Our re-branded AXP e-Newsletter is now one year old, and
this is the thirty second issue since our first e-Newsletter in
October 2005!! Without your continuous support, AXP e-
Newsletter would never have achieved the milestone of its
fifth anniversary!

Looking to the future, we wish to extent our gratitude to all
our readers who participated in the survey on improving
our e-Newsletter!! Based on your feedbacks, we have
made some changes to the e-Newsletter!

First and foremost, we have redesigned the format to
enable you to focus on what you want to read!
Additionally, we have also made changes to the contents of
certain sections, based on your feedbacks!

In our Tips on using Audit Express, we highlight how our
core product, Audit Express, helps to improve the
efficiency and effectiveness in performing audit
engagement. In this issue, you will understand how Audit
Express can improve your customer services!

Our team is continuously searching for Breaking News that
is relevant to audit practitioners. In this issue, we review
how the proposed IFRS will revamp the presentation of
financial statements. If published in its proposed form, the
way in which we have prepared and read financial
statements for decades will be radically altered.
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Our Technical News Update has been divided into sub-
sections to enable you to focus your attention on those
aspects which affect you, your practice and your clients
immediately and those which involve longer-term
convergence issues.

In Reviewing Disclosure Requirements, we have introduced
a more condensed way of highlighting the ‘necessary’
disclosure requirements in accordance with the Standards!

In Experts’ Corner, we shall continue with Part VII of
preparing group accounts, particularly, the accounting of an
‘associate’, and the first part of a new topic ~ intangible
assets.

Since the introduction of ISQC 1, practitioners have often
faced practical compliance issues. Thus, in this series of
System of Quality Control for Audit Practitioners, we shall
illustrate the steps that audit practitioners can take to
ensure compliance with I1SQC 1.

AXP Updates highlights the milestones achieved by AXP
during the past six months. Additionally, we highlight the
top scorers from our Audit Express Certification, attended
by the students from colleges and universities, who may be
your potential staff when they are graduated.

We will continuously revise the contents of our e-
Newsletter to better suit your needs, thus, we welcome
your feedback or suggestions on AXP e-Newsletter. Happy
reading!

Editorial Team
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Audit Express

C u S t O m e r As the most ‘updated’ information

is kept in a database, you can
generate reports from Audit

Service Usin
g needs in just a few seconds. This

allows you to response to your

AE Reports .~

We often hear accountants complaining about how long it takes to get the auditors to response to their requests. Apart from
providing quality auditors’ reports, responsiveness to your customers’ requests helps to create and sustain a competitive
advantage over others. Auditors can achieve this by exploiting our core audit automation software - Audit Express.

Towards the end of the audit engagement, many customers will request for documents from their auditors showing the most
‘updated’ information contained in the audited financial statements. These documents include, amongst others, Audit
Adjustments, Final Trial Balances after Audit Adjustments and Opening Balances for Next Financial Period. As the most
‘updated’ information is kept in a database, you can generate the reports from Audit Express that suit your customers’ needs
in just a few seconds. This allows you to response to your customers quickly and accurately.

Below are some useful reports readily available in Audit Express.

From the main interface of Auditor’s Trial Balance, click Select Report and then select the report required from the list:-

sl Egiads Lead schedule - balance sheet items
Auditur's Trial Balancs Year/pei Lead schedule - profit and loss ems
Lead schedule - by accounts nature

(e = 5T ik (W) Lead schedule - for abridged income statement
[Natue T Accounts [ PreaudtBal [ Adusl | cad schedule - for abridged income statement (2)

F& 1 112 - storey terrace workshops 304,751.00 Audit adjusiment

Fi 1 1/2 - storey terrace workshops - accd depn (30,47501) Audit adjustment ()

F& Lilarr systern 210000 Audit adjustment by accounts classification

F& Llarm systern - aced depn (693 00 Closing balance carried forward (for client's reference)
Fiy Limplifier 0.00 Final trial halance

Fi Arplifier - accd depn noo Final trial balance (detailed)

Fh Arplifiers 1,560.00 Final trial balance (detailed) (2)

Fi Arplifiers - aced depn (515003 Final trial balance by accounts group (detailed)

Fi Computers 40,442.00 Ratins of P&L items to trading income and ac fluctuation
Fh Cornputers - acod depn. (34.615.58) Final watiance explanation schedule

Fh Fastory huilding 468,070 25 [Limelena oy

Fi Fastory balding - acod depn (347357 Balance sheet and P&L account (hefore and after adj)

General ledger
z3 e : 0.00 Balance sheet and profit & loss account
General Group Mfg & Gip Abr. Income Statement Group  Select repost

‘Fmpmy’ plan end equipment N4 B Accd Profits/Losses does not tally |

K, | x| 7 | \| 5;| v |(Command Listing) j Adjustment | Audit Planning Module Close =

Record: 14| 4 | 10 b | M]r] of 152
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Audit Adjustments

This report shows all the adjustments in respect of the current financial period. They are properly classified into balance sheet item and
profit and loss item.

Be Efficient Sdn. Bhd.
Andit adjustments for acconunt of the year/period ended 31 December 2007

Balance Sheet Ttem Profit & Loss [tem
No.  Particlars Debit (RM) Credit (RM)  Debit (RM)  Credit (RM)
? Audit fees 2,000.00
Accrued expenses ,000.00
5,000.00 5,000.00
* Bemg adustment for accrued audt fee 2005
2 Provision for tazation 300.00
Tazation 30000
300.00 - - 300.00

* Being adisufment for over-provision for faxafion

3 Dreferred tasati on 6,722.00
Taxation 6,722.00
6,72200 - - 6,722.00

* Being reversal of femporary differences for deferred faxafion.

Closing balances carried forward (for client's reference)

This report shows the audited opening balances for the next financial year/period, with proper classification of the final
financial statements for the client's reference.

Be Efficient Sdn. Bhd. (BE001)
Andited Opening Balance ay at 01 January 2008
Debit (RM) Credit (RM)
Fixed assets
Property. plant and equipment
1 142 - storey terrace workshops 304,751.00
1 142 - storey terrace workshops - accd depn 30,475.01
Alarm system 2.100.00
Curvent assets
Inventories
Stocks 235,242 .93
Tradereceivables
Prowision for doubtful debts - generdl - BfS 3,980.00
Trade dehtors 1,214,311.54
1,214,311.54 8,980.00
Other receivables, dep osits and prepayments
Deposits 17,000.00
Prepayments 17,090.00
34,090.00




Final trial balance by accounts group (detailed)

// Tips on Audit Express
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This report shows the trial balance before and after adjustment, with proper classification of the final financial statements.

Be Efficient Sdn. Bhd. (BE001)
Final Triod Balance as af 31 December 2007
Balance Awdit adjustment Finalh alance
Balance Sheet Itemns Deh it Credit No.
Fixed assets
Property, plant and equipment
1142 - storeyterrace workshops 304,751.00 3,751.00
1142 - storeyterrace workshops - (30,475.01) (30, 475.01)
accd depn
Alarm system 2,100.00 2,100.00
Alarm system - accd depr (G93.00 (693.00)
Amplifier 0.00
Amplifier - aced depn 0.00
Amplifiers 1,560.00 1,560.00
Curvent Habilities
Trade payables
Trade creditors (788,580 40 (788,580 40)
Other payablesand accruals
Accried expenses (2,000.000 & ¢ (354,936 .88)
(346,936.58) -
Depositreceived (13.000.00 (13,000.00)
Other creditars (53,237.56) (53,837.56)
FCE - Income tax expenses (13,472.00) (13,472.00)
Provision for employes benefits (101,153.000 g¢ (101,153.00)
Amounts owing to directors
Directars Accounts (504,551.70) (594,551.70)
Hire pur cha se creditors
Hire purchase creditor 31.400.00 - BRI 38,585.00
T18500 - us
Hire purchase creditor - JF3 116 (28.664.00) (28,664.00)
Hire purchase creditor - JGT 71383 (37.324.00) (57,324.00)

The net adjustment for balance sheet items and profit and loss items are also shown in this report for easy reference:-

Shareholders' equity

Share capital
Share capital

¢500,000.00)

Accurnulated profitslosses
Accumulated profitloss

(919,627.89)

(1,419,687 59)

(500,000.00)

(919,687.89)

Net badunce of B/S items (816,021 14)

47987530 (392,007.30)

(928,133.14)

Net financiad effect on Balarice Sheet

{112,132.66)

For more details on how you can exploit Audit Express to improve your responsiveness to you customers’ needs, kindly contact our

Customer Service at support@myaxp.com.
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The proposed IAS 1 Presentation of
Financial Statements is expected to
be effective for financial period A N A h
within or after 2012, thus, it is eW p p r O a.C
essential for preparers, auditors,
and other interested parties to -
know the development of the fo r P r eS e n t I n g
proposed IFRS since it will have a
‘significant’ impact on us.

Financial Statements

The International Accounting Standards Board (‘IASB’) and the US Financial Accounting Standards Board (‘FASB’) are
undertaking a joint project on financial statement presentation. Phase A of the joint project was completed in September

Introduction

2007, as a result of which, the IASB issued a revised version of IAS 1.

On 15 September 2009, the Malaysian Accounting Standards Board (‘MASB’) announced the issue of amendments to FRS 101
Presentation of Financial Statements (equivalent to the revised version of IAS 1), which is effective for financial period
beginning on or after 1 January 2010. The revised FRS 101 aims to improve users’ ability to analyse and compare the
information given in financial statements, and analyse transactions between the company and its shareholders separately
from transactions with external parties. It also changes the title of the financial statements to reflect their function more
clearly. Please refer to the November/December 2009 Issue of our e-Newsletter for more information.

Under Phase B of the joint project, the proposed new Standard will replace IAS 1 Presentation of Financial Statements and IAS
7 Statement of Cash Flows, and address more fundamental issues for presentation of information in the financial statements.
A discussion paper was published in October 2008, and on 1 July 2010, the IASB and the FASB posted a staff draft, prepared by
the staff of the IASB and FASB, of the proposed IFRS that reflect tentative decisions made by the boards concluding with their
joint meeting in April 2010.

Whilst the IASB and the FASB are still working on the project, the draft proposals are subject to change before the boards
propose to publish an exposure draft for public comment in early 2011. The target date to become a new IFRS is the fourth
quarter of 2011. In this Issue, we shall review the major changes proposed thus far.

Core Principles — Disaggregation and Cohesiveness

The proposed IFRS requires an entity to present information in its financial statements in a manner that disaggregates
information to explain the components of its financial position and financial performance, whilst at the same time portraying a
cohesive financial picture of the entity’s activities. The disaggregation and cohesiveness principles work together to enhance
the understandability of the entity’s financial statement information.
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Disaggregation principle

An entity shall use the ‘function’, ‘nature’ and ‘measurement basis’ of items to determine which items need to be
disaggregated and presented separately in its financial statements. For example, under existing FRS, an entity is only required
to present its expenses analysed by ‘function’ or ‘nature’ in its statement of comprehensive income (‘SCI’), whereas the
proposed amendments require a ‘mixture’ of both. It has not yet been decided whether this analysis should be presented on
the face of the SClI or as a note to the financial statements.

Cohesiveness principle

The aim of the new proposals is to ensure that the relationships between different aspects of the business activities are clearly
defined across the financial statements (ie. ‘business section’ [sub-divided into ‘operating’ and ‘investing’ activities], ‘financing
section’ [sub-divided into ‘debt’ and ‘equity’], ‘income tax section’ and ‘discontinued operations section’ [where relevant]). To
present a cohesive set of financial statements, an entity shall present disaggregated information under COMMON sections,
categories and sub-categories in the statement of financial position (‘SFP’), the SCI and the statement of cash flows (‘SCF’) in a
manner that is consistent across those three statements. Under the existing FRS, an entity is only required to present such
information for the SCF.

Structure of the financial statements

In accordance with the proposed IFRS, the entity shall present information in its financial statements about it assets, liabilities,
equity, income, expenses and cash flows in the following manner, if applicable, that are cohesive across the SFP, SCl and SCF:

Sections Categories Sub-categories
Business Operating Operating finance
Investing N.A.
Financing Debt N.A.
Equity N.A.
Income tax N.A. N.A.
Discontinued operation N.A. N.A.
Multi-category transaction N.A. N.A.

Furthermore, an entity shall disclose in the notes to its financial statements the basis for its classification of line items within
the sections, categories and sub-category, particularly the relationship between the presentation of information in the
financial statements and its activities. To illustrate how the proposed IFRS will affect the preparation of financial statements,
we shall illustrate the impacts on the SCI and the SFP.
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Comparison of SCl under FRS 101 vs proposed IFRS

An entity shall disaggregate and present its income and expense items by ‘function’ within each section and category in the SClI,
unless it meets the criteria of the proposed IFRS, as illustrated below:

FRS 101 Proposed IFRS
STATEMENT OF COMPREHENSIVE INCOME STATEMENT OF COMPREHENSIVE INCOME
for the financial year ended 31 December 2010 for the financial year ended 31 December 2010
2010 2009 2010 2009
RM RM Level RM RM
Sections BUSINESS
Revenue 13,167,553 12,954,295 .
Category Operating
Cost of sales (11,852,366) (11,863,964) R 13167553 12.954 295
Gross profit 1,315,187 1,090,331 evenue 167, 954,
Cost of sales (11,852,366) (11,863,964)

Other operating income 18,768 R Gross profit 1,315,187 1,090,331
Distribution costs (2,768) -
Administration expenses (1,134,730) (915,614) Other operating income 8,979 -
Other operating expenses (70,739) (27,208) Distribution costs (2768) -
Finance costs (60,893) (73,288) Administration expenses (1,134,730) (915,614)
Profit before tax 64,825 74,221 Other operating expenses (70,739) (10,500)
Income tax expense 7,022 (29,453) Operating profit before operating finance costs 115,929 164,217
Net profit for the financial year 71,847 44,768 | |Sub-category | Operating finance costs (27,986) (73,288)

Total operating profit 87,943 90,929
Other comprehensive income
Revaluation surplus on building 100,000 - Category Investing
Total comprehensive income for the financial year 171,847 44,768 Dividend and interest income 9789 ~

Total investing profit 9,789 -

TOTAL BUSINESS PROFIT 97,732 90,929

Sections FINANCING
Category Debt

Interest expense (32,907) (16,708)
TOTAL FINANCE EXPENSE (32,907) (16,708)
PROFIT BEFORE TAX 64,825 74,221
Sections INCOME TAX
Income tax expense 7,022 (29,453)
NET PROFIT 71,847 44,768

OTHER COMPREHENSIVE INCOME
Revaluation surplus on building 100,000 -
TOTAL COMPREHENSIVE INCOME 171,847 44,768

Furthermore, the entity shall disaggregate its income and expense items by their ‘nature’ within the related ‘functional’ group
(eg. cost of sales [“function’] shall be disaggregated into its ‘nature’ components: materials, labour, change in inventory,
depreciation expense etc). The disaggregated information shall be presented in the SCI or disclosed in the notes.
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Comparison of SFP under FRS 101 vs proposed IFRS

The following is a comparison of the SFP (with same financial information) required under the existing FRS 101 (effective for
financial period beginning on or after 1 January 2010) and the staff draft of the proposed IFRS:

FRS 101 Proposed IFRS
STATEMENT OF FINANCIAL POSITION STATEMENT OF FINANCIAL POSITION
as at 31 December 2010 as at 31 December 2010
2010 2009 2010 2009
RM RM Level RM RM
ASSETS Sections BUSINESS
Category Operating
N " £ Inventories 235,243 116,006
on-currentassets Trade receivables 1,205,332 1,003,354
Property, plant and equipment 1,777,145 1,765,487 Other receivables, deposits and prepayments 34,090 46,352
Other financial assets 1,000,000 1,000,000 Cash and bank balances 150,886 134,733
2,777,145 2,765,487 Total short-term operating assets 1,625,551 1,300,445
Current assets P 1 d i 1,777,145 1,765,487
Inventories 235,243 116,006 roperty, plant and equipment 277, 765,
K Total long-term operating assets 1,777,145 1,765,487
Trade receivables 1,205,332 1,003,354
Other receivables, deposits and prepayments 34,090 46,352 Trade payables (788,589) (336,776)
Cash and bank balances 150,886 134,733 Other payables and accruals (536,400) (278,789)
1,625,551 1,300,445 Bank overdrafts (774,094) (1,047,864)
Total short-term operating liabilities (2,099,083) (1,663,429)
TOTAL ASSETS 4,402,696 4,065,932
Net operating assets before operating finance 1,303,613 1,402,503
EQUITY AND LIABILITIES
Sub-category |Operating finance
Equity attributable to equity holders of the Company Finance lease payables a.nd il::tcrcst p.aya.b.lc. (55,404) (73,898)
Share capital 500,000 500,000 Total short-term operating finance liabilities (55,404) (73,898)
Revalluanon S‘jlrplus 100,000 R Finance lease payables and interest payable (98,852) (69,268)
Retained earnings 991,535 919,688 Total long-term operating finance liabilities (98,852) (69,268)
Shareholders' equity 1,591,535 1,419,688
Total operating finance liabilities (154,256) (143,166)
Non-current liabilities Net O fine Assct 1149357 1259337
Deferred tax liabilities 38,865 45,587 ¢ Dperating Assets o =
Finance lease payables 98,852 69,268 Category Investing
Term loans 366,816 558,266 Total short-term investing assets - -
504,533 673,121
Current liabilities Other financial a:ssets ) 1,000,000 1,000,000
Trade payables 788,589 336,776 Total long-term investing assets 1,000,000 1,000,000
Other payables and accruals 536,400 278,789 Total Investing Assets 1,000,000 1,000,000
Bank overdrafts 774,094 1,047,864
Finance lease payables 55,404 73,898 NET BUSINESS ASSETS 2,149,357 2,259,337
Term loans 149,091 203,246
Current tax liabilities 3,050 32,550 Sections FINANCING
2,306,628 1o73128 | |y Dok
A — Term loans and interest payable (149,091) (203,246)
TOTAL LIABILITIES 2,811,161 2,646,244 Total short-term debt (149,091) (203,246)
TOTAL EQUITY AND LIABILITIES 4,402,696 4,065,932 .
Term loans and interest payable (366,816) (558,266)
Total long-term debt (366,816) (558,266)
Total debt (515,907) (761,512)
Category Equity
Share capital (500,000) (500,000)
Revaluation surplus (100,000) -
Retained earnings (991,535) (919,688)
Total equity (1,591,535) (1,419,688)
TOTAL FINANCING (2,107,442) (2,181,200)
Sections INCOME TAX
Current tax liabilities (3,050) (32,550)
Deferred tax liabilities (38,865) (45,587)
NET INCOME TAX LIABILITIES (41,915) (78,137)
Total short-term assets 1,625,551 1,300,445
Total long-term assets 2,777,145 2,765,487
TOTAL ASSETS 4,402,696 4,065,932
Total short-term liabilities (2,306,628) (1,973,12]
Total long-term liabilities (504,533)
TOTAL LIABILITIES (2,811,161)
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Moving forward and the implication on SME

Malaysia is moving towards convergence with IFRS by 2012, and Malaysian FRS will be effective concurrently with IFRS. This
proposed IFRS is expected to be effective for financial period within or after 2012, thus, it is essential for preparers, auditors,
and other interested parties to know the development of the proposed IFRS since it will have a ‘significant’ impact on us.

Will this proposed IFRS affects SME?

If the MASB decides to adopt FRS for SMEs (equivalent to IFRS for SMEs), the MASB expects to propose amendments to the
FRS for SMEs by publishing an omnibus exposure draft approximately once every three years. In developing those exposure
drafts, it expects to consider new and amended FRSs that have been adopted in the previous three years and specific issues
that have been brought to its attention regarding possible amendments to the FRS for SMEs. Based on this assumption, we
are of the opinion that it is likely that FRS for SMEs may also adopt ‘financial statement presentation’ in the proposed IFRS in

the future.

nowledge

"

ey
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In response to comments and views received, we have divided our Technical News Update into 3 sections. Section 1 is of
particular interest to SMEs and SMPs. Section 2 focuses on FRS and convergence with IFRS. Section 3 includes other technical
news and updates.

Section 1 — Special Interests for SMEs and SMPs

ED 72 FRS for SMEs issued by the Malaysian Accounting Standards Board (‘MASB’)

The expiry date for commenting ED 72 is 30 September 2010. If you wish to share your views on the adoption of a self-
contained standard for SMEs in Malaysia, you have less than one month to prepare your comments!

For more information on ED 72 FRS for SMEs, please visit www.masb.org.my.

Quality Control Implementation Guide issued by the Small and Medium Practices Committee of the International Federation
of Accountants (IFAC)

As a small and medium practitioner, do you have problem in implementing the International Standard on Quality Control
(‘1sQC’) 1? The Small and Medium Practices (‘SMP’) Committee of IFAC has issued a Quality Control Implementation Guide
with the aim to assist SMP in implementing ISQC 1. To download a free copy, please visit web.ifac.org/publications/small-and-
medium-practices-committee.

You may also wish to turn to our System of Quality Control for Audit Practitioners section to understand how we can assist
you in setting up a system of quality control which is compliant with ISQC 1.



http://www.masb.org.my/
http://web.ifac.org/publications/small-and-medium-practices-committee
http://web.ifac.org/publications/small-and-medium-practices-committee
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Section 2 — Development of FRS and Convergence with IFRS

Technical News from the MASB

On 30 August 2010, the MASB announced the deferment of IC Interpretation 15: ‘Agreements for the Construction of Real
Estate’ from 1 July 2010 to 1 January 2012. This IC has attracted a high volume of debate since it was published. Please refer
to the MASB’s web site for the reasons for the deferment.

Interestingly, the MASB’s counterpart in Singapore, the Accounting Standards Council (‘ASC’), announced on the 26 August
2010 that INT FRS 115 (which is equivalent to IC Interpretation 15 in Malaysia) will be effective on or after 1 January 2011.
Accompanying INT FRS 115 is an ‘Accompanying Note on Application of INT FRS 115 in Singapore’.

This accompanying note is an integral part of INT FRS 115 and summaries the ASC’s considerations in reaching its consensus on
the accounting treatment in respect of the sale of uncompleted residential properties ‘off-plan’! In this 8-pages notes, you will
see how the ASC applies relevant standards to determine whether ‘standard residential property sales’ result in the transfer of
the significant risks and rewards of ownership to purchasers in respect of uncompleted property units in their current state as
construction progresses, and hence, whether the developer can recognise revenue from such sales by reference to the stage
of completion using the percentage of completion method. If you are property developers or auditors for property developers,
this is a must read document for you! You should visit the following web page for more information:

http://www.asc.gov.sg/frs/in _index new.htm

On 15 July 2010, the MASB issued the following:
Amendments to FRSs

v' Additional Exemptions for First-time Adopters (Amendments to FRS 1)
v" Group Cash-settled Share-based Payment Transactions (Amendments to FRS 2)

Interpretations

v IC Interpretation 4 Determining whether an Arrangement contains a Lease
v" IC Interpretation 18 Transfers of Assets from Customers

Technical Releases
Technical Release 3 Guidance on Disclosures of Transition to IFRSs
Technical Release i-4 Shariah Compliant Sale Contracts

For more information on the above technical news, please visit www.masb.org.my.



http://www.asc.gov.sg/frs/in_index_new.htm
http://www.masb.org.my/
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Technical News from the International Accounting Standards Board (‘IASB’)
Since 1 July 2010, the IASB and the IFRS Interpretations Committees have published the following:

Fair value measurement comprehensive project summary

Proposed improvements to insurance accounting

Exposure draft on measurement uncertainty analysis — user questionnaire
Proposal to improve the financial reporting of leases

Forthcoming IFRS on fair value measurement — staff draft

Proposed guidance on surface mining

Proposed amendments to IFRS 1

ANENENENENENEN

For more information on the above technical news, please visit www.ifrs.org/Home.htm.

Section 3 — Other Technical News and Updates

Technical News from the Investor Resources section of the IASB

The IASB recognises that investors and other users of financial statements have an important stake in the development of
IFRSs, and hence, has set up a new section in its web page — ‘Investor Perspectives’, to provide regular updates for investors. It
is written by former analysts who are now IASB members.

On 23 August 2010, Mr. Patrick Finnegan, Board Member of IASB, zoomed into a recent exposure draft issued by IASB —
Measurement Uncertainty Analysis Disclosure for Fair Value Measurements. If you are interested to find out more and
provide your feedback on this topic, please visit the following web page:

http://www.ifrs.org/Investor+resources/2010+perspectives/August+2010+perspectives/analyse+uncertainty+FVM.htm

Note: the above URL is provided with the consent and agreement of IASB’s Investor Liaison unit.



http://www.ifrs.org/Home.htm
http://www.ifrs.org/Investor+resources/2010+perspectives/August+2010+perspectives/analyse+uncertainty+FVM.htm
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About Reviewing Disclosure Requirements

As a value-added service, AXP provides a complimentary service to assist in reviewing annual financial
statements audited by our clients during the implementation and customisation stage of Audit Express.
Any recommendations for improvements in disclosure requirements will be issued for their
considerations.

In this section, we shall highlight common disclosure “faults” which have been observed during our
review, and hope that it will help our client practitioners to better understand the disclosure

- D e q e requirements of prevailing reporting standards.
%

= In this issue, we shall focus on MASB 3 Net Profit or Loss for the Period, Fundamental Errors

v and Changes in Accounting Policies / FRS 108 Accounting Policies, Changes in Accounting
Estimates and Errors.
Reference
PERS FRS Observations Recommendations or sample disclosures
3.32 108.39, Notes on changes in accounting estimates do not disclose = Example on change in estimated useful lives of property, plant and equipment:

108.40 one or more of the following items:
The Company reviews the estimated useful lives of property, plant and equipment

(a) Nature and amount of a change in an accounting annually. During the current financial year, the estimated useful lives of certain
estimates that has an effect in the current period or is  jtems of plant and machinery has been reduced from 12 years to 10 years after

expected to have an effect in future periods; and considering changes in technological advancement and the market demand for
(b) The fact when it is impracticable to quantify the

amount goods produced using these items of plant and machinery.

The change in the estimated useful lives is to increase the depreciation in profit or
loss by RM2,920,000 for the current financial year. The financial effects for the
change in depreciation rate in 2011 and 2012 are estimated to increase the

depreciation by RM1,756,000 and RMA466,000 respectively, if there are no
disposals of these assets.




Sept / Oct 2010 Issue

- — |
’ Reviewing Disclosure Requirements

Reference

FRS Observations Recommendations or sample disclosures

108.28 There are no disclosures of: Example:

= the nature of the changes in accounting policy made in | 10110  NOTESTO THE FINANCIAL STATEMENTS
. . .. 101 51{<) FOR THE FINANCIAL YEAR ENDED 31 DECEMEER 2010
accordance with transitional provisions of a Standard or
an Interpretation of the Standard; and 51. CHANGES IN ACCOUNTING POLICIES
e .. . Th tin; lici d in th t f the fin. ial stats ts toutin Note 3.
= the transitional provision that might have an effect on cacconningponais st TS pripanfion of R Mnancis s xesstontnen

future periods.

The changes in the accounting policies arising from the adoptions of the new and revised FRSs are
summarised below:

108282)  Amendment to FRS 120 Accounting for Government Grants and Disclosure of Government Assistance

10828(c)  During the financial year, the Amendment to FRS 120 has been adopted. The amendment requires that the
benefits of government loans at below-market interest rates be accounted for as if they were government
grants, which was not previcusly permitted.

10835(b). In accordance with the transitional provision, the Group has applied the Amendment to FRS 120
(d) prospectively to government loans received in periods beginning on or after 1 January 2010.

}ﬁ i?iﬂ The impact of the change in accounting policy is summarised as follows:
The Group
311210 311209 1.1.09
RMM'000 RM'000  RM'000
Statements of Financial Position
Increase in retained eamings at end of the financial year 3 - -
Decrease in other borrowings (government loan) 142 - -

For more details, please refer to AXP’s Model Financial Statements for FRS 2010,
page 105 to 108.
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Reference
FRS Observations Recommendations or sample disclosures
108.30 There are no disclosures of new FRS & Interpretation issued When an entity has not applied a new Standard or Interpretation that has issued but

but not effective and known or reasonably estimable is not yet effective, the entity shall disclose:
information relevant to assessing the possible impact that

application of the new Standard or Interpretation will have (a) this fact; and . . . . .
(b) known or reasonably estimable information relevant to assessing the possible

impact that application of the new Standard or Interpretation will have on the
entity’s financial statements in the period of initial application.

on the entity’s financial statements in the period of initial
application.

Example:

108.30 FRSs that have been issued but are not yet effective

The Group and the Company have not adopted the following FRSs that have been issued by the MASB but
are not yet effective:

FRS 3 Business Combinations
FRS 127 Consolidated and Separate Financial Statements
IC Interpretation 15 Agreements for the Construction of Real Estate

The new requirements will take effect on 1 July 2010, and the Group and the Company will adopt these
FRSs during the financial year beginning on 1 January 2011.

FRS 3 and FRS 127 jointly introduce significant changes from current practice. Among others, this includes
the requirement that all acquisition-related costs shall be recognised as vperiod expenses, and, purchases

For more details, please refer to AXP’s Model Financial Statements for FRS 2010,
page 26 to 27.
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About Experts’ Corner

Our Technical Adviser, Mr. Keith Farmer, will review and illustrate
recognition and measurement issues of prevailing accounting standards in
an interesting manner.

This is the seventh part of a series of articles concerning the preparation of consolidated financial statements in accordance
with FRS 3: ‘Business Combinations’ and FRS 127: ‘Consolidated and Separate Financial Statements’. In this article we shall
consider the accounting treatment of an ‘associate’ in the context of an investors own financial statements (ie. ‘separate’
financial statements) and any ‘additional’ or ‘consolidated’ financial statements the investor also prepares. This means we
now have to consider the requirements of one further Standard: FRS 128: ‘Investments in Associates’.

We need to consider what an ‘associate’ is, what problems they present, and where and how we can resolve the problem!!

WHAT IS AN ‘ASSOCIATE’

Firstly, to get the problem in context, consider the following.
An interest held by one entity in the ordinary share capital of another entity falls into one of the FOUR following categories:

|Noinf|uence | Significant influence | J@hﬂ@e | Dominant influence/ control |
| | | | |

We shall ignore joint influence (or joint control) for the moment for two reasons. Firstly because we shall deal with it
separately in a later article and secondly because, unlike the other three, it is not identifiable (in simple terms!) by reference to
a percentage shareholding which an investor holds in an investee. So this leave three levels of ‘influence’ to consider. Let’s
take the two ‘extremes’ first.

No influence:

The size of an investors’ shareholding in the investee is such that it does not give the investor any degree of influence,
involvement or participation in policy decisions of the investee, neither is the investor likely to have representation on the
board/ governing body of the investee. It represents a ‘passive’ interest in the investee under which an investor looks forward
to (hopefully!) a stream of future dividend income and capital growth. Accountants generally refer to this category of
investments as ‘simple investments’.
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Dominant influence/ control:

The size of an investors’ shareholding in the investee is such that the investor is able to control the policy decisions of the
investee. As we know, this therefore creates a parent/ subsidiary relationship and the investor is required to prepare an
additional set of financial statements — consolidated financial statements [CF/S] — at the reporting date.

Significant influence:

This one ‘spans’ the two! The size of an investors’ shareholding in the investee is such that the investor is able to participate in
policy decisions of the investee (and will probably have representation on the board/ governing body), and hence is partly
responsible for the outcome of those decisions! Accountants refer to this category of investments as ‘associates’. By definition,
the essential characteristic of ‘associate’ status is the ability to exercise a ‘significant influence’ over the investee. Significant
influence is further defined as conveying the power to participate in the financial and operating decisions of the investee but is
not control or joint control over those policies. The Standard suggests that significant influence is usually evidenced by factors
such as board representation, participation in policy decisions, material transactions between the two parties, interchange of
managerial personnel and/ or the provision of essential technical information, although this is, of course, not an exhaustive list!

So, the question arises, is the investor a ‘passive’ investor (hence a ‘simple investment’) or in a position to ‘govern’ policy
decisions (hence a ‘subsidiary’) or in a position to ‘participate’ in policy decisions (hence an ‘associate’)?

Whilst the level of influence (and hence the status of the investee) is a professional decision taking into account all relevant
factors, fortunately we do have a rebuttable ‘guide’. ‘Control’ is presumed to exist when the investor owns (directly or
indirectly) more than 50% of the voting power of the investee. ‘Significant influence’ is presumed to exist when the investor
owns (directly or indirectly) 20% or more (up to exactly 50%!) of the voting power of the investee. ‘No influence’? By ‘default’,
this is presumed to exist when the investor owns (directly or indirectly) any holding up to 19.9% of the voting power of the
investee.

Since in most instances, all shares carry equal voting rights, we can say that any holding between 1 share up to 19.9%
represents a ‘simple investment’, any holding between 20% up to (exactly !) 50% represents an ‘associate’ and a holding in
excess of 50% represents a ‘subsidiary’. WHAT PROBLEMS DO ASSOCIATES PRESENT

The investor does not control the investee and therefore cannot consolidate — BUT — the size of the holding (ie. the ability to
exercise a significant influence) means that the investing company or group is partly responsible for the results and has an
interest in the investees performance. Under such circumstances, the use of ‘simple investment’ accounting, ie.

Income statement: recognition of dividends received and receivable.

Statement of Financial Position: recording and carrying the investment at cost or at ‘fair value’ (in accordance
with FRS 127[R’05]).

is considered to give insufficient information to the members of the investing group or company about their:
a) sources of income, and,

b) disposition of assets.
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The Standard states ‘The recognition of income on the basis of distributions received may not be an adequate measure of the
income earned by an investor on an investment in an associate because the distributions received may bear little relationship
to the performance of the associate.” | trust this is very clear!

WHERE CAN WE RESOLVE THIS PROBLEM

The problem is ‘solved’ by the use of a technique known as ‘equity accounting’ (or the ‘equity method’) which we shall
consider below. However, before we look at the ‘solution’, we need to understand where we solve this problem!

THE ‘SEPARATE’ F/S OF THE INVESTOR [SF/S]........... NO!!

The investor is a separate entity and FRS 127[R’05] banned the use of the ‘equity method’ (see below) in the investors’ own
F/S (known as its ‘separate’ F/S [SF/S]). Consequently, an investment in an associate is dealt with on a ‘simple investment’
accounting basis in the investors’ SF/S...... disclosing only:

i) the investment at ‘cost’ or ‘fair value’ in the investors own SFP, and,
i) dividends received and receivable in the investors own I/S.
Note the following points:

1)  Whilst the investment in the associate represents a ‘financial asset’, it has its own Standard (FRS 128), and FRS 128 (by
reference to FRS 127) requires that after it has been initially recognised at ‘cost’, an investor has two choices:

i) Leave it at ‘cost’ (as is generally the case), or,
ii) Re-state annually at ‘fair value’. If so, any gain or loss is reported in ‘profit or loss’.

2) If left at ‘cost’, this figure forms the basis for subsequently ‘equity accounting’ (see below) in the investors’
consolidated (or ‘additional’) financial statements.

3) If re-stated at ‘fair value’, this entry will need to be reversed (as a consolidation adjustment) prior to ‘equity
accounting’ the associate. Failure to do so will result in the recognition of the same gain or loss twice!

So where do we solve this problem??
THE ‘CONSOLIDATED’ F/S OF THE INVESTOR [CF/S]........... YES!!

Where an investor subsequently prepares consolidated F/S (ie. the investor also has at least one subsidiary and is not
exempted from preparing CF/S), FRS 127[R’05] requires that the ‘equity method’ shall be applied in respect of the associate
on the face of the ‘consolidated’ F/S prepared for the group. [Remember that the CF/S are prepared for disclosure purposes,
and hence it would be appropriate to apply the ‘equity’ method in the context of the CF/S.]

What if the investor does not have any subsidiaries and hence does not prepare CF/S?

‘ADDITIONAL’ F/S OF THE INVESTOR [AF/S]....cccesveeruenn. YES!!
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Where an investor does NOT subsequently prepare consolidated F/S (because there is no group), the ‘equity method’ shall be
applied in the form of ‘additional’ F/S [AF/S]. These are quite simply the investors’ own SF/S — reproduced!! — in which the
investment in the associate is ‘equity accounted’ (hence why they carry the title AF/S!).

To summarise: The ‘equity method’ cannot be applied in the context of an investors’ own SF/S (simply leave at ‘cost’ or
restate annually at “fair value’). If an investor subsequently prepares CF/S, the ‘equity method’ shall be applied in those CF/S.
If an investor does not subsequently prepare CF/S, then it prepares AF/S in which the ‘equity method’ is applied.

HOW CAN WE RESOLVE THIS PROBLEM

Arguably, the ‘best’ way to ‘resolve’ this problem would be to ‘consolidate’ the associate, since readers need more
information and consolidation is designed to disclose information! Unfortunately, this option is not available!! Consolidation is
‘reserved’ for subsidiaries!!

Hence, we need to find another method which gives more information than ‘simple investment’ accounting, but not line-by-
line cross cast of income, expenditure, assets and liabilities.

Solution: use the ‘EQUITY METHOD’ of accounting. The ‘equity method’ is a technique by which more information can be
conveyed to readers, on the basis of which they can make a more informed judgment. (Note that this is particularly
important where the associate is making losses!!!).

Under the ‘equity method’, the investment in the associate is initially recognised at ‘cost’ (in the separate financial
statements of the investor) and adjusted thereafter (in the consolidated financial statements or the additional financial
statements only — see above) for the ‘post acquisition’ changes in the investors’ share of the net assets of the investee.

As we know, net assets increase or decrease in line with any increase or decrease in its reserves. Hence, as usual, we shall

‘focus’ on ‘post acquisition’ changes in the ‘reserves’ since these ‘represent’ the net assets. It is important to note that we
need to ‘equity account’ ALL the ‘post acquisition’ changes in ALL the reserves of the associate, not simply retained earnings!!
We shall do so in an example in the next issue.

Assuming the investor js preparing CF/S, the ‘equity method’ is applied as follows:

When preparing the consolidated income statement/ consolidated statement of comprehensive income CIS/ CSCl working
schedule, REMOVE the dividends received and receivable from the associate from the investors’ I/S (they are dealt with on
EXACTLY the same basis as a SUBSIDIARY) and instead, in the context of the CIS/ CSCI and consolidated statement of changes
in equity CSOCE:

EQUITY ACCOUNT.........covcvsvrserevunens GROUP SHARE ..........cccoevrevsueun.. POST ACQUISITION:

[In the CIS, equity [There is no NCI concept [Equity accounting uses

accounting recognises an when using the equity consolidation ‘type’ principles,
investors’ share of the method. We  simply ie. we only equity account
‘P/L for the period’ of the recognise  the rou post acquisition results.]
associate.] share of each relevant

figure (see below).]
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1) P/L for the period } Seen in the published CIS/ CSCI

2) Balance brought forward } Seen in the published CSOCE (as part
3) Transfers to reserves } of the aggregate reserves figures).

Note: Dividends from associates cannot be shown on the face of the CIS/ CSCI since this would involve double counting
(dividends are paid out of the profits!!) but they are dealt with as part of the working schedule in exactly the same way as we
deal with dividends of a subsidiary. (See the example in part 6 of this series).

CIS/ CSCI (if any ‘OCl’ items) of XY group incorporating the results of an associate on an ‘equity basis’.

Revenue XXX
Cost of sales XXX
Gross profit XXX
Distribution expenses (xxx)
Administrative expenses (xxx) XXX
Profit before interest and tax XXX
1) Share of profit or loss for the period of the associate XXX
Income from simple investments XXX
Interest receivable XXX
XXX
Interest and finance costs XXX
PBT XXX
Tax XXX
Profit for the period [= ‘Total Comprehensive Income] XXX

Attributable to:
Non-Controlling Interest XXX

Owners of the parent XXX

CSOCE of XY group — extract — incorporating the results of an associate on an ‘equity basis’.

P S A RE GR Total «

B/f XXX XXX }

2) Share of b/f of the associate XXX XXX XXX XXX
Profit for the period [= ‘TCI'] | xxx XXX XXX | XXX XXX
Appropriations
Dividends (xxx) (xxx) (xxx)
Transfer to reserves (xxx) (xxx)

3) Share of transfers of the associate (xxx)} (XXX )—p XXX -
c/f oK XX KKK XK XK XXX
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Note:

9 Each of the three (3) (possible) disclosures are shown in bold italics above. One of them is seen in the CIS/ CSCI (and hence
forms part of the ‘TCF’), the other two are seen in the CSOCE.

9 They are all shown next to the relevant ‘group’ figure — except ‘share of P/L’ which is shown in the CIS/ CSCI at the same
point as the investor shows the dividend in its own SF/S.

9 The information disclosed is useful to readers. Given the degree of influence over the associate, simply disclosing ‘dividends’
is NOT sufficient information.

9 The ‘dashed’ box (in the CSOCE) gives an analysis of the group ‘retained earnings’. These figures are taken from the CIS
working schedule.

91 As usual, if there is a ‘NCI’ in the group, we would need to include a ‘NCI’ column in the CSOCE.

How do we ‘build’ these figures into the CIS/ CSClI and CSOCE working schedules? Quite
simple — include an extra column and insert the relevant figures at the appropriate point!!

So what about the CSFP? Quite simply, accounting works on a double-entry basis. Hence, the equity based carrying value of an
associate comprises:

Cost of investment in the associate (cross cast from the investors’ SF/S) XXXX
Add/ (deduct): Post acquisition profits/ (losses) recognised to date (in respect of all reserves) xxxx
= Equity (group) based carrying value of the associate XXXX

And hence the CSFP balances!! For example: if the only ‘post acquisition’ movement in the associates reserves is an increase in
the retained earnings of (say) RM100,000, and the investor has equity accounted its (say) 30% share in the CIS/ CSCI, then the
group retained earnings will have increased by (30% x RM100,000) RM30,000. Hence, the group carrying value of the
associate would be:

Cost of investment in the associate (cross cast from the investors’ SF/S) XXXX
Add/ (deduct): Post acquisition profits/ (losses) recognised to date (only retained earnings) 30,000
= Equity (group) based carrying value of the associate XXXX

There are, of course, other issues to consider: ‘fair value’ at the acquisition date?/ trading with associates?/ elimination of
trading or loan account balances with associates?/ recognition of goodwill in respect of associates?/ impairment
losses?......... we shall build all of these into an example in our next issue!
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This is the first part of a series of articles concerning the ‘recognition’ and ‘measurement’ aspects of intangible assets [IA]
subject to FRS 138: ‘Intangible Assets’. Previously we said that it is a good idea to consider FRS 116 and FRS 138 together
because whilst their specific requirements are different, they are both ‘structured’ in the same way (as is FRS 140 ‘Investment
Property’). They all deal with the ‘definition’, ‘recognition tests’, ‘initial’ measurement, ‘subsequent’ measurement,
‘revaluation rules’, (what I call) ‘general rules’, ‘depreciation/ amortisation’ and ‘disclosures’. In this article, we shall look at
the general principles associated with ‘definition’ and ‘recognition’.

You should note that FRS 138 was based on the revised version of IAS 38 (issued March 2004) since the Malaysian Accounting
Standards Board had never adopted the original IAS 38 issued in 1998. It applies to both the accounting for intangible assets
acquired in a business combination (agreement date on/ after 1* January 2006) and all other intangible assets for accounting
period starting on or after 1° January 2006, although earlier application was encouraged. Also, since FRS 138 deals with the
accounting treatment of research and development costs, the Standard superseded FRS 109,404 ‘Research and Development
Costs” which was withdrawn.

BACKGROUND

Thought: Would you be prepared to pay $100m for an entity which has land, buildings, fixtures and fittings worth $5m, no
other tangible assets and is currently reporting a loss? Are you surprised that Dell Computers is ‘upset’ that it has recently
been trumped by Hewlett Packard to acquire a cloud computing company which has never reported a profit — for $2 billion!!

In the past, (sometimes referred to as the old ‘brick-and-mortar’ economy) most non-current assets held by an entity were
tangible in nature, for example — land and buildings, plant and machinery and fixtures and fittings. These, of course, are
adequately dealt with by FRS 116: ‘Property, Plant & Equipment’.

However, times change, and in an increasingly knowledge based society, (sometimes referred to as the new ‘click-and-surf’
economy) many (potentially highly valuable!!) non-current assets are intangible in nature, for example - licenses, patents,
brand names, customer lists, development costs, quota’s and software.

As ever, the basic problems concerned: ‘definition’, ‘recognition’, ‘measurement’ and ‘disclosures’ — they are simply more
complex in the case of intangible assets.

What was needed was a Standard which dealt specifically with intangible assets, and in particular to set out clearly the
circumstances under which they CAN and CANNOT be recognised and their subsequent accounting treatment - hence the
original IAS 38 was published in 1998.

Whilst the original Standard dealt adequately with separately acquired |1A’s, the BIG problem surrounded those acquired as
part of a business combination. In practice, it proved very difficult to satisfy the ‘recognition tests’, and hence few IA’s were
actually recognised.
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The ‘probable inflow’ test required an entity to demonstrate how the intangible asset would enhance net inflows and their
ability and intention to use it.

Perhaps more importantly, the ‘measured reliably’ test could only be satisfied on one of two grounds — either by reference to
an active market or based on best evidence of what it would have cost if acquired as a separate asset — neither of which could
be applied to most intangible assets!! In particular — although many interested parties had vigorously argued that it should be
acceptable — a ‘professional valuation’ was NOT acceptable as a basis for establishing the ‘cost’ figure. Hence it meant that in
many instances intangible assets acquired as part of a business combination were never separately recognised, instead they were simply
subsumed within, and formed part of, the resultant goodwill figure. This lead to a lack of transparency, with management not being
accountable for assets which they had acquired and voluntarily paid for!

In summary, the revised International Standard (and hence FRS 138) has removed these ‘obstacles’ in respect of intangible
assets acquired under a business combination:

9 there is now an automatic presumption that the ‘probable inflow’ test is satisfied, and,

9 professional valuations are now acceptable as a basis for establishing the ‘measured reliably’ test.

It is important that we can ‘see’ the problem. The acquisition method of consolidation compares the fair value of the cost of
the acquisition against the fair value of the identifiable net (tangible and intangible) asset acquired, and the ‘balancing’ figure
is referred to as goodwill. Thus, if intangible assets do exist, but are not recognised, they simply end up ‘inflating’ the goodwill
figure. Whatever treatment may be applied to the resultant goodwill figure is not the important point. The fact is that it is
simply wrong!!

FRS 3 recognises that ‘goodwill’ represents a payment made by an acquirer in anticipation of future economic benefits from
assets that are not capable of being individually identified and separately recognised. Whilst this is no doubt the case, the fact
is that in many instances this is not the way the acquirer views the acquisition. For example, an entity may have ‘invested’
huge amounts of resources in activities which are currently referred to as ‘research costs’ and hence expensed them.

Never-the-less the experience and knowledge gained as a result of these (expensed) costs often represents a very valuable
(unrecognised) ‘asset’ to the entity, and is very often the reason why a competitor is willing to offer a seemingly ‘high’ price to
acquire the business. If this is the case, then simply to ‘ignore’ this asset as part of the fair value review grossly distorts the
view given by the financial statements since it simply results in an overstated goodwill figure.

Some would suggest that there is a counter argument. Traditional accounting principles based on the stewardship of
management does not allow recognition of assets unless there are strong grounds for doing so. This would suggest that
‘assets’ such as good management, a skilled and flexible workforce, customer relations, market share and similar
‘assets’.......would never be recognised, even though an acquirer would be prepared to pay a ‘premium price’ to acquire them.

So, as accountants, do we adhere to ‘traditional’ values where such assets, by default, simply form part of the ‘goodwill’ figure,
or do we accept that in a modern environment such assets are likely to form the basis of the offer price. Perhaps it is best left
to the reader to decide, but change comes slowly!! Whilst FRS 138 readily recognises ‘in-process research costs’, it is not so
inclined to recognise a ‘skilled workforce’!!
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SCOPE
FRS 138 is applicable to ALL intangible assets.......... except:
a) IA’s covered by other Standards (eg. inventory, deferred tax assets, leases, assets relating to employee benefits
and goodwill).
b) Financial assets - dealt with under FRS 139.
c) Mineral rights and the related expenditure (exploration, development, extraction) on non-regenerative resources.
d) IA’s classified as ‘held-for-sale’ [HFS] (or included in a ‘disposal group’ [DG] classified as HFS.) [Once classified as

such, they would be dealt with by FRS 5: ‘Disposal of Non-Current Assets and Discontinued Operations’.]

In particular, it DOES apply to areas such as: advertising costs, training costs, start-up costs, research costs, development
costs, licenses, patents, quota’s, copyrights, newspaper mastheads.................. and so the list goes on!!

RECOGNITION

An intangible asset (whether purchased or internally generated) shall be recognised if, and only if, it satisfies both the
‘definition’:

i ‘An identifiable.......non-monetary asset.......without physical substance’.
........and the (2) ‘recognition tests’ [RT]:

1 It is probable the that future economic benefits that are attributable to the asset will flow to the entity, and,
il the cost can be measured reliably. [Note that these are the ‘normal’ RT’s].

Note the following points:

1) The above ‘definition’ and ‘recognition tests’ apply to both purchased and internally generated |1A’s. HOWEVER, because
of their nature, there are ADDITIONAL recognition tests for internally generated |A’s.

2) The Standard states: ‘evaluate all IA costs at _the time they are incurred — both initially to acquire the asset and
subsequently to add, replace or service it.” Thus subsequent costs also have to satisfy the definition and RT’s. [This
introduces a ‘component’ based approach similar to FRS 116; ‘Property, Plant and Equipment’, however FRS 138 states
that ‘rarely’ will subsequent expenditure qualify for capitalisation.]

3) If the ‘definition’ and ‘recognition tests’ are NOT met, any expenditure is expensed immediately (unless incurred as part of
a business combination in which case it forms part of the ‘goodwill’ figure.).

4) Any expenditure initially expensed can never be subsequently reinstated.
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DEFINITION
We need to consider the ‘definition’ a little more carefully.
‘IDENTIFIABLE’: This criterion, clarified under FRS 138, WILL be satisfied when the intangible asset:
9 is ‘SEPARABLE’ - ie. capable of being separated or divided from the entity and sold, transferred, licensed, rented
or exchanged, either individually or together with a related contract, asset or liability (ie. as part of a ‘package’),

or,

9 arises from ‘CONTRACTUAL OR OTHER LEGAL RIGHTS’, regardless of whether those rights are transferrable or
separable from the entity or from other rights and obligations.

‘NON-MONETARY’ — in other words: whilst expressed in money terms (since money is the medium of exchange) its value is
not fixed in money terms, and it does not convey a ‘right’ to collect a certain (or pre-determined) number of money units.

‘WITHOUT PHYSICAL SUBSTANCE’ — in many cases, the intangible asset may be conveyed in a ‘physical’ form, but this is NOT
where the value lies!! For example:

9 a computer program is written on a ‘physical’ medium (some form of computer disc), but the disc itself is worth
only a nominal sum — the value lies in the program.

9 alegal right is written on a piece of paper, but the paper itself is again only worth a nominal sum.

 advanced technical knowledge may be demonstrated in a ‘prototype’, but the value lies in the technical
knowledge, not the prototype itself.

Examples of intangible assets given in the Standard include:

=

Computer software (operating systems for computer
hardware form part of hardware cost).

Patents.

Copyrights.

Motion picture films.

Customer lists.

}

}

i O In most cases, these are unlikely to meet the definition of an

}

}
Mortgage servicing rights. }

}

}

}

}

}

}

}

‘intangible asset’. If they do not, then any expenditure incurred to
acquire (or internally generate) such ‘benefits’ will be recognised in
P/L (ie. as an expense through the 1/S) as incurred........... [unless the

] expenditure was incurred as part of a business combination in which
Licenses.

Import quotas.

Franchises.

Customer and supplier relationships. (1
Customer loyalty. (1

Market share. [J

Marketing rights.

case it forms part of the initial ‘goodwill’ figure.]

=2 =8 =4 -4 -8 -8 -8 _9_9_9_-°
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RECOGNITION TESTS

We also need to consider these a little more carefully.

IA’s acquired as ‘separate assets’.

Since the price paid to acquire an IA reflects the expectation that benefits will flow to the entity, the Standard states that the
‘probability’ test is ALWAYS considered to be satisfied for ‘separately’ acquired IA’s. The cost paid obviously satisfies the
‘measure reliably’ test!!

IA’s acquired ‘as part of a business combination’.

The Standard states that:

‘Probability’ test: Since the price paid to acquire an IA (ie. its fair value [FV]) reflects the expectation that benefits will flow to
the entity, the ‘probability’ test is ALWAYS considered to be satisfied for IA’s acquired as part of a business combination.

‘Measured reliably’ test: This test will NORMALLY be satisfied. The Standard further states that if the intangible asset has a
‘finite’ life, there is a ‘rebuttable presumption’ that the test WILL BE SATISFIED.

Hence this means, for example, that if ‘identifiability’ can be demonstrated, ‘in-process research and development’
expenditure purchased as part of a business combination WILL be recognised as a separate asset. It does not, however,
normally extend to an ‘assembled labour force’, since the Standard adopts the view that an entity usually has ‘insufficient
control’ over the expected future benefits.

IA’s ‘generated internally’ (ie. ‘development’ expenditure).

Since ‘development’ expenditure is an IA, FRS 138 took the opportunity to include the ‘rules’ relating to ‘research and
development costs’ [R&D] and hence FRS 109,40, Was withdrawn. However, as we said above, because of their nature, there
are ADDITIONAL recognition tests for internally generated |IA’s. We shall deal with these additional rules later.

In our next article, we shall consider in more detail the circumstances giving rise to the recognition of intangible assets (there
are 5!), which internally generated intangible assets can and cannot be recognised, and their initial measurement.
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In this series of System of Quality Control for

Audit Practitioners, we shall illustrate the steps

that audit practitioners can take to ensure
compliance with ISQC 1.

1. 0. 0. 0.0.0.0.0.6 8 4

Systenof Quality Control for

Audit Practitioners
I An Overview

INTRODUCTION

Do you provide services on audits and reviews of financial statements? Do you
provide services on other assurance and related services engagements? If your
answer is ‘Yes’ to either or both questions, you are required to apply
International Standard on Quality Control (‘ISQC’) to set up and maintain a
system of quality control for your firm to perform these engagements.

1SQC 1 Quality Control for Firms that Perform Audits and Reviews of Financial
Statements, and Other Assurance and Related Services Engagements requires
the professional accountants’ firms to establish a system of quality control by 1
July 2006. In March 2009, the Malaysian Institute of Accountants (‘MIA’) issued
a revised 1SQC 1 which professional accountants’ firms are required to comply
with by 1 January 2010.

Furthermore, since the establishment of the Audit Oversight Board (‘AOB’)
under the auspices of the Securities Commission, all auditors of public-interest
entities shall register with the AOB. Please refer to March / April 2010 Issue of
our e-Newsletter for more information.

One of the requirements to be registered as an approved audit firm with AOB is that the audit firm shall state the extent of

compliance with the relevant policies and practices in accordance with ISQC 1 in their application form.

Applicability of ISQC 1

An auditing firm shall establish and maintain a system of quality control to provide it with reasonable assurance that the firm

and its personnel comply with professional standards and applicable legal and regulatory requirements, and reports issued by

the firm and engagement partners are appropriate in the circumstances.

The requirements of ISQC 1 are designed to ensure that the firm achieves the objectives stated above. Therefore, the proper

application of those requirements is expected to provide a sufficient basis for the achievement of these objectives. However,

if the requirements in ISQC 1 are not relevant to a particular firm, it is not required for the said firm to comply with the

requirements. For instance, for a sole practitioner with no staff, establishment of policies and procedures for the assignment

of appropriate personnel to the engagement team is not relevant.
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On the other hand, since circumstances vary widely and all such circumstances cannot be anticipated and included in ISQC 1, a
firm shall consider whether there are particular matters or circumstances that require the firm to establish policies and
procedures in addition to those required by ISQC 1 in order for the firm to meet the stated objectives.

Elements of a System of Quality Control

In accordance with I1SQC 1, a firm shall establish and maintain a system of quality control that includes policies and procedures
that address each of the following elements:

Leadership responsibilities for quality within the firm.

Relevant ethical requirements.

Acceptance and continuance of client relationships and specific engagements.
Human resources.

Engagement performance.

Monitoring.

S

In future articles of the System of Quality Control for Audit Practitioners series, we shall illustrate how each of the above
components shall be established and maintained to meet the requirements of 1ISQC 1.

Specific Considerations for Smaller Firms

In view of the limitation of resources to establish and maintain a
system of quality control for smaller firms, ISQC 1 has included
specific considerations for smaller firms. Among others,
documentation and communication of policies and procedures for
smaller firms may be less formal and extensive than for larger
firms. For instance, smaller firms may use more informal methods
in documentations, such as manual notes, checklists and forms.

Thus, AXP has developed several checklists and forms to assist its
customers in understanding and complying with the requirements

of 1ISQC 1 in setting up a system of quality control and performing
audit engagements.
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Excerpt 1 - 1SQC 1 Compliance Checklist (Overall)

COMPLIANCE CHECKLISTS:

No. Procedures and Checklists X-Ref Yes No N/A
1.1 Does the personnel responsible for establishing and O O O
maintaining the system of quality control understand the
entire ISQC?
1.2 Does the system of quality control include policiesand O O O

proceduresthat addresseach of the following elements and
appropriate documentation are maintained to provide
evidence of the operation of these elements? (Please click the
elements below to complete the respective compliance checklists)

Leadership responsibilities for quality within the Firm. O O O

Relevant ethical requirements. O 0O O

1.23 Acceptance and continuance of client relationshipsand O 0O O
specific engagements.

Human resources. O O U]

Engagement performance. O O O

126 Monitoring. O O O

Are the policies and procedures documented and OO [

communicated to other Firm personnelincluded the following

items??t
1.3.1 Description of the policies and procedures.
1.3.2 Objectives they are designed to achieve.

1.33 Each individual has a personal responsibility for quality and
is expected to comply with these policies and procedures.

134 Firm personnel are encouraged to communicate their views
and concerns on quality control matters.

O OOd
O O0Od
O O0Od

Moving Forward

In view of the recent corporate scandals, it is essential for auditors to review and, where necessary, ‘revamp’ their quality
control policies and procedures.

Whilst, in practice, it may not be a simple task to comply with the requirements of ISQC 1, with the availability of the
necessary tools, a smaller firm, including sole practitioners, is able to achieve the objectives.
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Past events for the six months from March 2010 to August 2010

Milestones achieved, and events participated and sponsored by AXP are as follows:

Date Events / Milestones Organisers / Details

17 August 2010 Extension of MSC Status for another five The Ministry of International Trade and Industry (MITI) via
years! Multimedia Development Corporation Sdn. Bhd. (MDeC) has
granted AXP another 5 years of MSC status.

This is important as it will enable us to assist you to remain
more competitive and stay at the forefront of the
development of information technology. We appreciate all our
customers’ continuing support!

22 July 2010 Audit Express Certification — The workshop and certification was attended by Advanced

Diploma —Year 2 students.
TAR College Kuala Lumpur

The top 2 scorers of Audit Express Certification who obtained
Grade A are:

1. Kuan lLay Ming &
2. Ng Min Hao.

The name of other students who also obtained Grade A are:

Kuan Lay Ming Chong Ai Yee

Gan Jian Wei
Jean Ng Kieu lJin
Kok Ai Ting

Ng Han Chuan
Ng Tian Hoo

Tan Sook Wei
Tony Lau Pui Kien

PN PN

il Ng Min Hao
AXP clients may contact us if you wish to recruit the above
students; we shall contact the students on your behalf.
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Organisers / Details

15 July 2010 Public Accountants Conference 2010, Accounting and Corporate Regulatory Authority (ACRA),

15 July 2010 Audit Express Certification —

TAR College Penang

Looi Kok Kiat

Koe Yi Wern

6-7 July 2010 National Tax Conference 2010

Singapore.

Please visit www.publicaccountantsconference.com and

www.myaxp.com for more information.

The Certification was attended by Advanced Diploma —Year 2
students.

The top 2 scorers of Audit Express Certification who obtained
Grade A are:

1. Looi Kok Kiat &
2. KoeYiWern.

The name of other students who obtained Grade A are:

Chang Sing Yee

Chong Wei Kin

Goh Wooi Wooi
Joshua Loh Ming Ern
Joyce Cheong Mei Ling
Kok Siew Ying

Nge Swee Ping

Tan Wei Sheng

Teh Poh Yang

O RPN RPN

AXP clients may contact us if you wish to recruit the above
students; we shall contact the students on your behalf.

Lembaga Hasil Dalam Negeri Malaysia (LHDNM) and Chartered
Tax Institute of Malaysia (CTIM).

For more information, please visit www.ctim.org.my and

www.myaxp.com.
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Date

25-28/6/10

9/6/10

13/4/10

Events / Milestones

AXP Annual Remaking Trip

K/ R A B ( Company Trip 2010

Audit Express has been incorporated into
the Accounting Course at Tunku Abdul
Rahman College (TAR College)

AXP has been awarded 3 Star under SME
Competitiveness Rating For Enhancement
(SCORE)

Certificate of Achievement

Congratusticas to

B A A A i WA A A i ) ‘Wz
4
@ (v %

i.\‘_ AXP SOLUTIONS SDN. BHD.
74 for sucsesshly ochlesing
S
P ot
F under the
F' SME COMPETITIVE RATING FOR ENHANCEMENT (SCORE)
i

Cllam?

TAT AT AT
ot Evmceen O

S Fo e Ervrnoven
Conpiess Weloren
L Com. i)

ENENY

Organisers / Details

After hours of brain storming in Krabi, Thailand during AXP
Annual Remaking Trip, AXP team members, with the best
team spirit, are committed to achieve our common goal to
make AXP stronger and to CREATE value and provide the best
quality service to our clients.

Many thanks to the organisers for their hard work in making it
an unforgettable and invigorating annual event.

AXP and TAR College lecturers has been working closely
together in pursuing an holistic approach in the teaching of
auditing by using Audit Express since the signing of our MoU
in March 2010.

Commencing from June 2010, Audit Express has been
successfully used in the classroom in addition to the
traditional methods of teaching and learning auditing.

TAR College accounting students at the advanced diploma
level have gained hands-on experience on Audit Express and
acquired new skills relevant to our industry.

Awarded by Ministry of International Trade and Industry
(MITI) and SME Corp Malaysia (formerly known as SMIDEC),
SCORE is a diagnostic tool used to rate and enhance
competitiveness of SMEs in Malaysia.

AXP is among the best 885 SMEs rated 3 — 4 Star, out of 3,091
SMEs. No company is rated 5 Star.

The characteristics of 3 Star SMEs are: high levels of
automation, the ability to implement quality systems,
continually undertaking product and process improvements,
intellectual property registration and ‘ready for export’
compliance certification.




Issue of AXP’s Model Financial Statements
(Model FS) for FRS 2010
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Events / Milestones

Organisers / Details

There will be significant changes in a large number of FRSs in
2010, particularly the adoption of FRS 7 Financial Instruments:
Disclosures, FRS 8 Operating Segments, FRS 101 Presentation
of Financial Statements (revised in 2009), and FRS 139
Financial Instruments: Recognition and Measurement.

In view of the above, we have published (i) Model FS for FRS
2010 and (ii) FRS 2010 Disclosure and Presentation Checklists
aiming to assist our existing clients and other audit
practitioners, and other companies in preparing 2010
statutory financial statements.

AXP’s clients will receive one complimentary CD copy.
To subscribe, click the link below to download the order form:

http://www.myaxp.com/enewsletters.php

Organised by ACRA in Singapore, AXP was one of the two
sponsors and an exhibitor at this event.

With the theme of ‘Developing Sustainable SMEs in a
Recovering Economy’, this year's seminar brought together
business experts from both the public and private sectors to
share their latest findings, perspectives and solutions in
developing sustainable businesses in today's fast changing and
competitive environment.

Please visit www.efb2010.com for more information.

First Audit Express Workshop for UKM | The workshop was attended by 130 accounting students

consist of all Year 3 and some of the Year 2 students.

Students were pleased to have exposure to ‘Audit Express’
which in turn has improved their understanding of auditing.
Some of the students commented that the workshop has
lifted their confidence prior to their industrial training, which
is scheduled from May to December 2010.



http://www.myaxp.com/enewsletters.php
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Date

Events / Milestones Organisers / Details

4/3/10 Memorandum of Understanding (MoU) ' A MoU was signed between TAR College and AXP with the

signing ceremony between TAR College objective of integrating AXP’s specialism into TAR College’s
and AXP auditing syllabus.

B rarco B

Memorsndum of Understanding
4

Signi

For more information on the above events, kindly visit AXP’s web-page: www.myAXP.com axp
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