our study suggests that relative to investors, financial analysts might have been
too optimistic in terms of how positive CSR performance affects firm value. However,
both financial analysts and investors are consistent in their assessment of the
negative impact of adverse CSR performance on firm value.

CONCLUSIONS

CONCLUSIONS
Overall, our study documents evidence that investors and financial analysts consider
firms’ CSR performance when assessing the information in firms’ announcements of
annual earnings and management forecasts of earnings. Given that both investors
and financial analysts are consistent in their assessment of the negative impact of
adverse CSR performance on firm value, it is imperative that senior management and
Board of Directors consider CSR activities as part of their overall business strategy.
Accountants should also be ready to compile and report on the necessary
information associated with CSR activities in order to support firms’ investor relations
strategy. Such information will also be helpful to firms in communicating their CSR
performance, perhaps as part of their integrated reporting strategy.
Kevin Koh is Assistant Professor of Accounting, and Tong Yen Hee is Associate
Professor of Accounting, Nanyang Business School, Nanyang Technological University.
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INTERNAL CONTROL/ANTI-FRAUD PROGRAM DESIGN FOR THE SMALL BUSINESS
The book provides practical guidance for the protection of businesses not subject to the
Sarbanes-Oxley Act. Covering all elements of an internal control structure applicable to
the small business community, it helps you design and implement an effective, efficient
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Case studies are used to illustrate internal control weaknesses and the fraud that can
result, and follow-up analysis describes the controls that would have reduced the
probability of fraud had they been in place.
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QUIZ

QUIZ
1. In “New Regulations for Singapore’s Insurance Industry”, under IFRS 9, although the
categories of financial assets remain similar to FRS 39, the classification criterion is
now driven by cash flow characteristics and the business model in which an asset is
held rather than management’s intention under FRS 39.
A True
B Maybe
C False
2. In “GST Administration”, IRAS has put in place various GST compliance programmes
and tools, such as the GST Assisted Compliance Assurance Programme (ACAP) and
the GST Assisted Self-help Kit (ASK), to improve taxpayers’ ability to meet their GST
obligations.
A True
B Maybe
C False
3. In “The Business Case for CSR”, investors pay attention to both positive and
adverse CSR performance when they evaluate firms’ announcements of earnings and
earnings forecasts, and will respond accordingly.
A True
B Maybe
C False
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