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PALMED OFF
The Olam 
International and 
Muddy Waters 
saga highlights 
the challenges 
that Malaysian 
companies 
are facing in 
adopting IAS 41.
Page 16

GOLDEN FUTURE
Katherine Wu of 
Unilever Vietnam 
says local consumer 
purchasing power  
is booming due 
to the youthful 
population, and 
is irresistible 
to foreign investors 
Page 36

BIG 
AMBITIONS?
For your next 
move, check out  
www.accacareers.
com/malaysia

RESEARCH AND INSIGHTS APP
The new release of our app explores finance 
function transformation, in particular shared 
services and outsourcing. To download it, visit 
www.accaglobal.com/riapp, or just search for 
‘ACCA Insights’ in the iTunes App Store

Audit Oversight Board executive chairman Nik Mohamed Hasyudeen Yusoff talks 
about the need for more professional scepticism, and how the board plans to 
maintain utmost vigilance to guarantee reliable audits. Page 12

SUCCESS FOLLOWS LEADERS
It is estimated that almost US$90bn (RM273 billion) is spent 
annually on leadership development around the world. This appears 
to be a massive amount spent by corporates to nurture and develop 
talent. However, studies indicate that it is money well spent.

Talent should no longer be considered just a ‘soft’ skill any longer 
– it has a positive and quantifiable connection to a company’s 
financial performance. A recent global survey by Ernst & Young reveals 
that high-performing companies tend to manage their talent more 
effectively than their lower-performing counterparts.

When it comes to leadership development, high performers outdo 
low performers in several key areas, according to the report, Paradigm 
shift: building a new talent management model. They have a strong 
pipeline of  future leadership talent (54% vs 43%), robust succession 
planning (48% vs 33%) and the intention to develop future leaders 
with diverse experiences and backgrounds (45% vs 36%).

However, there is no guarantee that pouring huge amounts into 
talent development will automatically churn out leaders who can 
ensure healthy profits for the enterprise. Leadership development is 
of  course nothing new, but why are some companies able to create 
sustainable growth while others cannot? Perhaps the reason can 
be found in the fact that some are led by bosses while others are 
helmed by leaders. There are significant differences between the two, 
which may help explain why some businesses thrive while others 
flounder (see article on page 58).

We also wish to bid farewell to Devanesan Evanson and thank 
him for his able leadership as president of  the ACCA Malaysia 
Advisory Committee (MAC) over the past two years. His tenure ends 
on 28 February, and he will be succeeded by MAC member Datin 
Zaiton Mohd Hassan from 1 March. We are confident that, despite 
the changing of  guard, ACCA Malaysia will continue to grow from 
strength to strength.

 
Lee Min Keong, abeditor@accaglobal.com
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01 The 29th Harbin 
International 

Ice and Snow Festival 
– one of  the largest 
in the world – opened 
on 5 January in 
China’s northern 
Heilongjiang province  

02 A giant rubber 
duck, created by 

artist Florentijn Hofman, 
swam into Sydney’s 
Darling Harbour to 
celebrate the opening of  
Sydney Festival 2013

03 A waterfall in 
central China’s 

Hubei province freezes 
over as the country 
is hit by the lowest 
temperatures in almost 
three decades

News in pictures6



04 A post office 
worker in 

Binzhou, Shandong 
province, shows off  
a page of  stamps 
issued by China Post 
commemorating 
the Chinese Year of  
the Snake 

05 London 
Underground, 

the oldest subterranean 
railway in the world, 
celebrated its 150th 
anniversary. The picture 
shows workers tunnelling 
through clay to carry out 
extension work in 1937.  

06 Kiyoshi Kimura 
(third right), 

president of  sushi 
restaurant chain 
Kiyomura Co, and his 
staff  cut a 222kg bluefin 
tuna sold for the record 
sum of  155.4 million 
yen (US$ 1.3m) in 
2013’s first auction at 
Tokyo’s Tsukiji market

07 A firefighter 
is engulfed by 

flames as he protects  a 
property in New South 
Wales, Australia. Fanned 
by record temperatures 
and high winds, fires 
have raged across the 
south-east of  the country
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INSECURE ABOUT SECURITY 
The human element is one of the biggest causes of 
information security risk, according to Deloitte’s Blurring 
the lines: 2013 TMT Global Security Study. Levels of third-
party involvement, the growth of mobile devices and cloud 
computing, and insufficient privacy protocols all increase risk. 

HAPPY 30TH 
The internet quietly celebrated its 30th birthday 
on 1 January. It began life when the US defence 
department’s Arpanet network switched fully to an 
internet protocol suite communications system. Above are 
some figures rounded up by the UK’s Metro newspaper.

PERFECT PARTNERS AT THE TOP  
Traditional stakeholder relationships are still considered 
the most important by senior finance staff, according to the 
Finance leaders survey report: December 2012, published 
by ACCA and the Institute of Management Accountants. 
www.accaglobal.com/transformation
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ASIA RETURNING TO SUPREMACY
By 2030 Asia will be well on its way 
to returning to being the world’s 
powerhouse, ‘just as it was before 
1500’. So projects the Global Trends 
2030: Alternative Worlds report by the 
US National Intelligence Council of  
the Office of  the Director of  National 
Intelligence. The report notes that it 
took Britain 155 years to double gross 
domestic product per capita, with 
about 9 million people, while the US 
and Germany took between 30 and 60 
years with a few tens of  million people. 
India and China, however, ‘are doing 
this at a scale and pace not seen’ 
before, with a population 100 times 
that of  Britain. In addition, by 2030 
the majorities in most countries will be 
middle class rather than poor. 

RETAIL RECOVERY
Consumer spending gave retailers in 
China a boost in the fourth quarter 
of  2012, giving rise to the hope of  
stronger sales in 2013, according 
to a China Beige Book survey. The 
revenue growth pickup was notable in 
luxuries and durable goods such as 
furniture, appliances and cars. The 
survey of  more than 2,000 executives 
revealed a mild economic recovery, 
with real estate, mining and, to a 
lesser extent, manufacturing, joining 

retail to spearhead the upswing. 
Retailers’ mood remains hopeful, with 
72% forecasting higher sales in six 
months. A ‘remarkably low’ 6% foresee 
declines, according to the survey, 
conducted in late 2012 by New York-
based CBB International and based 
on the US Federal Reserve’s economic 
report of  the same name.

WEALTH MOVES INLAND
Underdeveloped inland provinces such 
as Anhui and Hunan are becoming new 
growth points for wealth in China, with 
the rate of  high-net-worth households 
growing by over 30%. Across China 
entrepreneurs account for about 56% 
of  the nation’s top earners, followed 
by professional managers (14%), 
housewives (7%), other professionals 
such as lawyers and doctors (5%), 
and investment professionals (5%), 
according to China Wealth 2012, a 
report by the Boston Consulting Group 
and CCB Private Banking. According 
to the data, 59% of  private banking 
clients made their fortunes from 
running a business last year, while the 
proportion of  these investing in real 
estate declined. The report also found 
that private banking business faces 
‘tremendous challenges’ in China due 
to increasingly sophisticated client 
needs and fiercer market competition. 

EU-SINGAPORE FTA AGREED 
A free trade agreement (FTA) between 
the European Union (EU) and 
Singapore, finalised last December 
after nearly three years of  negotiations, 
will create new opportunities in many 
sectors, including financial services. 
It is the EU’s second ambitious 
agreement with a key Asian trading 
partner, after the EU-Korea FTA, in 
operation since July 2011. EU trade 
commissioner Karel De Gucht said: 
‘Singapore is a dynamic market for EU 
companies and a vital hub for doing 
business across South-East Asia. This 
agreement is key to unlocking the 
gateway to the region and can be a 
catalyst for growth for EU exporters. 
After our agreement with South Korea, 
sealing this deal with Singapore clearly 
puts the EU on the map in Asia. But 
we do not intend to stop here; I hope it 
will open the doors for FTAs with other 
countries in the ASEAN region.’

OUTLOOK BRIGHTENS
Hong Kong’s economic outlook is 
trending upward, according to the 
quarterly forecast from the University 
of  Hong Kong (HKU). Its estimate 
of  a real gross domestic product 
increase of  2.2% in Q4 2012 is up 
on the previous forecast of  1.9% 
growth, reflecting a strengthening in 
external demand. However, clouded by 
uncertainties in the global economy, 
unemployment was expected to rise 
slightly from 3.4% in Q4 2012 to 3.5% 
in Q1 2013. ‘The headline inflation 
is forecast to be 3.2% in the current 
quarter, down from the estimated 3.7% 
in 12Q4,’ said Dr Ka-fu Wong, assistant 
professor of  economics at HKU. 
‘Inflationary pressure is expected to 
ease further reflecting a lowered price 
expectation in the upcoming quarters.’

WHAT WORKERS WANT
Employees in both mainland China 
and Hong Kong choose workplace 
benefits they can enjoy now, insights 
from the Mercer Marsh Making Smart 
Benefit Choices survey of  workers in 
10 key markets show. Daily commuter 
subsidies and housing plan increase 
were the preferred benefits in China, 

BANKING ON ASIAN STRATEGY
Asia-Pacific banks will intensify their 
efforts to tackle the largely unbanked 
segments of the population in China, 
India, Vietnam, Indonesia and the 
Philippines in 2013, according to 
IDC Financial Insights’ report, Asia-
Pacific Banking Top 10 Predictions. 
Global banks will also strive to be 
seen as ‘more Asian’, which could 
engender a real pursuit of the regional 
market, according to Michael Araneta, 
consulting and research director for 
IDC Asia-Pacific.

‘Banks will align their strategies to 
attempts by Asia-Pacific economies 
to further decouple from troubled 
Western economies, and search for 
sources of growth that originate from 
the region,’ he said. 

10 News round-up

Ho Chi Minh City, Vietnam
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while employees in Hong Kong viewed 
an additional week of  paid time off, 
contribution towards their flexible 
spending account and savings on 
public transportation to be of  greatest 
significance. In both markets, offerings 
such as additional retirement savings 
also ranked highly. 

SHANGHAI HEADS FOR TOP SPOT
Hong Kong remains China’s most 
competitive city, according to the 
annual listings issued by the China 
Institute of  City Competitiveness 
(CICC). However, Shanghai is catching 
up and is likely to knock Hong Kong 
off  the top spot in the next few 
years. The rankings produced by 
Hong Kong-based CICC are based 
on a study and assessment of  289 
Chinese cities, taking in a wide range 
of  indicators including the economy, 
competitiveness, internationalisation, 
environment and growth potential. 
Hong Kong has led the competitiveness 
ranking for the past 11 years. 
Shanghai comes in second, and 
Beijing and Guangzhou third and 
fourth places respectively. 

REGULATION TOPS THE BILL
This will be a year of  regulatory reform 
in Hong Kong, with new rules intended 
to prioritise liability of  bankers, 
accountants and listed companies. 
South China Morning Post reported that, 
from 1 January, all listed companies 
must disclose price-sensitive 
information in a timely manner or 
face a hefty fine. Directors may face 
a ban of  up to five years or be forced 
to attend corporate governance 
classes, while investment bankers 
who intentionally aid or abet false 
disclosure could face a jail term. On 
the accountancy front, the government 
plans to issue a consultation paper 
proposing to let the Financial Reporting 
Council, or other independent bodies, 
carry out routine inspections. 

WIN-WIN IN UK
Chinese companies have achieved 
‘explosive’ growth in the UK and 
trade between the two countries is 
increasing rapidly, according to the 

China Enterprises Association in 
Britain (CEAB), which met in London 
last month. Preliminary statistics 
show that in 2012, Chinese companies 
invested more than US$8bn in the 
UK through joint stocks and mergers 
and acquisitions – a record sum – 
while Sino-British trade had exceeded 
US$57bn at the end of  November, up 
over 7% year on year. China’s imports 
from the UK grew 17.8%, the highest 

among all European Union members. 
‘This is a hard-won advance for the two 
countries,’ said Liu Xiaoming, Chinese 
ambassador to the UK. 

YUAN UNDER SCRUTINY
China’s leadership does not expect 
full convertibility of  its currency, the 
yuan, despite reforms. Central bank 
chief  Zhou Xiaochuan was reported 
as saying that the country’s goal to 
achieve the yuan’s capital account 
convertibility doesn’t necessarily 
mean 100% convertibility or a free-
floating currency. ‘We shouldn’t 
interpret capital account convertibility 
as a free currency, with cross-border 
asset transfers without control, 

zero financial supervision and the 
internationalisation of  the yuan,’ 
said Zhou, governor of  the People’s 
Bank of  China, after the two-day 
Central Economic Work Conference 
in December. 

INSURANCE MARKET TO GROW
Foreign life insurance companies in 
China expect to grow by up to 30% 
in the next three years, according to 

PwC’s Foreign Insurance Companies in 
China 2012 Survey Report. The data 
found that low penetration (2%) in the 
insurance market, strong upside for 
premiums, and the relative strength 
of  China’s economy are driving this 
positive sentiment. Similarly, foreign 
property and casualty companies 
anticipate growth of  20% between now 
and 2015. But Tom Ling, PwC China 
insurance industry leader, says China is 
‘a hard market to crack’ – although not 
impossible. In terms of  commitment 
to growth, the companies polled ‘made 
it very clear that China very much 
remains their hunting ground. In fact, 
their commitment level is at its highest 
since 2008.’ 

RECRUITMENT A BATTLE GROUND
Low unemployment, high staff 
turnover and competition for 
good candidates will continue to 
be challenges for employers in 
Hong Kong in 2013, according to 
recruitment firm Hays. 

With the Hong Kong labour 
market remaining in a state of 
‘full’ employment in 2012 (official 
unemployment figures hover around 
3%), finance professionals, engineers 
and a range of IT specialists will 
be in demand in 2013 along with 
procurement and supply chain roles.

Marc Burrage, regional director of 
Hays in Hong Kong, said: ‘Employee 
retention is a priority for 2013 
regardless of hiring plans with our 
research showing local candidates are 
still happy to move jobs within a year 
or two of joining an employer to gain a 
new title or more money.’ 

11Analysis
ALL CHANGE FOR IFRS
With a raft of  updated International Financial Reporting Standards now in 
place, accountants will have their work cut out in dealing with the implications – 
especially in jurisdictions that are still grappling with convergence issues

Specialists in the IT sector will be in 
demand in Hong Kong in 2013
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AOB CRACKS THE WHIP
Championing the importance of corporate governance and transparency, Audit Oversight 
Board’s Nik Mohamed Hasyudeen Yusoff believes that auditors must respect their role as 
the lynchpin of the accounting profession and be seen to be leaving no stones unturned

W
hat it boils down to, 
in the case of audit 
oversight, is the liberal 
application of professional 

scepticism. ‘There needs to be 
more of it,’ says Audit Oversight 
Board (AOB) executive chairman 
Nik Mohamed Hasyudeen Yusoff. 

‘Auditors need a questioning mind, 
and the ability not to take things for 
granted. They cannot just accept 
management’s explanation and take 
things on trust. In the long run, this 
professional scepticism builds their 
professional reliability, and the quality 
of  their audit processes will add value 
to the businesses of  their clients, as 
well as to their own firms.’

A matter of  capacity
In July this year, the AOB sanctioned 
the senior partner of  mid-tier firm 
UHY Malaysia for not following the 
proper procedures for an audit 
of  a public-interest entity (PIE). 
More recently, in November, the 
Board sanctioned sole proprietor 
Liew Tip Chan. Both UHY and Liew 
were reprimanded. UHY appealed, 
but the appeal was dismissed. In 
addition to the reprimand, Liew was 
fined RM5,000. Both the breaches 
by UHY and Liew were in respect of  
audits of  PIEs. 

‘When audit firms take on clients, 
it is incumbent upon them to 
understand what is required, in terms 
of  resources,’ Nik Hasyudeen said 
in an interview with Accounting and 
Business. ‘They have to ensure they 
have the capacity that is necessary 
to undertake the job and provide the 
required level of  service.’

This means, among other things, 
having sufficient and appropriately 
trained personnel, as well as a 
supporting network that could widen 
your outreach. ‘It means having 
proper professional support when 
you need it,’ he adds. ‘It is also 
indicative of  your perspective of  
quality, and how you see your firm 
adding to your client’s value.’ 

So it is no longer just a matter of  
auditing a client; it has to go beyond 
just ticking boxes – although box-
ticking is still a necessary component 
– into the relatively unchartered 
territory that auditors perhaps have 
not had to concern themselves so 

much with, until now. It has become 
necessary for auditors especially to 
understand a much larger picture, and 
learn to operate simultaneously on 
macro and micro levels.

Perceptions of  quality
The matter becomes increasingly 
complicated where PIEs are concerned 
because they characteristically 
have more stakeholders. More 
transparency and a higher level of  
corporate governance is therefore 
prerequisite. Add to this the fact 
that globalisation of  markets is 
a major game-changer, and what 
you will have is a mad scramble 
just to keep up and stay in the 
business. The primary thrust, Nik 

Hasyudeen points out, is to do the 
work according to the standards amid 
all this dynamism. 

‘Market conditions warranted the 
establishment of  the AOB,’ he says. 
‘A lot of  decisions are made based on 
the numbers. Auditors are, in fact, the 
guardians of  these numbers and the 
processes by which they are obtained, 
so it is important that they are aware 
at all times of  what they are doing, 
and what is required of  them.’

While the recent sanctions point 
to diligent scrutiny on the part of  
the AOB, Nik Hasyudeen clarifies 
that its objective was not fault-
finding. Rather, the focus was more 

on improving corporate governance, 
with the ultimate aim of  translating 
this into better business. Although the 
size of  the firm is not directly related 
to the quality of  the work that they 
produce, ‘Big firms can do a good 
job because they have the systems,’ 
he concedes. 

‘But this does not mean that smaller 
firms cannot do the work just as well. 
Some of  them have demonstrated 
great ability. They know their clients 
well and understand what services 
they require. They may also be well-
supported by a global network, or at 
least have international links that they 
can rely on – so they can continue 
offering the same level of  service as 
their clients expand.’

‘WE DON’T JUST GO INTO AN OFFICE AND START 
ASKING FOR FILES. RATHER, OUR DISCUSSIONS 
START AT THE GOVERNANCE LEVEL OF THE FIRM’

13



Restrategise to stay relevant
But all firms, regardless of  size, have 
to conform to the same standards. 
‘These are standards adopted by 
the profession, not created by the 
AOB,’ says Nik Hasyudeen, adding 
that auditors must constantly 
improve themselves and stay abreast 
of  professional and industrial 
developments. If  they want to grow 
their firms, they need to know how 
to plan and consider the possibility 
of  restructuring. If  they want bigger 
clients, they have to re-evaluate their 
capacity and hire as necessary, he says. 

‘Just like any other business, they 
have to know how to manage risk. 
But above all, they need to know that 
quality matters, and they have to 
be able to deliver that. If  they can’t 
deliver, their reputation and credibility 
will suffer, so the sooner they realise 
where they fall short and remedy it, 
the faster their business will improve.’

Though all firms are subject to 
inspection, not all are inspected 
annually – with the exception of  the 
Big Four and another two firms, Nik 
Hasyudeen divulges. Reports are 
produced after all inspections, and 

firms are expected to discuss the 
results and suggest how they can 
improve. ‘We don’t just go into an office 
and start asking for files,’ he says. 

‘Rather, our discussions start at 
the governance level of  the firm. We 
initiate discussions about how they 
see quality, how they see success, 
and how they communicate these 
values to their staff. Our reports are 
meant to spur action on the firm’s 
part, so that they will recognise the 
areas where they need improvement, 
and move to address these. In most 
cases, the firm proposes a remediation 

14 



‘FIRMS SHOULD DEVELOP THE HABIT OF 
CONTINUALLY EVALUATING THEMSELVES. THEY 
HAVE TO REALISE THEY MUST KEEP IMPROVING’

plan and the AOB follows up.’
But even the best-laid plans can 

go awry, and remediation plans are 
no exception. There are currently 
no statistics of  how successful this 
approach has been, but he says, ‘What 
matters is that the company comes up 
with a remediation plan. Some manage 
to put it in place very quickly but 
others take more time.’ 

He acknowledges that the main 
issue in many cases appears to be a 
shortage of  the right people. Many 
firms claim to be unable to recruit or 
retain good accountants. ‘Given the 
nature of  the business, people of  the 
right calibre are critical to maintaining 
quality,’ Nik Hasyudeen says. ‘Most 
firms do take the question of  audit 
quality very seriously but the ability to 
do a good job isn’t acquired overnight. 
It is a long and often tedious process.’

Professional soul-searching
The larger firms have been able to get 
around this problem to a certain extent 
by investing heavily in training, but 
much of  the accounting talent that exits 
universities finds its way into industries 

like banking and finance, and even into 
government service, not back into the 
profession. In addition, auditing is not 
one of  the profession’s most attractive 
branches. Fresh graduates tolerate it 
as part of  their training but may not 
necessarily see it as a profession. 

Faced with all these challenges, what 
should firms do? ‘Firms should develop 
the habit of  continually evaluating 
themselves,’ he advised. ‘They have to 
realise that they must keep improving, 
and work out ways of  achieving this 
through their own resources, and 
through collaboration with others.’

As the country moves up the value 
chain, auditors can expect to see an 
evolution in their hitherto traditional 
roles; this raises the issue of  the need 
for greater professional scepticism 
in parallel with the expansion and 
globalisation of  commerce and industry. 
But how do firms cultivate this, with 
a view to establishing more robust 
approaches to the business of  auditing? 

‘They can start by asking questions,’ 
advises Nik Hasyudeen. ‘A questioning 
mind does not take things for granted. 
Don’t just accept management’s 
explanations without a healthy dose 
of  professional scepticism; always 
try to have a deeper, more informed 
understanding of  the issues at 
hand. In fact, everyone should ask 
questions. Shareholders, for instance, 
should ask if  an assessment of  the 
auditors has been done!’

The re-appointment of  auditors 
without question, year after year, 
should also be queried. ‘Shareholders 
do have the right to ask if  these are 
justified,’ he says. ‘In the process of   
re-evaluation and restrategising, all 
areas of  business will need [scrutiny], 
including the remuneration structures 
for senior management. Methods and 
processes need aligning; companies 
will have to invest resources to do what 
it takes to be reliable and professional, 
and create trust. If  the audit process 
can add value to a firm, this will in the 
long term have an effect on the capital 
market. Audit issues therefore have to 
be addressed for everyone’s benefit.’

Majella Gomez, journalist

UHY called it a ‘clash of opinions’. The Audit Oversight Board (AOB), on the 
other hand, says that UHY had not followed proper procedure when auditing 
a public interest entity (PIE). What the actual breach was remains unclear, 
although there are indications that it was related to ‘going concern’. However, 
the PIE in question was not named, and the AOB actually says that its 
reprimand of UHY did not imply that the PIE’s accounts had not given a true 
and fair view of its financial position and performance. But this does raise 
the question: just how sceptical does an auditor have to be, when it comes 
to determining ‘going concern’?

One of  the issues stated by the AOB in its 2011 annual report was the 
need for stronger, more compelling evidence to support the going-concern 
assumption. The report says that auditors were not doing enough to assess 
the appropriateness of  the assumption, and that the majority of  them failed 
to perform independent stress tests or sensitivity analyses. 

If  the breach was indeed related to UHY’s decision to agree with its client 
about the ‘going-concern’ assumption in relation to the audit, this sanction 
points to a tightening of  the parameters on the use of  this assumption by 
auditors in the future.

             *DID THEY OR DIDN’T THEY?
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QUARRELS OVER? 
The standoff between Olam International and Muddy Waters has highlighted the 
concerns of many companies about IAS 41. But could a solution be on the horizon? 

S
o, do we count all of our oil 
palm trees?’ That is one of 
the questions hanging in 
the air as the international 

accounting fraternity tries to sort 
out some peculiar points on treating 
biological assets. It is no small matter 
for nations such as Malaysia and 
Indonesia, two of the world’s largest 
producers of palm oil.

The controversial accounting issue 
came under the limelight in the recent 
corporate wrangling between 
Singapore-based Olam International, 
the world’s second-largest rice trader, 
and US-based Muddy Waters Research.

‘Olam is an extreme example of  an 
increasingly important conflict in 
modern finance: the clash between 
accounting and business reality. 
When accounting gets the upper 
hand, the results can be toxic for 
investors – particularly when 
combined with heavy debt levels,’ 
charged Muddy Waters, which is known 
for selling short.

One key issue here was Olam’s 
early adoption of  IAS 41, Agriculture. 
Muddy Waters had raised questions 
over accounting issues, such as the 
valuation of  biological assets and 
the ‘negative goodwill’ associated 
with Olam’s acquisitions, and how 
they impact Olam’s profitability, 
explained Mak Yuen Teen, Watson 
Wyatt Worldwide regional research 
director for Asia Pacific, in a 
commentary published by a 
Singapore daily. 

‘Some of  the items that affect 
Olam’s financials and which are highly 
dependent on fair values include those 
relating to its biological assets, 

derivative instruments and intangible 
assets,’ Mak wrote.  

Olam on the offensive
The Olam-Muddy Waters saga first 
began at a mid-November hedge-fund 
conference in London. Muddy Waters 
founder and prominent short seller 
Carson Block made some strong 
remarks against commodity trader 
Olam, with Block not denying that 

they had planned to sell short the 
stock. It fell in the initial days following 
the attack.

Just last year, Muddy Waters rocked 
Chinese timber company Sino-Forest 
with accusations of  fraud. This 
triggered a massive sell-off  in its 
shares on the Toronto exchange before 
they were eventually suspended.

On 26 November Muddy Waters 
released a hard-hitting 133-page 
report on Olam. Among other points, it 
states: ‘Our main problem with Olam, 
though, is not that it has significant 
non-cash earnings and high debt 
levels. We believe that Olam’s fatal flaw,  
and one of  its best-kept secrets, is 
that its CapEx projects seem to be a 
fiscal black hole. 

‘Olam’s insistence that investors 
accept a ‘gestation period’ for its 
investments seems akin to what a 
degenerate gambler might say to his 
friends and family in order to get more 
money to gamble.’

Olam, which has the backing of  no 
less than the Singapore’s investment 
arm Temasek Holdings, went on the 
offensive, suing Muddy Waters and 
Block for defamation. Its CEO Sunny 
Verghese described Block’s comments 
at the London conference as malicious 
falsehoods, adding that the statements 
were designed to panic shareholders. 
Olam came back with its own 45-page 
rebuttal where it discussed its 

solvency, accounting practices and 
business model.

Grappling with IAS 41
On the accounting front, as mentioned 
earlier, one of  the key issues in the 
case is the adoption of  IAS 41. The 
Malaysian version, which mirrors 
the international one, is contained 
in the Malaysian Financial Reporting 
Standards (MFRS) 141.

Technically, it is not an issue in 
Malaysia – yet. In November 2011, 
the Malaysian Accounting Standards 
Board (MASB) gave companies an 
option to defer the application of  
MFRS 141 to 2014. The reason was 
simple: The International Accounting 
Standards Board (IASB) may amend 
IAS 41. Major oil palm planter Sime 
Darby, for example, has stated that it 
will adopt the MFRS framework in the 
near future.

IAS 41 requires that all biological 
assets (living animals and plants) are 

‘ANY ACCOUNTING STANDARD MAY BE SUBJECT
TO REVIEW OVER TIME IN VIEW OF NEW 
DEVELOPMENTS. IAS 41 IS NO EXCEPTION’
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measured at fair value 
based on the principle that 
biological transformation is 
best reflected by the fair value 
measurement basis. The 
International Accounting Standards 
Committee (IASC), the predecessor of  
the IASB, concluded that the standard 
should require a 
fair-value model for 
biological assets 
related to agricultural 
activity because of  the 
unique nature and 
characteristics of  
agricultural activity.

‘As with any 
accounting standard, it 
may be subject to 
review over time – for 
example, in view of  new 
developments, changes 
in business environment, 
etc,’ explains MASB 
chairman Mohammad Faiz 
Azmi. ‘IAS 41 is no exception 
to this process.’ 

The review is being taken up by 
the Asian-Oceanian Standard Setters 
Group (AOSSG) led by India with 
Malaysia as its co-lead. In November 
2011, the group wrote to IASB 
chairman Hans Hoogervorst, putting 
forward their recommendation as to 
how the improvements to IAS 41 can 
be progressed.

‘IAS 41 is very important to some of  
our members who are agriculturally 
based,’ they wrote. ‘The AOSSG 
believes IAS 41 needs near-term 
improvement in a specific area – bearer 
biological assets (BBA). Essentially, we 

believe that such assets have been 
mischaracterised; leading to 
accounting which does not serve 
needs of  users, as well as presenting 
practical problems for preparers 
and auditors.’

The group conducted what it called a 
limited survey of  investors, believing 
that there is a need to distinguish the 

accounting treatment 
for BBA and consumable 

biological assets (CBA). It 
argues that the nature of  BBA 

makes them ‘analogous to plant 
and equipment’ and that they 
should be measured using the model 
consistent with those prescribed in 
IAS 16, Property, Plant and 
Equipment (PPE). 

This is, as the group continued in its 
letter to Hoogervorst, ‘because the 
manner in which economic benefits are 
derived from BBA and PPE are very 
similar and because that manner 
differs considerably from consumable 
assets. When an entity is engaged in 
the operation of  BBA, those assets are 
the means for the production of  
agricultural produce to be harvested 
for sale and, hence, operating BBA 
is very similar to operating property, 
plant and equipment for a 
manufacturer. Therefore, the 
principle enshrined in IAS 41, that 
of  accounting for biological 

transformation, we believe is 
inappropriate for BBA.’

Faiz, one of  the signatories to the 
letter, says that, in a nutshell, some 
stakeholders are of  the view that there 
is a need to distinguish the accounting 
treatment for BBA and CBA.

Which to choose?
BBA are cultivated for use in the 
production or supply of  agricultural 
produce to others – for example, 
grapevines, oil palms and fruit trees. 
CBA, in contrast, are those that are to 
be harvested as agricultural produce or 
sold as biological assets. Examples of  
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from CBA,’ explains Faiz. ‘When an 
entity is engaged in the operation of  
BBA, those BBA are the means for 
the production of  agricultural 
produce to be harvested for sale 
and, hence, operating BBA is 
very similar to operating 
property, plant and equipment for 
a manufacturer. 

Consequently, he concludes, 
the AOSSG believes that BBA should 
be measured using a model 
consistent with those prescribed in 
IAS 16.

Solution in sight
While Faiz and his working group had 
been pushing for some resolution 
before the end of  2012, the IASB is 
now aiming to produce an exposure 
draft on the proposal in the first half  
of  2013.

‘This is not a core topic as they have 
to deal with reforms requested of  it by 
the financial stability board first,’ says 
Faiz. ‘That said, they have kept their 
word to consider it, finally! 

‘We may soon be able to decide if  we 
have to count all those trees.’

RK Panch, journalist

The key issue in the IAS 41 debate is defining the subject. Two distinctions are 
made, between bearer biological and consumable biological assets.

Bearer biological assets (BBA) 
BBA can be defined as biological assets that are cultivated for use in the 
production or supply of  agricultural produce to others and are expected to be 
used for more than one period. They are not agricultural produce themselves. 
When an entity is engaged in the operation of  BBA, those assets become a 
means for the production of  agricultural produce to be harvested for sale, 
and hence make the operation of  BBA similar to that of  a manufacturing 
operation. Therefore, the principle enshrined in IAS 41, focusing on biological 
transformation for BBA, is inappropriate as this is a concept of  growth towards 
maturity. Consequently, this paper recommends that BBA be scoped out from 
IAS 41 and measured using the model as prescribed in IAS 16, Property, Plant 
and Equipment. 

Consumable biological assets (CBA) 
CBA can be defined as biological assets other than BBA. No changes are 
recommended to the accounting for CBA. As biological transformation of  CBA 
directly enhances or diminishes the economic benefits to an entity, this paper 
takes the view that the most appropriate measurement basis would be fair 
value as prescribed in IAS 41. 

Source: Asian-Oceanian Standard Setters Group (AOSSG) working group on IAS 141

   *BBA VS CBA

‘The rationale why BBA should 
be treated differently from CBA 
is because the manner in which 
the economic benefits are derived 
from BBA differs considerably 

CBA are livestock held for sale such as 
beef  cattle, farmed fish and crops such 
as wheat. IAS 41, on the other hand, 
uses a single treatment for both CBA 
and BBA.
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‘W
e’re interestingly 
now all in the same 
problem of adopting 
10, 11, 12, and 13. 

Even though these were enforced on 
1 January 2013 around the world in 
multiple jurisdictions like the UK, 
Australia and Malaysia, there is a 
real question of whether people are 
ready,’ says Wayne Basford, head 
of technical services group, BDO 
Australia and incoming head of IFRS 
for Asia Pacific. 

Basford was referring to IFRS 10 
Consolidated Financial Statements, 
IFRS 11 Joint Arrangements, IFRS 12 
Disclosure of Interests in Other Entities 
and IFRS 13 Fair Value Measurement. 
‘And if  you think 10, 11, 12 and 13 
are difficult, this is how difficult the 
leases standard and the revenue-
recognition standard will be in the 
coming years,’ warned Basford, who 
is also the current chairman of  BDO 
International’s IFRS Working Party 
responsible for technical support on 
IFRS application.

Upcoming IFRS issues 
IFRS 10 Consolidated Financial 
Statements is potentially challenging 
for the fund management industry. 
The key issue here is whether a fund 
manager acts as a principal or an 
agent with respect to its managed 
funds, which determines the decision 
to consolidate or not. ‘Should fund 

managers be consolidating? IFRS 10 
is very proud that there are no bright 
lines. It’s a very subjective area – what 
gives you control? What gives you the 
power to control the relevant activity? 
Singapore has refrained from adoption 
because it can’t find the answer while 
Australia is still struggling to interpret 
10,’ says Basford. 

‘In the early stages of  any standard, 
it takes some time for interpretations 
to come through, especially when there 
are judgements involved,’ says Andrew 
Buchanan, global head of  IFRS, BDO 
International and member of  the IFRS 
Foundation’s IFRS Advisory Council. 

‘I would far rather have something like 
IFRS 10, which is based on a reasonably 
good principle but doesn’t have bright 
lines. If  you have bright lines, you can 
structure around it. But if  you don’t 
have bright lines and you have principles, 
you can attack the structuring and I find 
that helpful,’ he adds. 

‘My view is that in many cases the 
consolidation answer is not going 
to change significantly under IFRS 
compared to existing guidance,’ says 
Buchanan. He cited research on some 
special purpose vehicles (SPVs) in 
Europe which showed that a few more 
of  these will be brought onto balance 
sheets but it won’t be a vast number.

 The lack of  prescribed rules and 
bright lines will cause the profession 
to struggle with issues of de facto 
control. ‘Potentially in the Asia Pacific 

region, Australia included, it is not 
uncommon for a parent to spin off  
a subsidiary and only retain 48% 
of  the share capital. Relationships 
between the parent, child and 
board are common. And we’ve been 
comfortable saying, “no, it’s only 48%, 
it doesn’t consolidate”. Now there will 
be more debates about whether you 
consolidate,’ says Basford.

Here in Malaysia, the trigger for 
control is 50.1%, so it is rare to see 
consolidation for holdings below 
50.1%. ‘But IFRS 10 will definitely 
give food for thought,’ says Tang Seng 
Choon, partner and head of  audit, 
BDO Malaysia. 

IFRS 10 also has audit implications. 
‘Part of  the test of  IFRS 10 is 
whether all the decisions are taken 
at shareholder meetings; then how 
many of  the shareholders turn up 
in practice?’ says Buchanan. ‘And 
that extends the question of  what 
do the auditors need to look at to 
confirm whether the consolidation 
answer is right. The answer is going to 
extend to looking into attendance at 
shareholders’ meetings, not just voting 
matters,’ says Buchanan. 

ALL SET FOR IFRS?
Accountants around the globe are bracing themselves for challenges ahead as a  
raft of complex International Financial Reporting Standards (IFRS) come into effect

UNDER IFRS 11, OPERATIONS CLASSIFIED AS
JVS MAY NO LONGER USE PROPORTIONATE 
CONSOLIDATION; THEY MUST EQUITY-ACCOUNT

IFRS 10 will give food 
for thought, warns 
Tang Seng Choon 
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Meanwhile, IFRS 11 Joint 
Arrangements has significant 
implications for certain industry 
sectors that typically use joint 
ventures or joint arrangements. 
‘Now we’re in a world of  joint 
arrangements, joint operations and 
joint ventures. The problem is that 
the term “JV” is now a very specific 
accounting term,’ says Basford. 

Under IFRS 11, operations classified 
as JVs may no longer use proportionate 
consolidation; they must equity-account. 
‘If  you’re in property, one reason you 
decided to enter into JVs is to be able 
to equity-account and not to show your 
debt,’ says Basford. The prime concern 
here for property companies is that IFRS 
11 might prevent them from equity-
accounting their JVs; suddenly, millions, 
even billions of  RM in borrowings might 
turn up on the books. 

On the other hand, mining or 
extractive companies which typically 
haven’t got debt enter into many joint 
arrangements to proportionately 
consolidate assets and revenues. Their 
concern is that they might be forced 
to equity-account, or to review their 
arrangements so they can continue to 
consolidate a proportionate share of  

assets and revenues.
One concern in IFRS 13 is that 

plantation companies may have to use 
the method of  highest and best use in 
valuation. ‘In the Malaysian context, 
would the best and highest use for 
plantation land near Kuala Lumpur be 
as plantations or as building land? If  
you decided to opt for the residual-

Should jurisdictions attempt to add local flavour to IFRS or delay adoption of 
specific standards?

‘Research shows that if  a jurisdiction adopts IFRS, the overall costs of  capital 
go down,’ says Buchanan. ‘If  you take IFRS but you adopt local flavours, then 
you erode the confidence that you gain. As with any set of  standards, not 
everything is going to be popular. But my view, very firmly, is that the way to do 
it is to have full convergence. If  any area causes particular problems, such as 
IAS 41 Agriculture, then talk to the IASB about it. But you have to join the club 
to be able to exert some influence.’

While Australia adopted IFRS wholesale in 2005, it modified the standards 
to make them tougher by removing any options. ‘But the rest of  the world 
thought we were going softer and people lost trust in Australian standards. 
When countries start modifying IFRS, the world will not get into the details. 
It will just ask, “are you IFRS?”,’ says Basford.

Perhaps learning from the Australian experience, Malaysia adopted IFRS 
word-for-word. “We have not added or removed even a comma or a full stop in 
the MFRS [Malaysian Financial Reporting Standards, which are the equivalent 
of  IFRS],’ says Tang, who is a member of  the Convergence Task Force and 
Issues Committee of  the Malaysian Accounting Standards Board.

  *SELECTIVE CONVERGENCE

value method you could be allocating 
all your value to the land and zero to 
the trees,’ says Basford. 

Buchanan also touched on the 
International Accounting Standards 
Board’s (IASB) eagerly anticipated 
Financial Instruments project, 
particularly the impairment model. 
The IFRS 9 Financial Instruments project 

Andrew Buchanan (left, with Wayne 
Basford) says the overall costs of capital 
go down if a jurisdiction adopts IFRS
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In July 2012, the US Securities and Exchange Commission issued a staff 
report on International Financial Reporting Standards, effectively signalling 
its exit from global convergence.

Were there repercussions? None, apparently. ‘There is so much momentum in 
the IFRS world globally. While the US decision might be regarded as a setback, 
it won’t stop adoption of  IFRS,’ says Buchanan.

The US can afford to sideline IFRS because it uses high-quality US GAAP, 
and its markets are dominated by domestic listed companies which operate 
primarily in the US economy and lack significant offshore activities. ‘There isn’t 
perhaps the same need to look towards IFRS,’ Buchanan says. 

The paradigm shift away from US economic hegemony also means its 
decision has negligible impact on convergence. ‘Ten, maybe 15 years ago, US 
markets represented about 50% of  the world’s capital markets. Today, they’re 
less than one-third. The economic picture is different. If  you then look at the 
other major jurisdictions with major capital markets, these have typically 
moved, or are moving, toward IFRS,’ he adds.

The US decision might even expedite standard-setting. ‘In the past history of  
the last three projects, particularly accounting for financial instruments (FIs), 
the project was delayed because the Financial Accounting Standards Board 
and IASB could not agree. So, going forward, this is good news because we can 
finally finish the projects without having to compromise,’ says Basford. 

However, a converged solution for financial instruments would have been 
helpful to circumvent arbitrage risks. ‘As we saw at the onset of  the global 
financial crisis in late 2008, it is possible that entities using different GAAPs 
would look to see where they can gain an advantage. This accounting arbitrage 
would be very unhelpful. Accounting for FIs is the project where we would 
definitely need a converged answer. Unfortunately it doesn’t look like we’re 
heading in that direction now,’ remarks Buchanan.  

   *IMPACT OF US NON-CONVERGENCE ON IFRS 

Benefiting from IFRS
Intensive education is required if  
the profession is to optimise IFRS 
implementation. ‘These standards 
are far more complicated than 
anything that ever existed under 
Australian GAAP and in Malaysian 
history,’ says Basford. ‘I’m not 
convinced the profession as a whole 
has increased its training efforts.’ 
In response to this, BDO has 
massively increased its technical 
department and training. 

‘Many people have underestimated 
the extent to which IFRS differs from 
previous GAAP. The gap between what 
members of  the audit committee know 
and what IFRS requires has grown. 
This can lead to questions about IFRS 
itself  which I think are unjustified. If  
you don’t understand something, it 
is easy to criticise. I think personally 
there is a real failing by members of  
audit committees to keep themselves 
up to date and to understand IFRS,’ 
says Buchanan. 

In his own jurisdiction, Buchanan 
remarked that ‘some people look back 
fondly to UK GAAP. Frankly, IFRS is 
considerably superior to UK GAAP. 
It’s not a perfect set of  accounting 
standards but it’s a very high-quality 
set of  standards, and it’s the best 
global standards we’ve got.’ 

Nevertheless, says Basford, ‘The 
changes happening over the past 10 
years make me very nervous. Ten 
years ago, the audit partner knew 
everything he needed to know. That 
was good because he’s doing the audit 
and he’s close to the client. Now more 
and more, the audit partner needs 
the technical, corporate finance and 
valuation partners, and that’s not 
necessarily 100% good. 

‘If  you’ve written a book that only 
certain people can understand, there 
is something wrong with the book. 
If  you’re a qualified accountant, you 
should be able to understand it. IFRS 
is getting to be such a big volume of  
work; it’s becoming so difficult to find 
the references that I do query whether 
it’s the right way to go.’

Nazatul Izma Abdullah, journalist

covers three phases – classification 
and measurement, impairment 
and hedging. Once the standard is 
complete by the targeted deadline 
of  end-2012, IFRS 9 is scheduled for 
effective adoption by 1 January 2015.  

With the American exit from global 
convergence, US GAAP and IASB 
impairment models will diverge. 
The FASB (Financial Accounting 
Standards Board) model is going 
for full lifetime expected losses to 
start with, as opposed to the IASB 
model, which provides 12 months 
of  expected losses immediately. In 
Buchanan’s personal view, ‘The IASB 
model is more operational and will 
drive the commercial behaviour of  
lenders in more appropriate directions. 
If  I look at a model where full 
lifetime expected losses are provided 
immediately, the implication is that 
banks will not want to lend long-term 
loans because the expected lifetime 

loss on long-term loans is huge.’
‘Similarly, you will find in an 

economic downturn that banks will be 
much more inclined to switch off  the 
taps immediately because the expected 
loss in a downturn gets much larger, so 
it’s difficult enough to maintain capital 
levels without accounting for expected 
losses. The question is: is that really 
the kind of  behaviour you want? Or are 
you looking for more commerciality?’

Wayne Basford: the 
gap between 
knowledge and IFRS 
requirements has grown
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H
e displays a tough streak in 
combating fraud, corruption 
and government waste, but a 
mellower side in his public-

service ethic and support for his 
country’s pursuit of happiness. Meet 
Jigmi Rinzin FCCA, an accountant 
and member of parliament closely 
associated with the economic and 
democratic transition of Bhutan.

His 17-year career has seen him 
working for the country’s Royal Audit 
Authority (RAA), Bhutan’s first national 
newspaper and its Anti-Corruption 
Commission (ACC). Now he reviews 
legislation in the upper house of  its 
parliament. Sitting on parliament’s 
Public Accounts Committee, he is in 
his element. ‘From high-school days, 
I have had a passion for studying 
accountancy and subjects that would 
entail calculations and drawing 
estimates of  figures,’ he says.

Joining RAA in 1995, he became 
assistant chief  auditor of  its 
corporations and financial institutions 
division (CFID) in 2000, auditing 
Bhutan’s foreign reserves and changing 
how it invested them. 

‘Between 1997 and 2000, Bhutan’s 
reserves were depleting as gold 
prices had gone down,’ he recalls. 
‘We recommended ways to have safe 
investments, ensure liquidity and also 
have returns.’ In the current global 
crisis, Bhutan has been shielded by its 
safer and more diverse investments.

Next came a two-year stint as 
general manager of  Bhutan’s Kuensel 
Corporation, by then autonomous 
from government. Rinzin created a 
profitable business whose newspaper 
title, Kuensel, remains Bhutan’s largest 
and most profitable.

Returning to RAA in 2004 as 
chief  auditor of  CFID and chair of  
RAA’s audit committee, he oversaw 
the auditing of  government-owned 
corporations and financial institutions, 
the review of  audit firm applications 
for empanelment, and the audit of  
donor-funded development projects 
run by government agencies.

He represented Bhutan in the 
International Association of  Supreme 
Audit Institutions (INTOSAI) and 
promoted good governance, 
accountability and transparency 
in public sector and financial 
management.

‘Today’s company management 
practices are more advanced than back 
then, so I had to spread awareness 
of  the Companies Act as well as 
management practices with CEOs 
and MDs of  corporate and private 
companies,’ says Rinzin.

He represented RAA in selecting 
senior management such as CFOs of  
government-owned corporations and 
helped revise civil service rules. In 
2005, he helped establish business 
courses for Gaeddu College of  
Business Studies at Gedu, Bhutan’s 
first such college.

In 2006, Rinzin was put in charge of  
investigations at the newly established 
ACC, fighting mounting corruption at 
some personal risk. He says that as 
chief  investigative officer for ACC, he 
was repeatedly threatened verbally. 

Until the mid-2000s, fraud and 
corruption were mostly uncomplicated: 
excess payments, embezzlement, 
non-payment, fictitious payment of  
bills and invoices to ghost business 
partners. ‘Today, I’m afraid, the nature 
of  observations reported by RAA 

HIGH ACHIEVER
Jigmi Rinzin FCCA talks about his roles in fostering good audit and accounting practice 
in the land of happiness – the tiny Himalayan kingdom of Bhutan – and throughout Asia

The basics
BHUTAN 
This Himalayan minnow – the 
country is the size of Switzerland 
and nestles between the giants of 
India and China – has undergone 
tremendous changes in the past 
15 years. It opened up to TV and 
the internet in 1999 and introduced 
parliamentary democracy in 2008. 

There has also been an explosion 
in economic activity – in 2011 the 
country grew by 11.3% – so financial 
services, auditing and accounting 
are playing increasingly important 
roles. Bhutan is in urgent need 
of  professional accountants – it 
has just 28 qualified professional 
accountants, including 11 ACCA 
fellows, all in the public sector. 

‘Twenty-eight qualified 
accountants in an economy with 
a GDP of  US$1.29bn in 2011 
and growing at more than 11% 
is highly disproportionate,’ says 
Rinzin. Growth is expected to 
average 10.6% until 2013.
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and ACC has changed,’ he says. The 
scams now are big-time: kickbacks for 
government procurement of  medical 
equipment and drugs from India, and 
corruption in the now closed national 
lottery. ‘The reach and nexus of  parties 
involved in corruption have gone 
beyond our borders,’ he adds.

More positively, awareness of  
corruption has grown with democracy. 
Oversight agencies, MPs and the 
media have played a part in this. Back 
in 2008, though, the unique work 
pressure and Rinzin’s interest in public 
service saw him resign from ACC to 
embrace politics. Elected with ease, he 
assumed parliamentary responsibilities 
for accounting, auditing and finance.

His reputation spread. He became 
founding secretary general of  the 
Asia Regional Association of  Public 
Accounts Committees (ARAPAC) 
in 2010, and still fills that role. He 
helped draft and finish the RAA 
financial audit manual in 2009 and 
deliver CPD programmes.

Rinzin sees more challenges for the 
profession, the biggest being skills 
shortages. ‘I don’t mean we have 
shortages in public-sector auditing, 
as our RAA, which was established 
in the early 1970s, is on a par with 
any other supreme audit institutions 
internationally,’ he says. RAA conducts 
risk-based auditing and theme-based 
performance auditing, going beyond 
traditional compliance and rule-based 
auditing. It is an active participant in 
international public-sector auditing 

financial statements and the audit 
of  non-governmental, civil society 
and religious organisations should 
be outsourced.

In a small country, any oversight 
agency knows it may be accused 
of  offending and hurting people. 
Rinzin says the key was not to allow 
RAA auditors or accountants any 
discretionary powers. He believes 
this has been achieved among RAA 
auditors through rules, volumes of  
manuals and guidelines, procedures, 
and some 16 codes of  good conduct 
that dictate a strict, stepwise 
adherence to procedures.

‘Similarly, the certification and 
financial audits of  our business houses 
are guided by a host of  procedures 
required by the Companies Act and will 
also be guided by AASBB rules, norms 
and standards,’ adds Rinzin.

The private sector is small but offers 
many opportunities for the profession, 
says Rinzin. ‘We have 272 registered 
companies including 20 listed 
companies, most of  which use foreign 
auditing and accounting services.’

Bhutan liberalised foreign direct 
investment policy in 2010, allowing 
greater foreign ownership and in more 
areas. It has since seen a stream 
of  foreign companies move into the 

forums organised by INTOSAI and the 
Asian Organization of  Supreme Audit 
Institutions (ASOSAI).

‘Conversely, we are way behind in 
the financial auditing of  our business 
houses and commercial accounting 
practice,’ he says. ‘Except for one audit 
firm – Drami Associates – which was 
set up recently, nobody is practising 
statutory commercial auditing.’

Bhutan has only a few, low-profile 
licensed firms run by middle-qualified 
accountants offering basic services 
such as final accounts and filing tax 
returns. This is aggravated by a lack 
of  institutional infrastructure, though 
change is afoot. 

The Accounting and Auditing 
Standards Board of  Bhutan (AASBB) 
was set up in 2010. AASBB has 
initiated the drafting of  a Bhutan 
Institute of  Chartered Accountants 
(BICA) Bill, published uniform 
Bhutanese accounting standards, 
and plans professional accountancy 
courses over the next three years.

Drawing on his experiences, Rinzin 
says similar countries should also 
build institutional infrastructure to 
encourage the growth of  audit and 
accounting. He has suggested to 
RAA that the certification audit of  
donor-funded development projects’ 

‘GROSS NATIONAL HAPPINESS IS COMPATIBLE WITH 
ANY DISCIPLINE OR THEORY. IT’S A MATTER OF JUST 
DRAWING SOME LOGICAL ALIGNMENT’
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The tips
*If you are an employee, pick an 
industry you are comfortable with – 
there is plenty of choice.

*If you are an employer, you 
can go for audit practice or general 
consultancy, or even a hybrid of 
audit and other services. There is an 
ocean of opportunity for all-round 
professional consultancy firms.

*If you are non-Bhutanese, learn 
the culture in your new workplace.

*To start an audit practice, a 
qualified Bhutanese accountant 
should approach the Royal Audit 
Authority for inclusion on the list 
of professional audit firms and the 
Ministry of Economic Affairs for a 
business licence. 

*If you are a non-Bhutanese 
starting an audit firm, look for a 
Bhutanese professionally qualified 
accountant as a partner. Bhutan’s 
FDI laws allow 74% foreign 
investment, with the minimum 
project size being US$250,000. 
There is scope for four to five more 
good audit firms.

country, which lies close to India and 
China. ‘By virtue of  proximity to these 
fast-growing economies, the benefits 
from them are bound to spill over 
to Bhutan. I see tremendous scope 
for our burgeoning accounting and 
auditing profession,’ says Rinzin.

Inward investors come to a land 
where the pursuit of  happiness is an 
official policy goal. All government 
policies and projects are evaluated 
as to their effect on gross national 
happiness (GNH). 

The complex GNH auditing system 
rests on sustainable and equitable 
socio-economic development, 
preservation and promotion of  
culture, conservation and sustainable 
environment management, and good 
governance. Policies must pass GNH 
audits. Critics say the process is too 
lengthy, bureaucratic and conservative. 
‘GNH is a noble philosophy which 
is compatible with any discipline or 
theory. It’s a matter of  just drawing 
some logical alignment,’ Rinzin says 
in its defence.

‘Take good governance, which 
can be conveniently aligned with 
accounting and auditing themes. 
I would tend to understand good 
governance under four sub-points: 
efficiency, accountability, transparency 
and professionalism. Public-sector 
auditing conducted by RAA takes care 
of  these four components of  the good-
governance principle.’

He believes the same values and 
principles can extend to corporate 

The CV
CURRENTLY

Secretary general of ARAPAC, 
MP of National Council of Bhutan 
(NCB), chairman of Public Accounts 
Committee and Parliamentary 
Entitlements Committee, member of 
Economics Affairs Committee.

2008-09
Member of NCB’s Good Governance 
Committee.

2006-07
Head of investigation division,  
Anti-Corruption Commission. 

2004-06
Chief of corporations and financial 
institutions division at the Royal 
Audit Authority (RAA), Bhutan, and 
chairman of audit committee. 

2003-05
Reference Panel member from 
Bhutan on INTOSAI auditing 
standards committee working group 
on financial audit guidelines. 

2002-03
General manager, Kuensel 
Corporation.

2001-02
Assistant chief auditor, corporations 
and financial institutions, RAA. 

1998-2000
Student of ACCA on scholarship 
with Emile Woolf College of 
Accountancy and FTC, London.

1996-98
Senior auditor, RAA.

1995-96
Trainee officer, RAA.

auditing. The Companies Act 2000 
requires both the company and its 
auditor to fulfil mandates geared 
towards good corporate governance.

‘The principles and values of  GNH 
reinforce the accounting and auditing 
processes, and the achievement 
of  final outcomes – that is, good 
governance – through accountability 
and transparency,’ says Rinzin.

Tenzing Lamsang, journalist based 
in Bhutan
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T
he impact of the European 
debt crisis, concerns about 
the possible US fiscal cliff and 
growth slowdown worries in 

China, as well as weak aftermarket 
performance of recent IPOs in Hong 
Kong, impacted the confidence of both 
institutional and retail investors for 
new listings in 2012. Statistics from 
The Stock Exchange of Hong Kong 
(HKEx) indicate that the HK$ 86.2 
billion raised from new listings in Hong 
Kong up to the end of 2012 was 67% 
down from HK$ 259.8 billion a year 
earlier. Hong Kong has also dropped 
its number-one position in terms of 
funds raised through IPOs after three 
consecutive years as the world’s 
leading IPO market from 2009 to 2011.

The average offering size of  IPO 
deals has dropped significantly in 
2012 compared to 2010 and 2011. 
Despite a late surge of  IPO activities in 
December 2012, brought about mainly 
by the listing of  The People’s Insurance 
Company (Group) of  China (1399.
HK), several large IPOs that the market 
had anticipated were postponed as a 
result of  uncertain market conditions. 
Unsatisfactory valuations and the 
struggle to find enough demand for 
stocks have delayed a large number of  
planned listings, even for cases that 
had already received HKEx approval. 

A seasoned capital market
Many are wondering if  and when 
Hong Kong will regain its number-one 
position. On that front, it is worth 
reflecting on both the evolution of  Hong 
Kong’s IPO market and the historical 
trends of  IPO funds raised over the 

In 2012, Hong Kong lost its position as the world’s leading 
IPO market in terms of funds raised after three consecutive 
years. Can it regain the top spot, ask Paul Lau and Roy Leung

HONG KONG’S IPO MARKET   AN EVOLUTION
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HK$ BILLION

HONG KONG’S IPO MARKET   AN EVOLUTION

past 20 years, as illustrated in Figure 1. 
With the breakthrough in 1993 

coming from the first Chinese state-
owned enterprise listing H-shares 
in Hong Kong, Tsingtao Brewery Co 
(0168.HK), the Hong Kong stock 
market commenced its development 
into more than a local market for 
family-owned businesses in Hong Kong. 

Since then, there has been a 
fundamental restructure to the 
composition of  companies with an 
IPO in Hong Kong, with red chips and 
H-share stocks being the majority in 
terms of  funds raised. From 1993 to 
2004, funds raised were occasionally 
boosted by major H-share listings, 
however, annual total funds raised were 
generally less than HK$ 100 billion 
during this particular period. 

The recent IPO boom began in 
2005, powered by both mega Chinese 
state-owned enterprise IPOs and a 
wave of  international listings. For many 
market practitioners, anything below 

HK$ 200 billion in terms of  annual 
IPO proceeds raised was considered 
less than satisfactory. With mega deals 
such as the listings of  both the AIA 
Group (1299.HK) and the Agricultural 
Bank of  China (1288.HK) occurring 
in the same year, the total annual IPO 
proceeds raised peaked at around HK$ 
450 billion in 2010. On the other hand, 
the surge in international listings in 
Hong Kong is easily identified when 
examining the composition of  the 
most sizeable deals in recent years, as 
illustrated in Tables 1 and 2.

So, will the 2010 record of  IPO 
proceeds be broken in the near future? 
At this stage, it seems unlikely due 
to a number of  factors: the majority 
of  mega-sized Chinese state-owned 
enterprises have already listed over 
recent years, and the ongoing debt 
crises and subsequent economic 
uncertainties mean that the current 
environment will prove very challenging 
for businesses to remain profitable. 

However, many believe that in the 
medium to long term, there can be a 
more balanced composition of  new 
listings with steady growth in total 
annual IPO proceeds; this is linked to 
the sustained wave of  listings of  foreign 
companies and Chinese privately owned 
enterprises, the growing popularity of  
Chinese yuan offerings, and quality 
growth with enhanced regulations.

International listings and 
Chinese yuan offerings
While 2012 IPO activities in Hong 
Kong have been severely hindered by 
market volatility, recent research and 
interviews conducted by KPMG with 
various stakeholders, including listed 
companies and advisers, reveal that 
many still believe that a number of  key 
factors will continue to set Hong Kong 
apart from other markets globally. 

One factor is the liquidity of  
the securities market and its well-
diversified investor base. Besides 
the access to the growing economic 
power of  Asian investors, a Hong Kong 
presence provides visibility among 
consumers in Asia. This is particularly 
significant for consumer brands given 
the rise of  Asia’s middle class. Few 
would be surprised to see an increase 
in luxury-brand listings in Hong Kong.

The HKEx has been actively taking 
measures to attract more foreign 
companies. These include increasing 
the number of  acceptable jurisdictions 
in which a listed issuer may be 
incorporated, and the acceptance of  a 
business trust as a listed issuer, which 
gives greater flexibility to potential 
listing applicants. Market practitioners 
are also expecting enhancements to 
be introduced by the HKEx on rules 
relating to the secondary listing of  
foreign companies, and as a result, 
they are eager to see more overseas-
listed companies coming to Hong Kong. 
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Figure 1 Historical trend of  IPO funds raised in Hong Kong
Source: HKEx and KPMG research
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Hong Kong has emerged as the pre-
eminent offshore Chinese yuan centre 
over the past few years – a potential 
capital source for enterprises with 
operations in China. In 2011, Hong 
Kong banks handled the vast majority of  
China’s external yuan trade settlements 
– as much as 1.91 trillion yuan out of  a 
total of  2.08 trillion yuan, according to 
the Hong Kong Monetary Authority. In 
mid-2012, Hong Kong banks held more 
than 550 billion yuan in deposits. Issues 
of  bonds denominated in offshore 
yuan, known as ‘dim sum bonds’, are 
already common. In October 2012, 
Hopewell Highway Infrastructure (0737.
HK) placed yuan-traded shares for 375 
million yuan; it was the first company 
to have shares traded on two different 
counters in HK$ and yuan on the HKEx. 
Potentially many more will follow.

Sustained quality growth
While Hong Kong can do little about the 
current global economic conditions, 
many are confident that it will continue 
to actively improve the reputation of  
its stock market, and build investor 
confidence to achieve quality growth in 
the IPO market. Various enhancements 
to the IPO process and rules have 
been made or proposed by both the 
Securities and Futures Commission 
and the HKEx, and more are expected.

While the economic environment is 
still unstable, the long-term economic 
growth in China and the rest of  Asia is 
generally expected to remain attractive, 
and will help bolster Hong Kong’s capital 
markets. While mega deals raising 
more than HK$ 100 billion may not 
be as common in the future, many are 
expecting a more balanced composition 
of  new listings comprising state-
owned enterprises and privately owned 
enterprises in China, as well as foreign 
companies, in years to come. Although 
it is reasonably possible that one or two 
mega deals could catapult Hong Kong 
back to the top spot in that particular 
year, the focus should be on striving for 
ongoing quality, diversity and sustained 
growth in the Hong Kong IPO market. 

Paul Lau and Roy Leung are partners 
at KPMG in Hong Kong

Company Funds raised (HK$ B) Headquarter  
  country 

ICBC 124.9 PRC
Bank of  China 86.7 PRC
China CITIC Bank  32.9 PRC
China Railway Group  22.1 PRC
China Merchants Bank  20.7 PRC
China Railway Construction  20.2 PRC
China Communications Construction  18.5 PRC
China Coal Energy  15.1 PRC
Country Garden  14.8 PRC
SOHO China 14.8 PRC

Company Funds raised (HK$ B) Headquarter  
  country

AIA  159.1 US
Agricultural Bank of  China  93.5 PRC
Glencore  77.7 Switzerland
China Minsheng Banking Corp 31.2 PRC
China Pacific Insurance  27.7 PRC
China Longyuan Power 20.1 PRC
Sands China  19.4 US
Prada 19.2 Italy
Metallurgical Corp of  China 18.2 PRC
United RUSAL 17.4 Russia

Source: HKEx, KPMG analysis 

  *TABLE 1:
       2006-2008 TOP 10 IPOS BY FUNDS RAISED ON HKEX

  *TABLE 2:
       2009-2011 TOP 10 IPOS BY FUNDS RAISED ON HKEX
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Every accountant’s mission 

[Driving forward business sustainability  
will be a critical task in the year ahead,  
says ACCA president Barry Cooper

I would like to take this opportunity to send you all best 
wishes for the Chinese New Year, which is now celebrated 
around the world. The Year of the Snake will be an 
important one not only for China and Asia, but for the whole 
world given the region’s economic importance and influence.

One of  the key areas that Asian organisations will need 
to look at more closely, in common with their counterparts 
around the world, is how prepared they are to adopt a more 
sustainable approach in their operations. It’s important 
not just for how environmentally friendly businesses are 
perceived to be now, but for future generations too, which 
may have to pay a high price for any lack of  global action.

ACCA recently published a report, The green economy: 
pushes and pulls on corporate China, which asks whether 
corporate Asia is ready for the green economy. It concludes 
that the next few years will be critical ones in the shift to a 
more sustainable economy in Asia. All stakeholders will have 
to work together if  sustainability is to be successfully adopted. 
Governments will need to promote green growth; investors 
will need to incorporate environmental, social and governance 
considerations into their decision making; and companies 
will need to develop goods and services that minimise their 
environmental and social impact. 

What was good to see from the report is that the business case 
for sustainability is gaining momentum in Asia and that leading 
companies are integrating sustainability into their corporate culture 
and decision-making processes. They are already seeing the benefits 
not only in terms of  lower dependency on natural resources, but also 
in increased sales; customers from around the world are looking at 
sustainability issues before they make decisions about when, where 
and from whom to buy.

As accountants, you are well placed to help businesses and the 
wider economy they operate in to measure, manage and report 
on their environmental and social impact, and to enable more 
organisations to adopt green practices. I wish you every 
success in this critical mission.

Professor Barry J Cooper is head of the 
School of Accounting, Economics and 
Finance at Deakin University, 
Australia 

The green economy 
is available at www.
accaglobal.com/
accountability
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Morgan Stanley HQ, New York

Q What does your role involve?
A City Credit Capital is a rapidly expanding 
Financial Services Authority-regulated entity, so 
my role is varied and ever-changing, from risk and 
capital adequacy reporting to the more traditional 
functions of  heading day-to-day financial activities, 
including planning, analysis and reporting.

Q What challenges and opportunities does the 
market currently hold for your clients?
A This highly volatile environment is seen as 
optimal for investors who favour short-term 
strategies, a practice favoured by many forex 
(foreign exchange) traders. Since the majority of  
our clients trade forex as a substantial part of  their 
portfolios, the current environment is presenting 
them with unprecedented opportunities.

Q How do you keep up to date?
A CPD courses are a good way of  keeping myself  
up to date. However, if  you work for a firm that 
provides services across multiple jurisdictions, 
especially in the highly regulated forex market, 
then you have to do a bit more than that. I 
subscribe to alerts from compliance and law 
firms, in addition to maintaining long-lasting 
relationships with authorities and colleagues in 
similar industries. Having the compliance team 
next door to me doesn’t hurt, either.

Q What are your career hopes?
A I sit on the board of  directors of  a local 
charity, Enfield Parents and Children. I’m 
always looking for ways to develop myself  
to be a more rounded and valuable board 
member. My goal in the mid to 
long term is to reach CFO level, 
developing the right skill set for 
the top job as a CEO.

FAST FACTS
Short CV: Rocksons 
Chartered Certified 
Accountants, OJK,  
City Credit Capital
Interests: Reading, 
current affairs, 
playing tennis

M&A DEALS PROSPER
Last year was a bumper one for M&A 
activity in the Asia-Pacific region, 
with total value of  deals exceeding 
US$101 billion – a record high, and 
up 17% year-on-year, according to 
global deal-tracking firm Dealogic. 
The data shows Thailand topped 
the region for the first time with 
US$23.2 billion worth of  deals 
through 35 transactions in 2012 – 
almost five times the value raised 
through 32 deals in 2011. Thomson 
Reuters data shows that Singapore 
clocked up deals worth US$79.4 
billion – up 82.5% from 2011 – led 
by several mega-deals exceeding 
$5 billion each. Dealogic found 
that Morgan Stanley led the M&A 
adviser ranking with a 22.6% market 
share, followed by HSBC with a 
market share of  21%.

HONG KONG HIT BY RISING COSTS
Hong Kong’s competitiveness is  
under threat as a result of  rising  
operating costs and over-regulation, 
according to the Hong Kong General 
Chamber of  Commerce. To arrest 
this, the chamber is pushing for  
a reduction in the profits tax,  
and adherence to the concept of  
‘market leads, government facilitates’. 
Chung-Kong Chow, chairman of  
the Chamber, said Hong Kong is 
one of  the world’s most important 
international business and financial 
centres, the ‘pre-eminent operations 
centre in the Asian half  of  the world 
and the most international business 
hub in China’. However, Hong Kong 
needs to balance the demands 
associated with each role to enhance 
its international standing and 
competitiveness, Chow said. 

The view from: 
UK: Felix Owusu Magyan  
ACCA, financial controller,  
City Credit Capital

35 Corporate The 
view from Felix Owusu 
Magyan of City Credit 
Capital plus news in brief; 
Katherine Wu of Unilever 
Vietnam talks about 
growing opportunities 
in the local market; 

43 Practice The view from 
Amjad Kalib of Kreston 
International plus news in 
brief; time to pare down 
the client list and get rid 
of the most unprofitable 
caseloads
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Vital spirit
Katherine Wu FCCA, vice president of 
finance at Unilever Vietnam, describes the 
challenges and rewards of working amid the 
luxuriant growth being generated by Vietnam’s 
‘golden demographic’
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The CV
2011

VP finance, Unilever Vietnam.

2010
Head of finance, Unilever Malaysia 
and Singapore.

2007
Finance director, marketing and CD, 
Unilever Asia, Africa, Central and 
Eastern Europe.

2005-07
China Europe International Business 
School (CEIBS) – master’s, EMBA.

2003
Finance controller, Unilever China. 

1991-96
Fudan University, China, bachelor’s 
in biochemistry.

The basics
UNILEVER

*Unilever Vietnam was set up in 
1995 as a subsidiary of Unilever.

*The company’s leading household 
brands in Vietnam include Omo, Vim, 
Cif, Lifebuoy, Dove, Sunsilk, Lux, 
Lipton, Knorr, Vaseline and Surf.

*Unilever Vietnam directly employs 
more than 1,500 people. 

*In 2010 Unilever Vietnam was 
the first multinational to be awarded 
the 1st Labour Medal for its business 
performance and boosting socio-
economic development in the country. 

*Unilever Vietnam operates a 
manufacturing base in Ho Chi Minh City.

Vietnam is one of the top countries for 
attracting foreign investors, especially 
multinationals like consumer goods 
giant Unilever.

‘This is a young, dynamic country,’ 
says Katherine Wu FCCA, vice president 
of  finance at Unilever Vietnam. ‘With 
50% of  the population under 25 years 
old and growing fast in purchasing 
power, this is one of  the key markets 
for Unilever, and we are committed to 
building a sustainable business here 
and making Vietnamese lives better.’ 

Sitting in her office in Ho Chi Minh 
City’s District 7, a new residential 
and business centre in the country’s 
main financial hub, Wu spells out the 
scale of  this potential: ‘According to a 
Goldman Sachs and BCG projection, 
GDP per capita in Vietnam is going to 
exceed that of  Indonesia, India and the 
Philippines by 2025.’ 

While this ‘golden demographic’ 

is the major driver behind Vietnam’s 
anticipated bright future, Wu says she 
knows it’s not simply a matter of  setting 
up shop and totting up numbers. 

Vietnam’s youthful population also 
constitutes the present generation 
of  fresh-faced graduates and young 
executives streamlining business 
practices. ‘If  you look at the profile of  
young people at our company, most of  
them joining as management trainees 
are fresh from universities. They’re 

all very keen to learn and passionate 
– their energy and desire to make an 
impact is very prominent, compared to 
some other places I have worked.’ 

She adds: ‘In terms of  education, 
English-speaking skills and exposure to 
the outside world, young people here 
have stepped up significantly. I was 
on the board of  advisers at AIESEC 
in Foreign Trade University in Ho Chi 
Minh City. Some years ago when the 
students were discussing how they 
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could contribute to society, they talked 
about charity donations. Now they 
are mapping out agendas and talking 
about how they can create a business 
model that will be self-sufficient and 
sustainable. You can see how fast this 
generation has developed – they are on 
the path to becoming global talents.’ 

Wu herself  is a shining example 
of  adaptability. Shanghai-born, 
she decided to trade a future in 
biochemistry for a career in finance 
with Unilever after graduating from 
Shanghai’s Fudan University in 
1996 with a degree in biochemistry. 
‘Biochemistry and finance are all 
about science – logic, interpretation, 
deduction,’ she says.

Her accounting and financial 
education came courtesy of  the 
company. ‘At that time Unilever was an 
active sponsor for ACCA programmes, 
so I joined one and graduated in two 
and a half  years, and that’s how I 
became a certified accountant.’ 

ACCA training played a crucial part 
in her career. ‘It gave me an education 
and entry to the financial world. It’s not 
just about accounting, but reporting, 
auditing, taxation and management 
analysis. In addition to getting the 
certificate, or gaining membership, it 
is good training.’

After stints in Singapore and 
Malaysia, in 2011 she came to Vietnam 
– a country that has transformed in a 
single generation from a war-ravaged 
Third World nation into a middle 
income, international player with 
enormous potential. 

‘When I first came in 2001 to work on 
some Unilever projects, where we are 
today in District 7 didn’t even exist,’ she 
says. ‘It’s amazing how the country has 
developed its infrastructure.’

Unilever entered the Vietnamese 
market in 1995 – a year after a US trade 
embargo on the country was lifted. Over 
the next 15 years Vietnam’s accelerated 

rate of  development propelled it into 
an unprecedented era of  prosperity. 
Per capita income grew from US$220 
in 1994 to US$1,168 in 2010, while 
the ratio of  people in poverty fell from 
58% in 1993 to just 14.5% in 2008. 
Consumer spending is forecast to jump 
42% between 2012 and 2016. 

Wu marvels at Vietnam’s market 
progression. She says: ‘It is amazing 
to see how Vietnamese consumers 
have leapfrogged over the past decade. 
People are aspiring to better lives, 
a more healthy and hygienic living 
environment and better personal 
care offerings.’ 

Accounting standards are also 
developing quickly. ‘Coming from a 
Chinese background, I have found 
a much more open and dynamic 
environment in sharing and evolving 
accounting standards here,’ she says. 

Unilever Vietnam cultivates talent 
through a future leaders programme. 
‘Every new finance recruit starts in 
customer development and goes to 
sales for the first three months to get 
exposure to the fundamentals and 
connect to our consumers,’ says Wu. 

Versatility and a broad knowledge of  
company operations are of  paramount 
importance. All management trainees 
who joined the leaders programme 

are on job rotation for two to three 
years and sent abroad for six months. 
‘We are building our Vietnamese 
talents to become global talents 
– and our young people love the 
opportunities and challenges. Now 
we have Vietnamese managers working 
abroad in many countries; they will be 
the future business leaders for Unilever 
and for Vietnam.’

She notes that different countries 
provide different learning experiences 
and skills for her team. ‘We choose 
overseas opportunities that can 
best utilise our people’s strength, 
while stretching them for their areas 

The tips
‘The best way of learning accounting 
and finance is to combine textbook 
knowledge with operational 
experience. When I talk to my 
colleagues or team members, who are 
currently studying ACCA, my advice is 
that the best way to learn is not only 
reading about rules, regulations or 
standards; more importantly, it is also 
thinking about what is behind it – how 
it impacts day-to-day business or why 
you have to do it – rather than just 
remembering and following.

‘Second, if  you want to follow 
a career in finance, if  you want to 
move up, it’s important for finance to 
connect with the business element. 
Finance as a profession has always 
been evolving. In the past, it was 
predominantly about financial 
accounting, getting fiscal reporting 
done, preparing statements and 
making sure everything was compliant. 
Nowadays, finance has to drive the 
business and highlight issues and 
opportunities – how can we make 
a positive impact on the way we do 
business from a finance perspective?

‘A career in finance has become a 
much more comprehensive vocation 
than simply accounting. These are the 
challenges that face newly emerging 
talent, freshly qualified accountants 
– how to learn, how to become a 
successful financial director. These are 
challenging times.’

‘WITH 50% OF THE POPULATION UNDER 25 YEARS
OLD AND GROWING FAST IN PURCHASING
POWER, THIS IS A KEY MARKET FOR UNILEVER’
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of  development. For example, we 
have sent people to the Singapore 
regional office to develop them in 
strategic thinking and planning roles. 
We have sent people to Australia to 
experience a sophisticated modern 
trade environment. Right now we have 
an experienced financial accountant 
from Singapore who has come to 
Vietnam looking for business exposure. 
The talent exchange across countries 
creates an open and dynamic 
environment for our people to learn.’

While based solely in Asia during her 
own career, Wu has worked in countries 
with contrasting cultures and business 
practices and undergoing diverse stages 
of  development – China, Singapore, 
Malaysia and now Vietnam. She believes 
‘a humble attitude’ is the key to 
adapting to a new environment. 

‘When you move to a new country, 
just try to listen to people – understand 
them, see what the context is, what 
the right behaviour is, what suits the 
local style of  working. Of  course, here 
we’re all Unilever. When you take over 
or the leadership changes, there is a 
change in personality but not company 
strategy. We still need to learn how to 
work with each other. We are one team 
and personal engagement is important, 
as are transparency and integrity. I’m 
confident that one year down the line 
[in Vietnam] we have really mingled 
well as a team.’ 

Wu believes her finance department 
has accomplished a lot in driving the 
speed and efficiency of  Unilever as a 
whole. ‘We’ve made significant progress 
and this is a continuous journey, so 
there is much more to do,’ she says. 

One of  the benefits of  finance, 
she adds, is the ability to judge 
performance in clear measures: ‘First 
by benchmarking yourself  against 
yourself, looking at where you were 
yesterday, where you are today, where 
you will be tomorrow, to see if  you are 
progressing, improving. Second, and 
this is the real test, by benchmarking 
your performance against others, rival 
companies, Vietnamese companies, or 
Unilever companies in other countries.’ 

In the end, she knows the bottom 
line is a numbers game: ‘If  you want 
to see if  you’re improving compared to 
others, you look at the numbers until, 
one day, you can say, “we’re the best 
finance team in the industry”.’ 

Connla Stokes, journalist based in 
Ho Chi Minh City
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Comment

One of the more interesting 
conversations I recently had was 
with John Henderson, Asia Pacific 
CFO of Regus, the US$1.9bn-a-year 
global provider of business centre 
office space. For me, it illuminated 
the emerging issues that finance 
functions in Asia are beginning to 
face as domestic consumption, not 
just exports, become a key driver of 
economic growth from China to India 
to South-East Asia. 

This development means that the 
business activities of  Asia’s emerging 
multinationals – and those of  global 
multinational corporations like Regus 
– will increasingly focus on selling 
into the region’s markets, instead of  
using them mainly as export bases. 
And that has implications for the way 
CFOs manage finance and the kind 
of  finance professionals they need for 
their team.

Henderson is already in the throes of  
the transition. Like many companies, 
finance management at Regus had been 
centralised in regional headquarters 
– in this case, Hong Kong. ‘What we 
understand by looking at our strategy, 
by looking at our opportunity in the 
markets, is that we need to move 
from a very much centrally 
managed business to a 
country focus,’ he says.

This year, Henderson 
will be hiring five or 
six senior finance 
executives who will 
be working closely 
with newly appointed 
country managers 
in smaller markets 
where it sees growth 
opportunities (the 
company operates in 
16 Asian countries). 

What Regus has 
found, Henderson 

A shifting focus
[The emergence of domestic consumption as a key to GDP growth across the region is transforming  

the way that CFOs manage their teams and develop as key business partners, reports Cesar Bacani 

says, is that it is ‘much more efficient 
and effective if  the finance resource sat 
next to the CEO, the country manager. 
It builds a stronger unit to drive the 
business.’ But finance must be strong 
in both technical and commercial 
skills, and able to do much more than 
just transactional process.

Indeed, Regus set up a 
shared services centre 
in Manila three years 
ago to free finance 
to focus on being a 
business partner. 
The objective is 

‘to focus on real value-add,’ says 
Henderson, ‘through modelling out 
acquisitions and other opportunities, 
looking at our pricing, looking at our 
forecasting, looking at our strategy 
and looking at financial structures that 
work best in [the local] market, and at 
the same time still being the gate-
keeper on things like compliance and 
cost control.’

It’s tough to find these finance 
professionals, though. ‘We find that 
quite a challenge,’ the CFO admits. 
‘You do get professionals who like to 

have a very rigid structure. They 
like to have it all very nicely set 

up for them and they 
like to be in their 

comfort zone.’ 
But as a 

chartered 
accountant 

himself  who moved 
up from internal control and 

controllership to CFO, Henderson 
is confident he will eventually find 

what Regus is looking for in China, in 
Indonesia, in Cambodia, in Sri Lanka.   

Henderson will be very hands-on in 
coaching, mentoring and training. ‘At 
the start, you may have them building 
financial models and asking the 
questions about what are the financial 
levers and what are the business levers 
that would drive that performance and 
understanding that,’ he says. ‘Slowly 
they start to pool more information in 
and get exposed in project teams to 
working with the other functions.’ 

That is, so long as they are not 
wedded to operating only in the silo 
of  accounting and compliance. Food 

for thought for Asia’s finance 
professionals and the CFOs who 
need to have them on their team. 

Cesar Bacani is editor-in-chief of 
CFO Innovation Asia

40



Comment

It is not every day that a single 
legislative stroke paves the way for the 
introduction of a number of capital 
market products. 28 December last 
year was such a day. That was when 
the Capital Markets and Services 
(Amendment) Act 2012 (CMSA 2012) 
came into force in Malaysia.

The chief  outcome is the splitting of  
the approval framework into two so as 
to separately handle listed and unlisted 
capital products. On its website, the 
Securities Commission (SC) explains: 
‘The new framework recognises that 
listed and unlisted capital market 
products have distinct characteristics 
and different degree of  risk, and as 
such applies the appropriate level of  
regulation commensurate with the 
risks attached.’

When there is a listing of  securities, 
the framework is more transparent. 
For example, the types of  
products that require approval 
are specified. So too are the 
circumstances that justify the 
SC’s rejection of  an application.

For unlisted capital 
market products, the SC’s 
authorisation is for the product 
itself. As such, authorisation 
is granted for a unit 
trust scheme and no 
longer for the issuance 
of  every unit in the 
scheme, as previously. 
Also, foreign capital 
market products can be 
offered in Malaysia only 
if  they are recognised by 
the SC.

The idea behind 
the new framework for 
unlisted capital market 
products is to improve 
the efficiency of  the 
approval process for 
product offering. 

Capital result
[With Malaysia’s Capital Markets and Services (Amendment) Act 2012 now in force, investors have a wider 

choice of investment options offered through a more transparent system – and with greater protection

Examples of  such products include 
unlisted collective investment schemes, 
asset-backed securities, over-the-
counter (OTC) derivatives and OTC-
structured products such as negotiable 
instruments of  deposit with tenure of  
more than five years.

In tandem with the amendments, the 
SC issued four new sets of  guidelines 
and revised four existings ones. Among 
these are rules for the setting up of  
business trusts, a new asset class for 
investors to consider, and rules to allow 

listed companies and banks 
to offer bonds and sukuk 
to retail investors.

In a press release, 

SC chairman Datuk Ranjit Ajit Singh 
said: ‘These initiatives are intended to 
provide issuers with avenues to better 
optimise their capital structure and 
raise finance at competitive costs in 
meeting their business needs. At the 
same time, investors will benefit from 
a wider array of  investment options to 
match their investment profiles and 
risk appetite.’

But let’s not forget that investor 
protection is just as important, and it is 
comforting that this aspect is covered 
in this round of  amendments as well. 
Under the CMSA 2012, a consolidated 
Capital Market Compensation Fund has 
been set up so that individual investors 

can make claims when 
a holder of  a Capital 
Markets Services Licence 
(a firm dealing in 
securities or derivatives, 
or a fund manager) fails 
to pay amounts owing to 
its investors. 

The SC has also come 
up with the Guidelines 
on Sales Practices 
for Unlisted Capital 
Market Products. These 

cover fair treatment of  
investors, the requirement 

for product highlights 
sheets, and suitability 
assessment of  investors 
before unlisted capital market 
products are recommended.

This means more work 
and heavier responsibilities 

for issuers and distributors of  these 
products, but if  it contributes to a 

healthy and orderly growth 
of  the capital market, 
it will be well worth the 

extra effort.

Errol Oh is executive editor 
of The Star
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Juthika Ramanathan

Q What are the main challenges 
facing today’s audit profession? 
A There’s greater pressure on 
companies to demonstrate 
the strength of  their 
financial position. It’s vital 
for auditors to be vigilant, 
minimise risk and act 
responsibly, so that trust is 
maintained. I believe that 
most people in the business 

community regard auditors as instrumental in 
upholding the principles of  good governance.

Q What are the key personal characteristics when 
attracting new talent into business and finance?
A Perseverance, a passion for work, and the 
enthusiasm to keep learning have always been 
traits for success. Today, the ability to manage 
pressure is becoming significant. My Big Four 
training (at KPMG) was challenging and enriching, 
and the competencies I developed – planning and 
prioritising, taking ownership for meeting deadlines, 
building relationships and working in teams – are 
just as useful now, if  not more instinctively deployed.

Q Which figures in the public eye set good 
examples for business professionals?
A Richard Branson is admired throughout the 
corporate world not just for his success but his 
contribution to the business community, sharing 
his experiences and learning, and perfect balance 
in his personal and professional life. I’d also add 
Felix Baumgartner, the skydiver who jumped from 
a balloon in the stratosphere last October – he 
exemplifies enduring dedication and commitment.

Q How do you achieve a good work-life balance?
A Effective time management is also important 
outside of  work. I love playing cricket, and reading 
spiritual books is an important part of  my life, as 
is spending time with family.

FIRM FACTS
KRESTON INTERNATIONAL
Global presence: 13th-largest global accounting 
network with 20,000 staff  in 94 countries
Middle East: Jordan, Kuwait, Lebanon, Oman, 
Qatar, Saudi Arabia, UAE

MASSIVE STAFF SHORTFALL
China alone needs another 300,000 
qualified accountants in the coming 
years, while Indonesia has fewer 
than 50,000 accountants, Xinhua 
reported, quoting Warren Allen, 
new head of  the International 
Federation of  Accountants. Allen 
cited public financial management 
and a dearth of  qualified 
accountants as challenges to 
developed and developing nations 
as they emerge from the global 
financial crisis. Many countries 
were looking at possible future 
financial calamities or obstacles 
to growth because they lacked 
accountants to properly assess 
their assets and liabilities, he said. 
Allen told Xinhua that, during his 
tenure, training accountants would 
be an urgent requirement. 

ACRA WELCOMES NEW CEO
The Singapore Minister for Finance has 
appointed Kenneth Yap Yew Choh as the 
new chief  executive of  the Accounting 
and Corporate Regulatory Authority 
(ACRA), with effect from 1 February 
2013. He is also appointed as a board 
member to the ACRA board in ex officio 
capacity, with effect from 1 February 
2013 to 31 March 2015. Yap was  
the divisional director of  the Legal  
Services Department of  the Ministry  
of  Manpower.

Outgoing chief  executive Juthika 
Ramanathan, who is a Legal Services 
officer, returns to the Legal Services to 
assume a key appointment. The 
Ministry praised Ramanathan for her 
strong leadership and management of  
ACRA during her tenure. 

The view from: 
Saudi Arabia: Amjad Kalib ACCA, 
audit manager, Kreston International

43 Practice The view from 
Amjad Kalib of Kreston 
International plus news in 
brief; time to pare down 
the client list and get rid 
of the most unprofitable 
caseloads

35 Corporate The 
view from Felix Owusu 
Magyan of City Credit 
Capital plus news in brief; 
Katherine Wu of Unilever 
Vietnam talks about 
growing opportunities 
in the local market
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As we settle into 2013, accountancy 
practices remain hopeful that the 
recent emergence from recession will 
be sustained, and that the economic 
conditions will improve, even to 
the extent of a return to growth. 
Yet uncertainty remains around the 
prospects for the rest of this year. 
The eurozone crisis continues to 
loom large, and many companies 
still sit on hoards of unspent cash, 
while there is increasing concern 
at the number of so-called zombie 
companies in the UK economy. 

But even if  there were cause to 
assume that things were really on 
the up, it would be no reason for 
complacency. And one of  the largest 
areas of  inattention for accountancy 
firms is the client list.

Anecdotally most firms realise they 
have a collection of  valued clients, as 
well as a long list of  customers they 

would be better off  without. It’s a 
discomforting thought and the first 
quarter of  a new year is a time when 
the long-delayed effort to spruce up 
the client list can finally be tackled.

What’s the problem?
The issue for many firms is that  
their partners and their staff  find 
themselves dedicating large chunks 
of  their time to clients who demand 
much but produce less than satisfying 
margins. Indeed, whether big or small, 
generating chunky fees or pocket 
money, some clients may account for 
hours of  uncharged time, or simply 
fail to pay their bills, making them 
uneconomic. That conclusion can lead 
to only one thing – parting company 
with a client or, in extreme cases, 
carrying out a general purge.

The trouble is many practitioners 
veer away from confronting the issue. 

According to experts, facing up to 
the idea that some of  your clients are 
less than welcome is never an easy 
task for practitioners. The very act is 
fraught with ideas that go against the 
grain. Heather Townsend, author of  
the Financial Times Guide To Business 
Networking and a new tome How to 
make partner and still have a life, cites 
a litany of  issues – cultural and 
structural – that prevents firms from 
weeding out the chaff  from their client 
portfolios. She says accountants are by 
nature ‘farmers not hunters’. Culling 
clients, possibly nurtured over several 
years, in order to pursue new prey is 
not an ingrained reflex. 

Accountants, Townsend believes, are 
all too ready to shy away from difficult 
conversations. More importantly, a 
close examination of  the client 
portfolio is therefore not built into 
strategy. Worse still, Townsend  

Sifting your client list
All practices have good and bad clients, so why not take some time to a close look 
at your client list and getting rid of those that are unprofitable and unrewarding?
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ACCOUNTANTS ARE BY NATURE FARMERS NOT
HUNTERS. CULLING CLIENTS, POSSIBLY NURTURED
OVER SEVERAL YEARS, IN ORDER TO PURSUE NEW
PREY IS NOT AN INGRAINED REFLEX

makes the point that in many firms a 
partner’s influence may be determined 
by the size of  his or her own individual 
portfolio of  clients. Cutting clients is 
therefore undermining influence within 
the practice. Never an attractive option. 

That view is shared by Phil Shohet, 
a director at the consultancy Kato. 
The worst offence involves partners 
asking their credit-control departments 
to avoid pursuing a client for their 
invoice because they are concerned 
about upsetting them, he says.

In some cases, big portfolios can 
give partners the leverage they need 
to demand a bigger profit share, even 
if  their clients are not exactly star 
performers, undermining the argument 

for dumping clients that are simply  
too much trouble. If  partners are 
measured on the size of  their portfolio, 
the problem could go from being 
cultural to structural.

Townsend believes this leads to 
ill-considered ways of  managing what 
appear to be underperforming 
partners. ‘What they typically do is 
have a run of  poor results and then 
they will have a night of  the long 
knives. What they won’t do is tackle the 
situation much earlier,’ she says.

Damage to reputation
There are other fears, though, with 
perhaps the greatest of  all for a firm 
being reputational damage. Julie 
Adams, managing partner of  Menzies, 
believes a wholesale clear-out of  
clients could lead to denting a firm’s 
reputation, especially at a local level.

Of  course, this is not just about a 
long tail of  small, poorly performing 
clients. A firm could find itself  overly 
reliant on a small number of  large 
clients that are still too demanding and 
not paying enough. Shohet quotes an 
example of  a firm earning hundreds of  
thousands of  pounds from one 

particular client, but doing enough 
work to charge twice as much. That so 
much time is uncharged is a major 
drain on the firm’s resources.

This brings us back to the difficult 
conversations that need to take place. 
The results may not be as painful as 
you might think. The issue needs to 
be confronted and can turn to an 
advantage, taking the issue from 
merely processing work to deepening 
the bond between client and service 
provider. Adams diagnoses the 
problem like this: ‘We tend to deal 
with the assignment rather than the 
relationship.’ She believes it’s 
communications that need to be 
improved. She gives the example of  

approaching a client to resign their 
work over historic difficulties, only for 
the client to say they were never told 
there was a problem. The difficulty  
was resolved and the client remained 
with the firm.

But what leads partners into leaving 
problem clients to fester until the only 
way appears to be to resign? For some 
the problem leads to deeper underlying 
issues with the way a firm is structured 
and its partners measured and 
incentivised. Shohet says: ‘Purges go 
right to the heart of  a firm and its 
business model.’ Peter Gillman, 
managing partner at Price Bailey, says 
the problem ‘strays into areas of  
performance management’. 

Gillman’s answer at Price 
Bailey was to dump fee 
or billing targets for 
partners. The targets 
now function only at 
a departmental 
level. The result 
is that partners 
are now more 
willing to 
share work 
around the 

practice in order to provide the right 
service level.

‘By getting rid of  partner statistics, 
it means that the client and their work 
is done by the right people,’ says 
Gillman. He adds: ‘You can have a 
purge, but if  you give a partner a fee 
target, is he or she going to continue 
that purge? Probably not.’

Interestingly, the change at Price 
Bailey took place after Gillman took 
over running the business. Which 
segues into a further issue: leadership.

Who’s responsible?
Taken together, the failure to manage 
a client portfolio correctly and the 
need to resolve the underlying causes 
falls to the person running the firm. 
‘It requires a strong managing 
partner,’ says Shohet. And these 
leaders encounter their own difficulties, 
especially if  they are trying to run 
their own client portfolio, he adds. 
Townsend agrees, insisting it all 
comes down to ‘strong leadership 
and strategy’. She advises that a firm 
needs a clear vision of  where it’s going. 
But this needs a leader who can 
sometimes be undermined by the 
firm’s own founding principles. 

In short, according to Townsend, the 
role of  the managing partner is often 
poorly defined, leaving the incumbent 
without the necessary authority to act 
decisively. ‘You get in on a very loose 
mandate and then you wonder what 
you are there for,’ she concludes.

Gavin Hinks, journalist
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SINGAPORE

NEW HEAD AT ACRA
The minister for finance 
has appointed Kenneth 
Yap Yew Choh as the new 
chief  executive of  the 
Accounting and Corporate 
Regulatory Authority 
(ACRA) with effect from 
1 February 2013. He is 
also appointed as a board 
member to the ACRA board 
in ex-officio capacity, with 
effect from 1 February 
2013 to 31 March 2015. 
Yap was divisional director 
of  the legal services 
division with the Ministry of  
Manpower (MOM). 

Juthika Ramanathan 
has relinquished her 
appointments as chief  
executive and board 
member of  ACRA with 
effect from 1 February 2013. 
She held the portfolio from 
1 April 2004. Ramanathan, 
who is a legal service 
officer, returns to the 
Legal Service to assume a 
key appointment. Please 
visit www.acra.gov.sg for 
more details.

ACRA BOARD APPOINTED 
The minister for finance 
has appointed the following 
new board members to the 
ACRA Board for tenures of  
two years, with effect from 
1 April 2013:  

*  Ho Meng Kit, CEO, 
Singapore Business 
Federation 

*  Lee Chuan Teck, assistant 
managing director, 
Capital Markets Group, 
Monetary Authority of  
Singapore

*  Professor Tan Cheng 
Han, professor, faculty of  

law, National University 
of  Singapore.

MAS CONSULTATION ON CG
The Monetary Authority of  
Singapore (MAS) issued 
a consultation paper on 
4 January 2013 to seek 
comments on the draft 
corporate governance 
(CG) Regulations and the 
Guidelines for Insurers. 

The consultation 
paper summarises the 
key provisions in the 
draft CG regulations. 
The guidelines were last 
revised in 2010 and are 
being updated following 
revisions made to the Code 
for Corporate Governance 
in May 2012. The 
consultation period ended 
on 4 February 2013. 

More details are available 
from the MAS website at 
www.mas.gov.sg

Joseph Alfred, head of 
policy and technical,  
ACCA Singapore

INTERNATIONAL

AUDIT

ISA AMENDMENTS
As highlighted last month, 
a proposed standard, 
International Standard 
on Auditing (ISA) 720 
(Revised), The Auditor’s 
Responsibilities Relating 
to Other Information in 
Documents Containing or 
Accompanying Audited 
Financial Statements 
and the Auditor’s Report 
Thereon, has been issued 
by IAASB and is open 
for comment until 14 
March 2013. 

FRC has also issued a 
call for comment and has 
invited interested parties 
to respond to them by 15 
February 2013.

Links are at www.ifac.org/
publications-resources

FINANCIAL REPORTING

IFRS FOR SMES
The International Financial 
Reporting Standards (IFRS) 

monthly update, IFRS for 
SMEs, highlights latest 
translations, tools and other 
support. One of  the tools 
highlighted is new training 
material on Module 9: 
Consolidated and Separate 
Financial Statements. The 
updates can be found at 
www.ifrs.org/IFRS-for-SMEs

Glenn Collins, head of 
technical advisory, ACCA UK

The ultimate objective of governance is to ensure 
the creation of sustainable organisational success 
and stakeholder value; these are the core elements 
of every organisation that strives to be competitive 
and sustainable over the long term. Governance in an 
organisation should, therefore, be about more than a 
compliance exercise designed with the sole purpose 
of satisfying regulatory requirements. Instead, good 
governance affects the entire organisational cycle of 
strategic planning, resource utilisation, value creation, 
accountability and assurance. Such a holistic approach 
ensures that governance is not ‘bolt on’ but ‘built in’ –
integrated into all aspects of an organisation.

Integrating Governance for Sustainable Success, a new 
report from the Professional Accountants in Business 
(PAIB) Committee of  the International Federation of  
Accountants (IFAC), analyses, through illustrative case 
studies, how professional accountants in commerce, 
industry, financial services, education, and the public and 
not-for-profit sectors support their organisations in 
integrating governance into the key drivers of  sustainable 
organisational success.

The report uses the key drivers of  sustainable 
organisational success, previously identified in Competent 
and Versatile: How Professional Accountants in Business 
Drive Sustainable Organizational Success, as the building 
blocks for integrating governance in all aspects of  an 
organisation. The report also includes illustrative case 
studies from around the world to provide an analysis of  
how professional accountants in business support their 
organizations in integrating governance into these drivers. 
Integrating Governance for Sustainable Success is at  
http://tiny.cc/r6ewqw
Vincent Tophoff, senior technical manager, International 
Federation of Accountants

  *INTEGRATING GOVERNANCE
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CASH EQUIVALENTS ARE DEFINED AS SHORT-TERM, 
HIGHLY LIQUID INVESTMENTS THAT ARE READILY 
CONVERTIBLE TO KNOWN AMOUNTS OF CASH

IAS 7, Statement of Cashflows, 
requires the reporting of movements 
of cash and cash equivalents, which 
are classified as arising from three 
main activities: operating, investing 
and financing. No specific format 
is prescribed by the standard but 
cashflows must be presented under 
these three main headings. In 
practice, most entities follow this 
disclosure format. 

In April 2009 IAS 7 was amended so 
that only expenditure resulting in a 
recognised asset in the statement of  
financial position is eligible for 
classification as an investing activity. 
Financing cashflows include cashflows 
relating to obtaining, servicing and 

redeeming sources of  finance. 
Operating cashflows comprise all 
cashflows during the period that do not 
qualify as investing or financing. 

Operating cashflows may be 
presented using the direct method, 
which shows the gross cash receipts or 
payments from operations. Alternatively, 
the entity can calculate the cashflows 
indirectly by adjusting net profit or loss 
for non-operating and non-cash 
transactions and for changes in working 
capital. Entities are encouraged to 
report cashflows using the direct 

method because it is said to be more 
useful. However, most entities use the 
indirect method. This raises the 
question as to which profit or loss figure 
should be used. 

The illustration in IAS 7 starts with 
profit before tax. There are alternatives 
that start with operating profit, which is 
not defined in International Financial 
Reporting Standards (IFRS) and so 
requires judgment, or start with the 
final profit or loss figure at the foot of  
the income statement. 

The profit before tax figure relates 
only to continuing operations and so 
needs to be adjusted for relevant 
operating cashflows relating to any 
discontinued operation if  it is used as 

the starting point in the statement of  
cashflows. The net cashflows relating 
to discontinued operations should be 
disclosed as well as significant 
non-cash transactions such as 
depreciation, amortisation, and income 
statement charges for provisions. 

Classification in practice
The actual classification of  cashflows 
must reflect the nature of  the activities 
of  the entity and so some cashflows, 
which may look similar, may be 
classified differently by different 

entities because the nature and 
purpose of  their business is different. 
For example, dividends received by an 
investment company are likely to be 
classified as operating cashflows but a 
manufacturing entity is more likely to 
classify them as investing cashflows. 

An individual transaction may 
include cashflows that are classified 
differently. For example, when a loan 
repayment includes both interest and 
capital, the interest element may be 
classified as an operating cashflow 
while the capital element is classified 
as a financing cashflow. 

The resulting cashflow total is the 
movement in the balance of  cash and 
cash equivalents from the start of  the 
period to the end. 

Cash equivalents are defined as 
‘short-term, highly liquid investments 
that are readily convertible to known 
amounts of  cash and which are subject 
to an insignificant risk of  changes in 
value’. IAS 7 does not define ‘short-
term’ but does state that ‘an 
investment normally qualifies as a cash 
equivalent only when it has a short 
maturity of, say, three months or less 
from the date of  acquisition’.

The three-month time limit is a little 
arbitrary but consistent with the 
concept of  insignificant risk of  changes 
in value and the purpose of  meeting 
short-term cash commitments. Any 
investment or term deposit with an 
initial maturity of  more than three 
months does not become a cash 
equivalent when the remaining maturity 

GET VERIFIABLE CPD UNITS
Answer questions about this article online
Studying this article and answering the questions can count towards your verifiable CPD if you are 
following the unit route and the content is relevant to your development needs.  
One hour of learning equates to one unit of CPD
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Cash equivalents or not cash...
Some cashflows that look similar may have to be classified differently by different entities 
because of the nature of their business. Graham Holt explains
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period reduces to under three months. 
However, in limited circumstances, a 
longer-term deposit with an early 
withdrawal penalty may be treated as a 
cash equivalent. With an investment in 
a money market fund, it is not 
sufficient that the investment can 
readily be realised in cash as the 
investment must be readily convertible 
to cash that is subject to an 
insignificant risk of  change. 

Bank overdrafts are generally 
classified as borrowings but IAS 7 
notes that if  a bank overdraft is 
repayable on demand and forms an 
integral part of  an entity’s cash 
management then it is a component of  
cash and cash equivalents. Restricted 
cash balances should be disclosed in a 
note, including a narrative explanation 
of  any restriction.

Tax cashflows
It is often impracticable to identify tax 
cashflows with individual transactions 
and tax cashflows often arise in a 
different period from the cashflows 
of  the underlying transactions. As a 
result, taxes paid should generally 
be classified as operating cashflows. 
However, where specific cashflows 
can be identified with either investing 
activities or financing activities, then it 
is appropriate to classify that element 
of  the tax cashflows as investing or 
financing respectively. 

The cashflows arising from 
dividends, and interest receipts and 
payments, should be classified in the 

cashflow statement in a consistent 
manner from period to period and 
under the activity appropriate to their 
nature. These items must be disclosed 
separately on the face of  the cashflow 
statement. IAS 7 does not dictate how 
dividends and interest cashflows 
should be classified but allows an 
entity to determine the classification 
appropriate to its business.

In May 2012, the International 
Accounting Standards Board (IASB) 
issued an exposure draft proposing 
that payments relating to interest 
capitalised under IAS 23 should be 
classified in accordance with the 
classification of  the underlying asset 
on which those payments were 
capitalised. This would mean, for 
example, that payments of  interest 
capitalised as part of  the cost of  
property, plant and equipment would 
be classified as investing activities, and 
payments of  interest capitalised as 
part of  the cost of  inventories would 
be classified as operating activities.

Generally cashflows should be shown 
gross. There are exceptions such as 
when cash receipts and payments are 
made on behalf  of  a customer and 
therefore represent the customer’s 
transactions rather than those of  the 
reporting entity. Additionally, the 
calculation of  operating cashflows 
using the indirect method also results 
in some netting of  cashflows. 

In consolidated financial statements, 
cashflows arising from changes in the 
ownership of  a subsidiary that does 
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CASHFLOWS CAN BE SHOWN USING THE DIRECT
OR INDIRECT METHOD. THE TWO METHODS RESULT 
IN DIFFERENT OPERATING CASHFLOW REPORTS

not result in a loss of  control are 
classified as cashflows from financing 
activities. Also, consideration paid in a 
business combination is treated as an 
investing activity. However, in more 
complex scenarios the guidance in IAS 
7 is not always clear. 

In the case of  deferred 
consideration, the acquiring entity will 

record the fair value of  the deferred 
consideration as a liability at the 
acquisition date in accordance with 
IFRS 3, Business Combinations. This 
liability will increase as the discount 
unwinds and is reflected as a finance 
charge in profit or loss. When the 
liability is settled at a later date, the 
payment will reflect both the amount 
initially recognised as consideration 
plus the interest element. 

IAS 7 does not deal directly with how 
this payment should be classified and 
so it can be classified as an investing 
cashflow or as a financing cashflow. 
Alternatively it can be disaggregated 
into the amount initially recognised as 
consideration (investing or financing) 
and the interest element resulting from 
the unwinding of  the discount, which 
should be treated as a financing or 
operating cashflow according to the 
entity’s policy. 

When a subsidiary joins or leaves the 
group, its cashflows should be included 
in the consolidated statement of  
cashflows for the same period as the 
results are reported in the consolidated 
statement of  profit or loss and other 
comprehensive income. The aggregate 
cashflow includes any cash consideration 
paid or received and the amount of  cash 

and cash equivalents in the subsidiary 
over which control is gained or lost. The 
net of  these latter amounts is included 
in investing activities. The net assets 
excluding cash and cash equivalents of  
the subsidiary at the acquisition or 
disposal date need to be eliminated from 
other cashflow headings to avoid double 
counting as the related amounts are 
already included. 

FX movements
Foreign currency movements on 
cash and cash equivalents should be 
reported separately in the cashflow 
statement to allow the reconciliation 
of  the opening and closing balances of  
cash and cash equivalents. Cashflows 
that result from derivative transactions 
undertaken to hedge another 
transaction should be classified under 
the same activity as cashflows from the 
subject of  the hedge. 

When the reporting entity holds foreign 
currency cash and cash equivalents, 
these are monetary items that will be 
retranslated at the reporting date in 
accordance with IAS 21. Any exchange 
differences arising on this retranslation 
will have increased or decreased these 
cash and cash equivalent balances. 
As these exchange differences do 
not give rise to any cashflows, they 
should not be reported as any part 
of  the cashflow activities presented 
in the statement of  cashflows. Their 
net impact should be disclosed as a 
reconciling item between opening and 
closing balances of  cash and cash 
equivalents.

A weakness of  statements of  
cashflow is that they do not distinguish 
between discretionary and mandatory 
cashflow. By disclosing the mandatory 
cashflow, users can see the available 
free cashflow. Additionally, the nature 
of  the definition of  cash equivalents 
can make comparison of  the cashflows 
difficult. Further comparison of  
cashflows can be made even more 
difficult by the fact that entities can 
show cashflows using the direct 
method or indirect method. The results 
of  these two methods give different 
operating cashflow reports. 

Graham Holt is an examiner for 
ACCA, and associate dean and 
head of the accounting, finance and 
economics department at Manchester 
Metropolitan University Business 
School
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Appreciating project management
In the first of two articles we look at how finance professionals can help to ensure that a 
project runs as smoothly as possible by adopting a tried-and-tested methodology

Project management is a science 
that leverages on proven and 
repeatable processes and techniques 
to achieve success in relation to 
managing and relating to people, 
money and objectives. A good 
project management methodology 
provides a framework, the processes, 
guidelines and techniques to manage 
people and workload. 

A project is commonly viewed as a 
‘temporary organisation’ – a structure 
and resource configuration that 
changes or diminishes on completion. It 
progresses through a series of  phases: 
strategy setting; design specification; 
functional and technical design; build/
buy resources/infrastructure;system/
process/product testing; installation/

implementation; and closure. This 
is known as the project lifecycle. 
Finance professionals have a major 
role to play during this as there are 
various financial issues that drive a 
project throughout its lifecycle. Figure 
1 below depicts the different stages 
in the project lifecycle and its related 
financial underpinnings.

Projects are usually carried out 
within an already existing or ongoing 
business cycle and environment. 
Therefore, finance professionals will 
have an important role to play in terms 
of  planning, allocating and monitoring 
financial resources throughout the 
project lifecycle so as not to disrupt 
existing operations, and, at the same 
time, ensuring the smooth running of  

Conceptual

* Management and quality

* Business and IT strategy

* Timetables

* Project breakdown

Testing

* Test system

* Check staff  proficiency

* Try highest capacity

Closure

* Evaluate benefits

* Assess failures

Planning

* Specify design

* Consult users

* Requirement

* Build/buy?

Implementation

* In stages

* Prepare for changes

* Monitor and tracking

the project. For instance, at the initial 
stages, investment is usually high and 
there will be little or no inflows from 
the project invested in. Hence, large 
projects usually ‘thrive’ where financial 
strictures are at the least and where 
funding is available or where financial 
resources can be mobilised without too 
much difficulty.

We often tend to focus on or 
emphasise the hard/physical issues 
related to a project such as funding, 
infrastructure and scheduling. While they 
are important, many project managers 
soon come to realise that the ‘softer’ or 
people issues involved in project 
management can equally – if  not more 
– influence the outcome of  a project. 

According to management expert 

Research and development Growth Maturity

Investment

Decline

Profit

Revenue

Break-even point

Figure 1: stages of  a project lifecycle
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Henry Mintzberg, people issues 
consume 70% of  a manager’s time 
and this couldn’t be more true when 
managing projects! Managing projects 
encapsulates creating and managing 
teams; understanding the functions 
of  management; leading teams and 
understanding how to lead; and 
designing organisational structures in 
which project management can function. 

The key attributes of  people who make 
up a project team should ideally include 
those with technological, business or 
commercial skill (professional or action 
orientation), time-and-cost 
consciousness (goal or action 
orientation) and an ability to work with 
different types of  people (team or people 
orientation). Members from each 
orientation have a critical role to play to 
ensure optimal team performance. 

One of  the ways project mangers 
integrate the usually diverse makeup 
of  team members is by applying 
Belbin’s team roles: nine different 
characteristic roles (see Table 1, right). 
Dr Meredith Belbin’s research reveals 
the strengths and weaknesses of  the 
varying orientation of  people – a useful 
insight to assist project managers to 
understand and manage their team 
effectively. It is common that finance 
professionals involved in projects take 
the role of  a ‘specialist’.

Upon forming the team, the project 
manager’s role is to ensure that a high 
level of  performance is maintained 
throughout the project lifecycle and 
that it ultimately achieves its 
objectives. In order to achieve this, the 
core competencies or skills required for 
project management are:

* Ability to manage change

* Ability to estimate resources 
at business, functional and 
operational levels

* Ability to schedule and align 
multiple activities and strands 

* Ability to gather requirements and 
communicate across stakeholders

* Ability to negotiate and resolve 
conflicts, solve problems and/or 
suggest solutions.

For projects to be managed effectively, 
the organisational structure must be 
recognised as there may be potential 
constraints on the performance of  

Team role

Shaper

Implementer

Completer 
finisher

Co-ordinator

Teamworker
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Strengths

Challenging, dynamic, 
thrives on pressure; 
driven to overcome 
obstacles

Disciplined, reliable, 
conservative, efficient; 
turns ideas into practical 
actions

Painstaking, 
conscientious, anxious; 
searches out errors and 
omissions; delivers on 
time

Mature, confident, 
a good chairperson; 
clarifies goals; promotes 
decision-making and 
delegates well

Co-operative, mild, 
perceptive and 
diplomatic; listens, 
builds and averts friction

Extrovert, enthusiastic, 
communicative; explores 
opportunities and 
delivers contacts

Creative, imaginative, 
unorthodox; solves 
difficult problems

Sober, strategic, 
discerning; sees all 
options and judges 
accurately

Single-minded, self-
started, dedicated; 
brings knowledge and 
skills in rare supply

Weaknesses

Prone to provocation, 
offends others’ 
feelings

Somewhat inflexible; 
slow to respond to 
new possibilities

Inclined to worry 
unduly; reluctant to 
delegate

Can be seen as 
manipulative; offloads 
personal work

Indecisive in crunch 
situations

Over-optimistic; loses 
interest once initial 
enthusiasm has 
passed

Ignores details; 
too preoccupied to 
communicate effectively

Lacks drive or the 
ability to inspire 
others

Contributes only on a 
narrow front; dwells 
on technicalities

teams. There are basically two different 
types of  organisational structures under 
which projects teams operate: hierarchy 
(or functional) and matrix, as shown in 

Figure 2 (right).
While common tendencies, expecially 

in Asian cultures, are to manage projects 
using functional-hierarchical structures, 

Table 1: Belbin’s nine team roles

Source: Belbin, RM (1993) Team Roles at Work: A Strategy for Human Resource Management

53



the matrix structure (sometimes referred 
to as matrix management) introduces 
‘disposable’ work teams for specific 
projects when they occur – existing only 
for the life of  the project. The members 
(as depicted by the nodes in Figure 2) 
still have their responsibility in their 
respective functional areas, albeit a 
possible reduced workload. The main 
advantages of  matrix management in 
projects include:

* Promotes integration across 
organisational boundries

* More fluid and flexible, formed 
depending on the size and nature

* Fosters better teamwork and conflict 
management

* Facilitates combined/pooled use of  
resources (which are usually 
scarce!) to achieve objectives.

The matrix structure does have 
drawbacks as well, in terms of  
potential conflicts between project 
managers and functional specialists in 
terms of  where loyalties lie (Who am I 
really working for?) and authority of  
project manager vs functional heads 
(Who is more powerful?). 

The common size of  a project team 
is between five and seven people. This 
means that project managers work 
closely with a small group – commonly 
referred to as a core team – despite 
possibly being ‘in charge’ of  many 
more people. 

One of  the roles of  project managers 
that has become more important is 
assessment and management of  
project risks. As the primary goal of  
managers is to ensure project success, 
it is important to define potential 
rewards and match them with 
anticipated risks. 

All projects have some degree of  risk 
which can arise from uncertain weather 
conditions, design problems, hiccups 
or changes between the testing and 
implementation stages, regulatory 
changes and so on. These uncertainties 
can be better managed if  there is room 
for flexibility in decision-making 
throughout the project life. 

Risk usually varies according to 
different phases in the project’s 
lifecycle, as shown in Table 2.

One of  the main concerns (and 

Divisional manager

Divisional manager

General manager

Project leader Project leader Project leader

Project leader

Project manager

Project manager

Project manager

Department A Department B Department C

Department A Department B Department C

Manufacturing Finance Marketing R&D

Functional
structure

Cross-functional 
team or taskforce

Matrix structure – managing 
projects on a permanent basis

Figure 2: types of  organisational structure
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uncertainties) that project managers 
have to anticipate is the time taken to 
complete various tasks (or stages). For 
this, many use PERT – programme 
evaluation review technique, an 
approach developed by the US Navy in 
the 1950s for its submarine missile 
programme. PERT entails project 
managers making three estimates of  
time to be taken for each activity in a 
stage/phase – optimistic, pessimistic 
and most likely – and thereafter 
deriving a mean from these values 
(given by the formula:  
Te = a + 4b + c where a is pessimistic, b is 
most likely and c is optimistic). This is 
followed by a calculation of  the 
variance of  the various activities in a 
stage/phase (given by the formula:  
Ϭ2 = c – a )2) and finally calculating the 
probability of  the stage/phase not 
meeting the deadline using a z score. 
The following example illustrates the 
use of  PERT.

A contractor is currently building the 
foundation for a building. In this phase, 
there are three activities – say excavation 
of  surface soil, footings and construction 
of  concrete walls. The project manager 
estimates the following times to complete 
these tasks (see Table 3), as follows:

The deadline as per the project 

schedule is 16 weeks for this stage/
phase of  the construction. 

The expected duration and variances of 
path A-B-C are:
TA = 0.5 + (4 x2) + 3.5 = 2 weeks

TB = 6 + (4 x8) + 10 = 8 weeks

TC = 3 + (4 x5) + 7 = 5 weeks

Ϭ2 for A = (3.5 – 0.5)2 = 0.25

Ϭ2 for B = (10 – 6)2 = 0.44

Ϭ2 for C = (7 – 3)2 = 0.44

The expected duration of path A-B-C:
Te = TA + TB + TC = 15 weeks

Variance of Path A-B-C:

Ϭ2 = Ϭ2 for A + Ϭ2 for B + Ϭ2 for C = 
1.13

The probability of the building of the 
foundation stage (Path A-B-C) missing the 
deadline of 16 weeks is therefore:
Z = The target – mean (or expected duration)

Z = 16 – 15 = 0.94

From the statistical table, the probability 
of completing Path A-B-C (building of the 
foundation) on or before the deadline is 
(z=0.94) 0.8264, say 83%. The resulting 
probability of missing the deadline is 
therefore (1-0.83 = 0.17) 17%.

Ramesh Ruben Louis, professional 
trainer and consultant. The writer 
acknowledges the insights of Prof Tom 
Mullen, Strathclyde Business School 

Path

A
B
C

Task
activity

Excavation
Footings
Construction 
of  walls

Optimistic 
estimate

0.5 weeks
6 weeks
3 weeks

Most likely 
estimate

2 weeks
8 weeks
5 weeks

Pessimistic 
estimate

3.5 weeks
10 weeks
7 weeks

Table 3: programme evaluation review technique (PERT)

Maximum level of  
uncommitted 

resources

Knowledge of  the 
project at its 

highest

Most resources 
already committed

Minimum 
knowledge of  the 

projects

Planning Testing Implementation

Project duration

Risk

Start
up

Table 2: anticipating problems

Actual knowledge

Risk potential Risk potential

Source: Shaughnessy, H (ed) (1994). Collaboration Management: New Project and Partnering Techniques

Legend: gap 

between 

knowledge and 

flexibility in 

decision-making

6

6

6

6

6

6

6

6

√variance

√1.13
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1 Look back at 2012
Before considering the year ahead, it’s 
worth looking back at the development 
you undertook last year. What activities 
or approaches to your learning and 
development went particularly 
well? Is there anything you 
would do differently in 
the future? Are there any 
specific areas that you need 
to revisit in 2013?

2 Think about timing
By planning your CPD at the start 
of  the year, you can ensure that you 
not only think about your learning 
needs but also about when, where 
and how you will undertake your 
development. When planning 
your CPD, there are 
particular areas you will 
need to consider:

Relevance
Remember to keep relevance 
at the centre of  your CPD planning. 
ACCA’s CPD programme is not 
solely about updating your technical 
accounting knowledge. If  you are no 
longer in an accounting or finance role 
you should identify your CPD needs 
in relation to the latest developments, 
both in your profession and in the 
business world in general.

Is your learning verifiable?
If  you are following the unit route, you 
are required to complete 40 units of  
CPD, 21 of  which must be verifiable. 
For CPD to be verifiable, however, you 
need to be able to answer ‘yes’ to the 
following three questions:

* Can you explain how a learning 
activity is relevant to your career? 

* Can you explain how you have,  
or will, apply what you learned? 

* Can you provide evidence that you 
undertook the learning activity?

Five steps to plan your CPD 
As we get settled into the new year, here are five ideas to inspire a fresh approach to 
planning your CPD, including tips on getting the most out of ACCA’s planning tools

for 20 different finance and  
accounting job titles.

*	The Professional Development 
Matrix is designed to help you 
identify your preferred learning 
style and the knowledge, skills and 
expertise you may need in either 
your current role, or in future 
roles in which you are interested – 
irrespective of  your chosen career.

Check out these and more tools 
with which to manage your 

CPD at www.accaglobal.
com/members/cpd

4 Try something new
It is easy to become 

complacent about learning 
– you go to the same courses 

because the lecturer is good, or 
read the same business publications 
because your office has subscribed 
to them. If  you venture out of  your 
comfort zone, however, you might 
discover better and more relevant 
learning is just around the corner. Have 
a look at www.accaglobal.com/cpd 
– from networking on ACCA’s official 

LinkedIn members’ group to mentoring 
or coaching a colleague, there is 
something for everyone.

5 Put a date in the diary
It is a good start to plan your CPD 
now, but it is also vital to introduce 
regular check points during the year 
to ensure that you are on track to meet 
the requirement. How about setting a 
reminder for June/July to review your 
progress and assess how much CPD 
you still have to do?

IF YOU ARE NO LONGER IN AN ACCOUNTING OR 
FINANCE ROLE YOU SHOULD IDENTIFY YOUR CPD 
NEEDS IN RELATION TO THE LATEST DEVELOPMENTS

The non-verifiable CPD can be 
general learning activity such 
as keeping abreast of  business 
developments through reading or 
informal networking.

3 Use ACCA’s planning tools
ACCA has two planning resources  
designed specifically for members:

*	ACCA Compass enables you to 
assess your level of  experience 
and skill, and compare this to a 
recommended market average 

LOOKING FOR A NEW JOB?
www.accacareers.com/malaysia
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For me, a new year is always something to be welcomed. Everyone gets to start 
on a clean slate and we are able, to some extent, to make the coming year 
a good one. The country as a whole managed to navigate safely through 
2012. However, uncertainties still persist from the unresolved eurozone 
credit crisis, the US debt ceiling and fiscal cliff issues, slowing global 
economic growth and, locally, the impending general election.

What is certain during times of  uncertainty is that accountants will 
continue to play a pivotal role as companies seek innovative and value-added 
means to survive and thrive. In response, the accountant’s role is expanding 
in scope, intensity and diversity, no longer confined to the traditional notion 
of  being bean counters and crunching numbers in the backroom. Even 
in times of  less than stellar economic growth, demand for such talented 
accountants is expected to accelerate as businesses seek accountancy and 
finance professionals with visionary, strategic and operational capabilities.

Accountants need to respond to these changes and must move out of  
their comfort zone, as financial know-how is no longer the sole success 
factor for effective CFOs. You need to communicate, mould and lead an 
effective finance team and provide innovative and forward-looking analysis 
that will enable your firm to stay ahead. The ability to manage risks and 
innovate effectively is particularly critical for CFOs in Malaysia, which is 
undergoing a dynamic transition to a high-income economy, driven by the 
government’s Economic Transformation Programme (ETP). 

At ACCA we are continuing to pursue an agenda of  change within the 
global profession to ensure that it offers an accessible and relevant career 
to a diverse range of  people, and brings value to business and the public. 
We have highlighted the continuing needs of  accountants in business and the 
transformation we see going on in finance functions around the world to meet 
demanding environments. We have also been at the forefront in advocating 
global policy positions which promote public value. I believe ACCA is on track 
to be the leading global professional accountancy body in reputation, influence 
and size by 2015.

On a personal note, the saying ‘time flies’ is certainly apt for me. It has been 
a blur of  activities over the two years since I took on the role of  ACCA Malaysia 
Advisory Committee (MAC) president. My tenure ends on 28 February and 
I’ll be handing over the reins to the able hands of  fellow MAC member Datin 
Zaiton Mohd Hassan next month. 

So as I pen my last column to say farewell, I have to say it has been a very 
satisfying and enriching experience helming the MAC and seeing first hand 
the excellent work done by ACCA Malaysia. The numbers of  ACCA students 
and members are growing; their contributions will surely continue to play an 
absolutely crucial role in the business and economic life of  the nation.

I’ve been privileged to have been given the honour of  overseeing the work 
of  ACCA in Malaysia over the past two years. Moving forward, I hope to be still 
involved in promoting and building up the accountancy profession in the country, 
especially the work of  ACCA Malaysia. 

Devanesan Evanson is president of the ACCA Malaysia Advisory Committee

[As his term of office draws to a close, Devanesan Evanson looks at the 
challenges facing accountants as the role expands and evolves
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Location, location, location
[Taking a postgraduate qualification can definitely give you the leading edge in the jobs market and  

help boost your earning power, but where should you choose to study – home or away? 

The reasons for having an MBA or 
MSc on top of your other professional 
qualifications are just as pertinent 
today as they have ever been. With 
many countries suffering from double-
dip recessions and global economies 
facing strict fiscal cutbacks, 
businesses everywhere need to make 
sure they are recruiting and paying the 
most talented individuals available. 
A postgraduate qualification may just 
put you ahead of the field.

‘Organisations looking to hire 
employees for positions of  increasing 
responsibility consider postgraduate 
qualifications as a critical professional 
development tool,’ says Erin O’Brien, 
associate dean, TRIUM and Global 
Programs, NYU Stern School of  
Business. ‘The results are more 
capable employees who, in the short 
term, can immediately apply what 
they are learning to the 
day-to-day job and, in the 
longer term, are equipped 

with the understanding, skillset and 
contacts necessary to navigate today’s 
global economy.’

Christophe Coutat, CEO of  the 
Advent Group and founder of  
AccessMBA.com, agrees: ‘Young 
professionals who commit to doing a 
master’s in business or an MBA invest 
in their development and thus 
considerably increase their potential for 
career growth and business success.’

But with more than 3,000 MBA and 
7,000 master’s programmes in 
existence worldwide and many different 
types of  programmes tailored to meet 
a diverse range of  student needs, as 
well as pricing and quality 

considerations, potential 
students can sometimes 

uncomfortably straddle 

the line between being spoilt for choice 
or having too much of  it.

Difficult choice
One decision they have to make is 
about location and, with prestigious 
programmes offered in every corner of  
the globe, this is no easy task. 

‘Studying abroad is a major 
investment in time and money, and for 
many students it’s the biggest 
educational expense they will make in 
their lives,’ says Coutat.

The potential benefits of  going 
further afield, though, are clear. 
‘Business and management in today’s 
global world are more and more about 
understanding and accepting cultural 
differences and diversity,’ says Coutat, 
‘Doing an MBA abroad helps managers 
encounter different cultures and their 
organisational aspects.’

With over 100,000 alumni in over 
100 countries, NYU Stern offers one of  
the largest, most successful alumni 

bodies of  any business school in the 
world, with 500 CEOs.

‘Our powerful alumni network 
opens doors for you in virtually 

any industry, almost 
anywhere in the world,’ 
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‘BUSINESS  TODAY IS ABOUT UNDERSTANDING 
CULTURAL DIFFERENCES. DOING AN MBA ABROAD
HELPS MANAGERS ENCOUNTER DIFFERENT
CULTURES AND THEIR ORGANISATIONAL ASPECTS’

says O’Brien. ‘Their varied 
backgrounds, perspectives and 
expertise make the educational 
experience one of  the richest and  
most rewarding.’

So how should you go about 
choosing the right course and location 
for you? ‘Candidates should evaluate a 
programme by three different criteria: 

the quality of  its academic 
specialisation, its educational 
environment, and its career placement 
programme,’ advises Coutat. 

He adds: ‘A school’s alumni network 
is another important factor, not only 
because it gives an idea of  the level of  
the programme, but it is also a vital 
source of  contacts for future 
employment. Another reliable method 
is to look at school accreditations; 
Equis, AMBA and AACSB have the best 
reputation internationally.’

‘It is important for potential students 
to identify their drivers for seeking out 
a programme and think about what 
they anticipate their return on 
investment will be on completing the 
programme,’ adds O’Brien. ‘The 
community and culture of  the 
programme is also an important 
consideration, especially as it relates 
to executive-level students who are 
often seeking a lifelong network and 
thrive on the varied backgrounds, 
perspectives and areas of  expertise 
that will add to their educational 
experience.’

Cost, of  course, may be a deciding 
factor, especially if  you are thinking of  
studying abroad. At NYU Stern, 
financial aid is available for the 
programmes, but to qualify for them 
you must be a US citizen or US 

permanent resident. Scholarships are 
available for the TRIUM Global 
Executive MBA programme, usually 
intended for people working in 
emerging markets or economies or the 
public sector where the pay scales are 
not equivalent to the role they provide 
for their organisation.

Of  course, you can get an MBA from 

an international business school 
without ever setting foot in the country 
it comes from. ‘Online programmes 
have a number of  advantages in terms 
of  time management, saving on travel 
and living expenses in another country,’ 
says Coutat. ‘However, some 
candidates may well prefer the 
traditional classroom contact 
programmes because of  the different 
style of  interaction with faculty and 
other MBA students.’

Ensuring that the course is respected 
is absolutely crucial if  you go down the 
distance learning route. One doesn’t 
have to look too far to find high-profile 
examples of  well-known individuals 
purporting to hold professional 
qualifications before being exposed as 
having bought them over the internet 
from an educational establishment of  
questionable credibility. ‘Candidates 
should look for proof, such as an 
accreditation, and that certain quality 
standards are met,’ says Coutat.

Once you are completely sure of  the 
credibility of  the business school and 
the course, the return on your financial 
and time investment will soon become 
clear because, as Coutat concludes, 
‘an MBA has become key to business 
success, ambition and leadership’.

Beth Holmes, journalist

www.accaglobal.com
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01  Cecil Chin said working capital 
financing should be considered

Succession planning is one of the most 
pressing challenges for accountants 
in public practice, particularly those 
who are sole proprietors or partners in 
small and medium-sized practices. 

With the inevitable greying of  the 
profession in Malaysia, senior partners 
will aim to make a timely – and 
lucrative – exit from their firm. Before 
they can retire, though, it is vital to 
consider matters such as practice 
continuity to enhance firm values as 
well as valuation models to secure the 
best outcomes. ACCA Public Practice 
Committee recently organised a 
Practitioners’ Talk on succession 
planning to shed light on these issues. 

‘Make sure that you start on 
succession planning early,’ advised 
Datuk Raymond Liew, managing 
partner of  McMillan Woods. Ultimately, 
‘successful succession planning boils 
down to people. It is the process for 
identifying and developing people with 
the potential to fill key business 
leadership positions in the firm,’ said 
Liew. But this is not easy given the talent 
crunch. ‘Many of  us face a crisis in 
recruiting the right people.’ 

He advised developing a pool of  
successors. ‘You should invest in staff  
so that they can perform better in their 
tenure with you. Provide promotional 
opportunities. Many of  us don’t promote 
our people because promotion means 
pay rises and higher costs, so we lose 
people to higher bidders,’ said Liew.

Effective succession planning pivots on 
practice continuity. Liew said that while 
many accountants technically have 
practice continuity agreements in place, 
he criticised these for being loose 
arrangements. ‘Is the person who signed 
off  on a practice continuity agreement 
going to look after the business?’ 

Consider forming an affirmative 
alliance such as a merger or affiliation 
(M&A) to ensure practice continuity and 
build value. But get your money’s worth. 
‘International branding is important. If  
you go for a smaller affiliation, how 
much would you have to pay? Would you 
be able to use the brand? Being 
affiliated without being able to use the 
name is a waste of  time,’ said Liew.

THE CHALLENGE OF SUCCESSION PLANNING

Contrary to popular belief, firms join 
an international group not to garner new 
clients but to retain existing ones. ‘Client 
retention is a huge problem,’ Liew said. 
‘We painfully nurture a client to the 
stage where it can expand overseas, say, 
to Hong Kong, but are unable to 
progress with it because we don’t have a 
presence in the foreign market. The 
client will move to a Hong Kong auditor, 
consolidate the group’s accounts and 
pay a group fee. We lose the client to the 
bigger player. Therefore, local practices 
need to grow simply to avoid attrition 
and comply with client evolution.  

Fee income and undercutting are 
other hazards to practice continuity and 
values. ‘We need to raise our fee income 
to stay competitive, but some parts of  
Malaysia can’t even follow the 
guidelines on fees set by the Malaysian 
Institute of  Accountants,’ lamented 
Liew, who noted that fees are also under 
pressure from bogus accountants. 

Valuing your practice
Avenues when planning an exit include 
M&As, management buyouts, hiring 
professionals to run the practice, 

and – the last resort – downsizing or 
cashing out, said ACCA Public Practice 
Committee chairman Lock Peng Kuan, 
a partner at Baker Tilly Monteiro Heng.

Meanwhile, valuation models for 
practice firms are very subjective, and 
use methods such as cost, fee income 
and fair market values. There is no 
one-size-fits-all and it is advisable to 
look into all the aspects of  a proposed 
deal or to use a blend of  approaches. 
At the end of  the day, though, a firm is 
valued on a willing buyer-willing seller 
basis, said Liew pragmatically.

Most practices in Malaysia are valued 
on fee income. But regulatory changes, 
specifically the Limited Liability 
Partnership Act 2012 (Act 743), which 
is expected to roll out by end-2013, 
could impact audit fee income and 
accelerate senior practitioners’ desire to 
exit. ‘LLP is the back-door route to the 
exemption of  small audits,’ said Liew. 
‘Fewer companies will be set up and 
there will be fewer companies to audit. 
Many practices are valued based on 
audit fees. If  you lose your audit income, 
then what is the value of  your practice?’

Lock advised purchasers to compare 
billings and collections when valuing a 
practice. ‘Firms can issue billings 
before [a M&A transaction] and 
discount them later, and actual 
collection is a better reflection of  the 
value of  the firms. In addition, cashflow 
management is most critical in making 
a M&A transaction a successful one; it 
is the real value of  firms,’ he warned.

Other aspects under scrutiny during 
valuations are goodwill and assets such 
as investments in technology. ‘Goodwill 
is very subjective. You assess the client 
list and the staff,’ said Cecil Chin, 
partner of  Russell Bedford LC and Co. 

‘But most acquirers neglect to look 
at working capital financing, which is 
critical,’ Chin warned. ‘Acquirers need 
to decide if  they want to take over the 
debtors as a source of  working capital 
financing for performing client services, 
rental and salaries, etc. If  you want to 
acquire the debtors as well, then you 
need to address the collection and 
ageing of  the receivables. If  you’re not 
taking over the debtors then you have 
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02  Lock Peng Kuan emphasised 
the importance of  building up 

a practice’s value ahead of  a sell-off

03  Raymond Liew advised 
practitioners to approach 

succession planning well ahead of  time

I WOULD PREFER A FIRM WITH 100 CLIENTS 
GENERATING RM5M FEES RATHER THAN 
1,000 CLIENTS BRINGING IN RM5M

to look for working capital financing, 
perhaps from banks, but these credit 
lines are not easy to secure.’

In his personal experience, Liew said 
he was very reluctant to take over the 
debtors. ‘I’ve seen firms with debtors 
whose payments are outstanding for 
two to three years, which is just 
absurd. My recommendation is never 
to take over the debtors; this is also in 
order to avoid the risks of  future tax 
audits.’ However, retiring partners may 
want to bundle their practice together 
with debtors to avoid collection 
headaches once they are retired.

Do right-size your practice. In Lock’s 
experience with M&As, smaller firms 
commanded higher valuations than 
larger firms: ‘When a firm is too big, 
nobody can afford the purchase price.’ 

Invest in audit quality and branding, 
and diversify into multiple service 
disciplines with higher profit margins 
to build up the value of  their practice, 
Lock emphasised. ‘Whenever you want 
to sell off  a practice, quality system 

put them in the sinking fund, which 
would diminish their liability for the 
buy-in,’ said Liew. ‘The beauty of  the 
sinking fund is that you know the 
money is there to pay off  the retiring 
partner and you know for sure that a 
partner is coming in to replace you,” 
Lock concluded. 

However, Chin pointed out that local 
partnerships are less rewarding and 
this might deter buy-ins. ‘In the UK, 
partnerships are very lucrative. In the 
Malaysian environment where audit 
fees are low, staff  may not be as willing 
to invest in a partnership.’ 

Post-acquisition, Liew advised 
incoming partners to tap the 
accumulated wisdom of  the retiring 
partners. ‘Draw up an agreement where 
you retain the use of  their name and 
they remain as advisers to provide 
comfort and continuity to clients.’

Nazatul Izma Abdullah, journalist

and branding are the major issues.’ 
The quality and quantity of  client lists 

also affect valuations. ‘You have to 
justify the fee. Look at the client mix. 
I would prefer a firm with 100 clients 
generating RM5m fees rather than 
1,000 clients bringing in RM5m. You 
don’t want to spend a lot of  time 
servicing clients with low profit 
margins,’ said Liew. 

Financing the buy-in
Buy-ins may pose financial constraints 
for incoming partners, which would 
hinder succession. Traditionally, junior 
partners may need to take out bank 
loans to buy out the retiring partner, 
said Lock. But there are less clunky 
options. Under the points system, after 
a certain tenure, partners earn points 
that are turned into profit sharing; this 
smoothes the exit for retiring partners. 
Firms can also set up a sinking fund for 
buy-ins similar to UK practices. 

‘Looking at the long term, staff  are 
prepared to sacrifice their bonuses and 
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64 ACCA

Council’s final meeting of 2012 took 
place at 29 Lincoln’s Inn Fields, 
London on 24 November. It was held 
immediately following the annual 
meeting of ACCA’s International 
Assembly. Assembly members Chama 
Kamukwamba (South Africa) and 
Katerina Sipkova (Czech Republic) 
were invited to give oral reports 
to Council on the outcomes of the 
Assembly meeting, including the 
debates Assembly members held 
around the topics of ACCA as a digital 
organisation and the future of the 
professions – global trends.

A number of  other matters were 
debated at the Council meeting:

* Council met in breakout groups to 
discuss issues around the future of  
the professions, a topic which had 
also been considered by the 
International Assembly. The 
discussions centred around how 
shifts in society have impacted on 
professional bodies, the key 
challenges and opportunities which 
will affect these organisations, and 
ACCA’s possible responses to these. 
The outcomes of  the discussions 
will help to inform the development 
of  ACCA’s strategy beyond 2015.

* Council also considered the regular 
report of  the chief  executive 
covering strategic developments 
both within and outside ACCA and 
developments in key markets.

* Council approved a policy approach 
to Standards for Business to be 
adopted by ACCA. The approach is 
designed to capture input from a 
number of  stakeholders, including 
investors, preparers, standard 
setters and regulators. It supports 

ACCA’s technical department is looking 
to set up a technical advisory group of 
members with an interest in insurance-
related corporate reporting and other 
accounting issues, for example through 
their work for insurers, or through 
acting for them as clients. 

We want to hear from members 

around the world in view of  the 
ongoing impact which the International 
Accounting Standards Board’s current 
project will have on corporate reporting 
in this area. The group will 
complement the work of  ACCA’s Global 
Forum for Corporate Reporting, which 
considers wider accounting issues. 

Subject to interest, it is proposed the 
group will first meet in spring 2013. It 
will be possible to join the meeting 
through videoconferencing or 
conference call, or in person in London.

If  you are interested, please contact 
Richard.Martin@accaglobal.com or 
Paul.Cooper@accaglobal.com

Council highlights
ACCA’s strategic objective to lead 
and shape the agenda of  the 
profession and to be the leading 
global accountancy body in 
reputation, influence and size.

* On a recommendation from the 
nominating committee, Council 
agreed to co-opt Japheth Katto FCCA 
to Council for three years. Katto is 
chief  executive officer of  the Capital 
Markets Authority of  Uganda. He is a 
board member of  the International 
Federation of  Accountants and has 
also held key appointments with 
International Organisation of  
Securities Commissions and the 
Ugandan national accountancy body. 
This is the first occasion that Council 
has used the powers of  co-option 
granted to it under bye-law 23 since 
the bye-law change was effected in 
2009. Council believes that Katto’s 
membership of  Council will 
strengthen the skills mix on Council 
and will be an asset to ACCA.

* Council also invited into full 
membership of  ACCA five senior 
accountants based in the People’s 
Republic of  China. This was done in 
accordance with Membership 
Regulation 3(f).

* In other business, Council agreed a 
timetable for choosing its preferred 
nominee for vice president in 
2013/14. It also received 
presentations from the chairmen of  
the Governance Design and Market 
Oversight committees on the work 
plans for their committees for the 
coming year.

The next scheduled meeting of  
Council will take place in London on 16 
March 2013.

INVOLVED IN ACCOUNTING FOR INSURANCE CONTRACTS?
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01  Jennifer Lopez, head of  ACCA Malaysia, presents one of  the 
certificates to Victor Kim, general manager at JTI in Malaysia

ACCA news

03  Participants at the talk held by ACCA and the 
Royal Malaysian Customs listen to the speaker

02  The newly welcomed ACCA members display their tokens at the 
reception held in their honour at the Thistle Hotel in Johor Bahru

ACCA WELCOMES ANOTHER APPROVED EMPLOYER
Japan Tobacco International, better known as JTI, was 
awarded both the ACCA Approved Employer for Professional 
Development and the ACCA Approved Employer – Gold for Trainee 
Development. A simple presentation ceremony was organised 
to mark the awarding of the certificates to Victor Kim, general 
manager at JTI in Malaysia, and was attended by more than 40 
staff and guests. 

The presentation was followed by a short talk on the 
ACCA Qualification to the staff  in the shared services team. 
Victor Kim, who is an ACCA member, highly recommended and 
encouraged his staff  to take up the qualification to increase 
their marketability.

ACCA MEMBER APPRECIATION NIGHT 
ACCA held its last member reception of 2012 in Johor Bahru on 30 November. 
The event was attended by more than 60 members. Devanesan Evanson, 
president of the ACCA Malaysia Advisory Committee, delivered the welcome 
address and presented tokens to three senior ACCA members, one new FCCA 
and 10 new members. Among those who joined in the celebration were ACCA 
members in Singapore who crossed the Causeway especially for the occasion. 

UTM HONOURS JENNIFER LOPEZ
At a grand ceremony held in Johor 
Bahru in December, Jennifer Lopez, 
head of ACCA Malaysia, was awarded 
Honorary Membership of the Golden 
Key International Honour Society by 
the Universiti Teknologi Malaysia 
(UTM) chapter. With more than two 
million members, Golden Key is an 
international not-for-profit organisation 
that recognises and rewards academic 
achievement at more than 400 
universities around the world. Honorary 
members are nominated by student 
members at local chapters based 
on their personal accomplishments, 
support of academic excellence and 
commitment to society. 

Lopez said: ‘I extend my utmost 
gratitude to the student members at 
UTM for selecting me for this honour. 
This recognition is truly humbling, and 
must be shared with my team at ACCA 
Malaysia for the support they have 
given me and to the organisation.’

GST REVISITED
ACCA partnered with the Royal Malaysian Customs 
to conduct a half-day talk on the Overview and 
Mechanics of Goods and Services Tax (GST) in 
Johor Bahru on 30 November. The talk was attended 
by 25 participants comprising ACCA members and 
representatives from employers and the public. 
The speaker, Puan Fauziah Zarim, elaborated 
on the principles and mechanism behind the 
implementation of GST, followed by the proposed 
model, requirements and the accounting principles 
of GST upon its implementation.
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Policymakers, 
regulators 
and finance 
professionals 
must help small 
businesses adopt 
sustainable 
business 
practices as 
their huge 
environmental 
impact is being 
overlooked,  
says ACCA.

Despite 
accounting for 
more than 90% of  

global businesses, SMEs have been marginalised in 
the sustainable business practices debate and slow 
to adopt environment-related improvements.

In a new policy paper Embedding Sustainability in 
SMEs, available at www.accaglobal.com/
smallbusiness, ACCA’s Global Forum for SMEs has 
called for action to help smaller businesses become 
more efficient and environmentally friendly. SME-
specific measures and approaches will be needed, 
with policymakers taking into account not only the 
differences between large companies and SMEs, but 
also the differences between micro, small and 
medium-sized enterprises, says the report.

Forum chairman Mark Gold said: ‘In terms of  
economic activity, employment and waste, small 
businesses make a huge impact and it is critical that 
they and those who advise and regulate them 
recognise this and begin to take steps to tackle 
waste and promote efficiency.’

Greener SMEs
Action is needed to embed 
sustainability in small businesses

Preparing for a green economy: windmill farm, Canada

Gold: start tackling waste

Latest issue now available at www.
accaglobal.com/futuresjournal

CFOs LOOK TO FUTURE
Three CFOs are featured in videos 
looking at the big trends shaping their 
role in the future. 

Richard Moat FCCA, CFO of  Ireland-
based Eircom Group, Alan Johnson 
FCCA, CFO of  Portugal-based Jerónimo 
Martins, and Holger Lindner, member 
of  Singapore CFO Institute Advisory 
Council and former CFO of  Daimler 
South East Asia, look at issues such as 
achieving sustainable growth in 
developing markets, managing volatility 
and dealing with increased scrutiny. 

The videos, along with ACCA’s recent 
report, The changing role of the CFO, are 
available at www.accaglobal.com/cfo

PHILOSOPHY DEGREE FOR BRAND
ACCA chief executive Helen Brand has 
been awarded an honorary doctorate 
in philosophy by Amity University 
Uttar Pradesh, India. 

Brand said: ‘Receiving this degree 
was a very real privilege for me. I was 
extremely pleased to be at the 
graduation ceremony, where I had the 
pleasure to address the graduates and 
explain why this honorary degree 
matters to me. As chief  executive of  
ACCA, I am passionate about life-long 
learning and the benefits that 
education and training can bring.’

CANADA AT TIPPING POINT
The coming years will see Canadian 
business, policymakers and society 
reach a tipping point for a green 
economy, concludes a new ACCA 
report, Canada and the green economy.

It discusses the issues around 
whether Canada is ready for the green 
economy. The accountancy profession 
will play a critical role in safeguarding 
the country’s future generations and 
natural resources. 

The report gathers opinions from two 
ACCA-organised roundtables that were 
held in Vancouver and Toronto. 

The report is available at www.
accaglobal.com/accountability
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