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Risks, cyber 
security, 
compliance, 
budget and tax  
 

This Newsletter goes to 

press shortly after the EU 

Referendum in the UK.  

The result has shocking 

effect to the economies, not 

just the UK and the EU, 

but with rippling global 

effect.   Like it or not, we 

have to face the threats and 

opportunities by 

reconsidering national 

budgets, business 

strategies, and risk 

management etc. 

 

Our first article in this 

edition of Newsletter is a 

report by Australia on the 

nation’s 2016 Budget.  This 

is followed by a 

discussion on action 

required on cyber 

security. 

 

Risk management 

includes audit on 

compliance.  China and 

India report on changes 

on audit reporting 

standards and auditor’s 

report for companies in 

each of their respective 

jurisdictions. 

 

Indonesia have an article 

on accounting standards 

for micro, small and 

medium-scale entities, 

which is estimated to 

impact more than 57 

million entities doing 

business in that country. 

 

The Hong Kong and 

Philippines articles are 

both on compliance.  Hong 

Kong reports on new 

simplified procedures on 

record-filing by Hong 

Kong qualified service 

providers investing in 

Foreign Investment 

Enterprises in the 

Mainland China.  

 

New rules apply in the 

Philippines for compliance 

services for preparation of 

financial statements to 

address self-review risks. 

 

For our regular updates on 

tax development, our 

Malaysian firm provides a 

review on GST after one 

year of implementation, 

noting that reasonable 

progress has been made 

and the tax office is 

confident in achieving the 

targeted revenue collection 

of RM39 million. 
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Business with turnover up to Lower rate applicable from 
 

$10 million 1 July 2016 

$25 million 1 July 2017 

$50 million 1 July 2018 

$100 million 1 July 2019 

$250 million 1 July 2020 

$500 million 1 July 2021 

$1 billion 1 July 2022 

AUSTRALIA 
 

“Not just another 

budget… but an 

economic plan” was how 

the Australian Treasurer 

Scott Morrison described 

the federal budget he 

recently delivered to 

Parliament. The 

following areas are the 

major items that are 

relevant to businesses 

and individuals in 

Australia. 

 

Reduction in Corporate 

Tax Rate 

 

Currently the company 

tax rate is 30% for most 

companies and 28.5% for 

small businesses.  The 

Government intends to 

progressively reduce the 

rate to 27.5% across the 

board according to a 

company’s level of 

turnover. It is proposed 

to apply the 27.5% rate to 

small business (with 

business turnover < 

$10M) on 1 July 2016 and 

progressively make this 

rate available to other 

businesses through to 1 

July 2022.  The following 

table shows the phasing 

in: 

 

” …aimed at 

creating a more 

sustainable super 

system…” 

 

Australian Budget 2016 Summary 
 

Extending the Small 

Business Concessions 

 

As from 1 July 2016, 

many of the concessions 

available to small 

businesses, i.e. with 

turnover less than $2M, 

will be made available to 

larger businesses with a 

turnover up to $10M. 

 

Major Reforms to 

Superannuation 

 

The significant package 

of changes is aimed at 

creating a more 

sustainable super system 

by targeting 

superannuation tax 

concessions. A lifetime 

cap of $500K of after tax 

contributions was 

applied immediately (i.e. 

as soon as the budget was 

announced.) The before-

tax contributions have 

been capped at $25K 

annually. The amount of 

super that can be 

transferred from 

accumulation to pension 

phase has been capped at 

$1.6M in order to reduce 

the generous tax 

concessions. 

 

At time of writing, the 

Australian election is 

only a couple of weeks 

away with opinion polls 

indicating that it could be 

a close outcome. The 

passing of the above 

budget measures into 

legislation is dependent 

on the re-election of the 

current government so 

stay tuned!  
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(Continued) 

AUSTRALIA 
 

Cyber Security – Recognition and Action 

Cyber security is an ever-

growing issue around the 

world and the threats are 

becoming more 

sophisticated, nasty and 

dangerous. At the same 

time though, the IT 

security industry is also 

making great advances in 

levels of protection and 

resilience.  

 

Just within the last few 

weeks, Australia saw a 

major ransomware attack 

aimed at businesses and 

individuals alike 

disguised as a convincing 

email reminder to pay 

your power bill. 

Ransomware typically 

renders your data 

unusable and demands 

money to make it 

available once more. 

 

Even If You Read No 

Further… 

 

NEVER pay these 

criminal syndicates 

money! We know 

everyone has valuable 

data and the temptation 

is great. However, the 

culprits can neither be 

trusted with your credit 

card details nor even to 

just do as they promise, 

instead release your 

computer for further use. 

Protection is possible 

though by doing regular 

backups, installing 

appropriate Anti-Virus 

software suites, and 

being vigilant at the user 

and corporate level. 

 

At the National Level 

 

Australia has seen greater 

activity at Government 

and policymaking levels 

concerning our future 

resilience to Cyber 

threats. Several key 

developments in the 

Cyber Security space may 

start to impact various 

organisations’ 

compliance and legal 

requirements. Whilst the 

Australian government 

has yet to enact any 

Cyber Resilience 

legislation, various 

regulators have increased 

their vigilance in these 

areas. This is evident by 

the release of several key 

reports including the 

following: 

 

 Australia’s Cyber 

Security Strategy 

(Produced by the 

Australian 

government). This 

release has further 

established the 

Government's 

immediate concern in 

tackling threats to 

critical infrastructure. 

 

 ASIC’s (Australian 

Securities & 

Investments 

Commission) second 

white paper on Cyber 

Resilience 

 

 Australia’s 2016 

Defence White Paper 

with a focus on 

increasing cyber 

capabilities. 

 

At the Enterprise Level 

 

For businesses of all 

types and sizes, Cyber 

Security is not just an IT 

risk; “something that the 

IT people have to look 

after.” It must be 

regarded as an 

enterprise-wide risk 

encompassing: 

 

 People and culture 

 Information 

management 

 Systems control  

 Operations and 

service deliveries. 

 

Some key questions need 

to be asked by senior 

management and 

governing bodies:  

” …regulators have 

increased their 

vigilance in these 

areas” 
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(Continued) 

 

Cyber Security Health Check 
 

(1) What are our legal or compliance obligations under the present 
structure? 

(2) Are cyber risks an integral part of our risk management framework? 
 

(3) How often is the cyber resilience program reviewed at the board level? 
 

(4) What is the level of awareness of our people? 
 

(5) How adequate are our people capabilities (at both governance and 
operational levels)? 

(6) How adequate are our IT personnel/outsourced IT provider's 
capabilities? 

(7) Are outsourced IT providers appropriately accredited? 
 

(8) Has our organisation performed an IT security health check through an 
accredited entity? 

China Revises Audit Reporting Standards CHINA 
 

All organisations must 

consider their Cyber 

Security strategy. With a 

“we will put it off to 

another day” attitude, a 

severely disabling 

disaster is always a very 

real possibility. In some 

cases, it could put you 

out of business! 

However, it is already a 

manageable problem that 

just needs to be 

recognised and an 

appropriate strategy 

implemented.  

 

Auditors and accountants 

are trained to consider all 

business risks and to 

understand the potential 

impact of these threats.  

They would be very 

happy to engage in a 

conversation about how 

you can better protect 

your business from these 

threats. 

 

The Chinese Institute of 

Certified Public 

Accountants (CICPA) is 

currently soliciting 

comments on exposure 

drafts of new and revised 

China Standards on 

Auditing, which relate to 

audit reporting. These 

exposure drafts were 

released early this year 

and are expected to 

finalize within the year 

and applied to listed 

entities audit in 2017. 

 

According to the CICPA, 

the exposure drafts aim 

at enhancing the 

informational value of 

auditor’s reports, 

providing additional 

transparency about the 

auditing process, and 

improving description of 

relevant responsibilities 

of the auditor in 

conducting an audit 

work. The new and 

revised China Standards 

on Auditing are 

convergent with 

corresponding 

” …a manageable 

problem that just 

need to be 

recognized…” 

 

AUSTRALIA 
 



5 

 

  

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The China Auditing Standards Involved 

 

(1) China Standard on Auditing 1504, Communicating Key Audit 

Matters in the Auditor’s Report (newly drafted) 

(2) China Standard on Auditing 1501, Forming an Opinion and 

Reporting on Financial Statements (Revised) 

(3) China Standard on Auditing 1502, Modifications to the Opinion in 

the Auditor’s Report (Revised) 

(4) China Standard on Auditing 1503, Emphasis of Matter Paragraphs 

and Other Matter Paragraphs in the Auditor’s Report (Revised) 

(5) China Standard on Auditing 1324, Going Concern (Revised) 

 

(6) China Standard on Auditing 1151, Communication with Those 

Charged with Governance (Revised) 

(7) China Standard on Auditing 1521, The Auditor’s Responsibilities 

Relating to Other Information (Revised) 

International Standards 

on Auditing, which were 

released by IAASB on 15 

January 2015. 

 

The most notable 

enhancement is the new 

requirement for auditors 

of listed entities’ financial 

statements to 

communicate "Key Audit 

Matters"—matters that 

the auditor viewed as the 

most significant, with an 

explanation of how they 

were addressed in the 

audit. The content and 

wording of the auditor’s 

report are also changed to 

enable users of financial 

statements to understand 

more precisely the 

positioning and the core 

concepts of an audit and 

the respective 

responsibilities of the 

auditor, those charged 

with governance and 

management. For 

example, the new 

standards increase the 

auditor’s focus on on-

going concern matters, 

including disclosures in 

the financial statements, 

so as to add more 

transparency in the 

auditor’s report about the 

auditor’s work. The 

standards enhance the 

description of the 

auditor’s responsibilities. 

Affirmative statement 

about the auditor’s 

independence and 

fulfillment of relevant 

ethical responsibilities is 

required in the new 

auditor’s report. 

 

The change of China’s 

audit reporting model 

reflects China’s positive 

response to major 

changes in international 

standards, in an effort to 

keep continuing 

convergence with 

international auditing 

standards. It will 

obviously improve audit 

quality and increase the 

informational and 

communicative value of 

the auditor’s report. On 

the other hand, the more 

entity-specific content in 

the auditor’s report 

requires more audit work 

on professional 

judgement, more 

communication effort 

and perhaps more 

disclosure tactics. 

” …audit reporting 

model reflects 

China’s positive 

response to major 

changes in 

international 

standards…” 

 

(Continued) 

CHINA 
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In May 2016, the Ministry 

of Commerce 

(MOFCOM) in Mainland 

China issued the 

Measures on the 

Administration of the 

Record-filing of Hong 

Kong and Macau Service 

Suppliers Investing in the 

Mainland.  The measures 

help to simplify the 

establishment and 

amendment procedures 

for companies in the 

business sector of Trade 

in Services in Mainland 

China. 

 

New Record-filling 

Procedures 

 

The new measures 

became effective on 1 

June 2016 and apply to 

companies in China 

where the investors are 

qualified service 

providers under the 

Closer Economic 

Partnership Agreement 

(CEPA) between 

Mainland China and each 

of Hong Kong and 

Macau.  Service providers 

in the following service 

lines are however, 

excluded: 

 

 companies in the 

telecommunications 

and culture sectors 

and financial 

institutions;  

 companies subject to 

the reserved 

restrictive measures 

set out in the existing 

CEPA Agreement; 

and  

 entities in commercial 

forms of presence 

other than 

incorporation 

 

Under the current regime 

applicable to non-

qualified foreign 

investors, to set up a 

foreign investment 

enterprise (FIE) in China, 

the investor must first 

obtain approval from 

MOFCOM.  The approval 

process can be a few 

months, as MOFCOM 

will review constitutional 

documents such as joint 

venture contract, articles 

of association etc.  Also, if 

there is any major 

subsequent change to a 

FIE, e.g. amendment to 

articles of association, 

MOFCOM’s approval to 

the change is required. 

 

Under the new measures, 

to establish a FIE, the 

qualified Hong Kong or 

Macau service provider is 

required to complete 

record-filing procedure 

on MOFCOM’s online 

record filing information 

system, after pre-

approval of the company 

name.  MOFCOM will 

handle and complete the 

record-filing procedure in 

3 working days.  On 

completion, the newly 

established FIE should 

carry out post-

establishment 

registration formalities 

with the other relevant 

departments, including 

approval to operate from 

an industry regulator.  

For matters not handled 

by MOFCOM, the other 

departments should 

communicate online with 

the FIE within 15 

working days if 

supplementary 

information is required. 

 

The FIE should use the 

same online record-filing 

system to record any 

significant changes to the 

record-filing subsequent 

to its establishment. 

 

Existing FIE Established 

by Qualified Service 

Providers 

 

For a FIE established by a 

qualified Hong Kong or 

Macau service supplier 

prior to June 2016, the FIE 

is required to surrender 

its approval certificate 

and carry out record-

filing on MOFCOM’s 

online system. 

 

Benefits 

The new measures 

further facilitate entry by 

Hong Kong investors in 

the service sector in 

Mainland China and 

speed up the 

establishment and 

amendment procedures.  

This represents an 

additional advantage on 

top of the preferential 

withholding tax rate on 

return of investment 

from China by way of 

dividend.  The normal 

withholding is 10% on 

dividend and this is 

reduced to 5% on 

dividend to a Hong Kong 

resident investor holding 

at least 25% equity 

interest in the FIE. 

 

 

” …MOFCOM will 

complete the record-

filing procedures in 

3 working days…” 

HONG KONG 
 

 
 
Serving Hong Kong Since 1994 

Hong Kong Service Providers Investing In China 
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The audit report for 

Indian companies is in 

three parts from the 

current financial year i.e. 

from the period 1 April 

2015 to 31 March 2016. 

The first part is the audit 

report wherein 

management’s 

responsibility, auditor’s 

responsibility and the 

auditor’s opinion are 

stated. There is also a 

paragraph on other legal 

and regulatory 

requirements, which 

comprises other reporting 

requirements.  

 

The second part of the 

audit report concerns 

itself with reporting 

under the Companies 

(Auditor’s Report) Order, 

2016, which will be the 

subject of this article. 

 

The third part of the 

audit report deals with 

internal financial controls 

over financial reporting. 

This is under section 

143(3) of the Companies 

Act, 2013 and is the first 

time that this reporting is 

done for Indian 

companies. 

 

Background 

 

The second part of the 

report as mentioned 

above, has a rather long 

history going back to 

1975 (when the 

Companies Act, 1956 was 

in force) when it was 

named ‘Manufacturing 

and Other Companies 

(Auditor’s Report) Order, 

1975’ (then called 

‘MAOCARO’). This was 

replaced by the 

‘Manufacturing and 

Other Companies 

(Auditor’s Report) Order, 

1988’. This was in four 

parts:  

 

(A) For manufacturing, 

mining or processing 

industries;  

 

(B) For service 

companies;  

 

(C) For trading 

companies; and  

 

(D) For finance, 

investment, chit fund, 

nidhi or mutual 

benefit companies.  

 

The total number of 

clauses that required 

reporting on was thirty 

[twenty for (A); four for 

(B); two for (C); and four 

for (D)]. 

 

The 1988 Order was 

replaced in 2003 and was 

called Companies 

(Auditor’s Report) Order, 

2003 (called ‘CARO 2003’) 

and required reporting 

on twenty-one matters. 

 

The Companies Act, 1956 

was replaced by the 

Companies Act, 2013. 

Since the 1956 Act was 

repealed, CARO 2003 

was automatically 

repealed and a new 

Order was announced – 

Companies (Auditor’s 

Report) Order, 2015. The 

Order was made 

applicable under section 

143(11) of the Companies 

Act, 2013 and required 

reporting on twelve 

clauses. However, on 

account of a technicality, 

this was made applicable 

to reporting on 

consolidated financial 

statements as well. 

Accordingly, the 

auditor’s reports on 

consolidated financial 

statements for the 

financial year ended 31 

March 2015 contained 

reporting under CARO 

2015. 

 

Companies (Auditor’s 

Report) Order, 2016 

 

CARO 2015 was 

superseded with effect 

from 1 April 2015 and in 

its present avatar, it is 

called Companies 

(Auditor’s Report) Order, 

2016. This was 

promulgated on 29 

March 2016 and has been 

made applicable for the 

financial years 

commencing on or after 1 

April 2015 and after. 

CARO 2016 requires 

reporting on sixteen 

clauses. 

 

Exemptions 

 

This Order is applicable 

to every company 

including a foreign 

company except: 

 

 Banking companies; 

 Insurance companies; 

 Companies licensed to 

operate under section 8 

of the Companies Act, 

2013 i.e. companies set 

up for charitable 

purposes; 

 One person companies 

and small companies; 

and Private companies, 

provided: 

 They are not a 

subsidiary or a holding 

company of a public 

company; 

INDIA 
 

“This Order is 

applicable to 

every company 

including a 

foreign company 

except…” 

Sharp & Tannan  

Chartered Accountants 

The Companies (Auditor’s Report) Order, 2016 
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 That their share capital 

and reserves and 

surplus are not more 

than Rupees ten million 

on the balance sheet 

date; 

 They do not have 

borrowings from banks 

or financial institutions 

exceeding Rupees ten 

million at any point of 

time during the year; 

and 

 They do not have 

revenue as per schedule 

III to the Companies 

Act, 2013 exceeding 

Rupees one hundred 

million (including 

revenue from 

discontinuing 

operations) during the 

year. 

 

It is also clarified that 

reporting under this 

Order is now not 

applicable to 

consolidated financial 

statements. 

 

Revised Reporting 

Requirements 

 

It is not the intention of 

this article to detail all the 

requirements of the 

Order but only to 

highlight changes that are 

considered important. 

The entire Order is 

available at the website of 

the Ministry of Corporate 

Affairs at: 

 

http://www.mca.gov.in/

Ministry/pdf/CoOrder_30

032016.pdf 

 

Certain important 

changes are: 

 

(i) Whether the title 

deeds of immovable 

properties are held in 

the name of the 

company. If not, 

details thereof are to 

be provided. 

 

Comment: 

‘Immovable property’ 

is not defined but 

under the General 

Clauses Act, 1897, it 

would mean land, 

benefits arising out of 

land and things 

attached to the earth, 

or permanently 

fastened to anything 

that is attached to the 

earth. 

 

If the title deeds or 

lease agreements are 

not in the name of the 

company, then the 

number of such cases, 

whether freehold or 

leasehold, gross block 

and net block and 

remarks (if any) are to 

be disclosed in the 

audit report. 

[Guidance Note on 

Companies (Auditor’s 

Report) Order, 2016 

issued by the Institute 

of Chartered 

Accountants of India 

(‘the Guidance 

Note’)]. 

 

(ii) In respect of loans, 

investments, 

guarantees and 

security whether 

provisions of section 

185 and 186 of the 

Companies Act, 2013 

have been complied 

with. If not, provide 

the details thereof. 

 

Comment: Section 185 

deals with loans to 

directors. It provides 

that no company shall 

directly or indirectly, 

advance any loan, 

including loan 

represented by book 

debt, to any of its 

directors or to any 

other person in whom 

the director is 

interested or to give 

any guarantee or 

provide any security 

in connection with 

any loan taken by him 

or such other person. 

It is to be noted that 

there are some cases 

where giving loans to 

directors is permitted 

e.g. a loan to the 

managing or the 

whole-time director is 

a part of his service 

conditions or scheme 

approved by the 

members by a special 

resolution. 

 

Section 186 deals with 

loans and investments 

by a company. It 

provides, inter alia, 

that no company 

shall: 

 

(a) give any loan to any 

person or other body 

corporate; or give any 

guarantee or provide 

security in connection 

with a loan to any 

other body corporate 

or person; and 

 

(b) acquire by way of 

subscription, 

purchase or 

otherwise, the 

securities of any other 

body corporate 

exceeding sixty 

percent of its paid-up 

share capital, free 

reserves and 

securities premium 

account or one 

hundred percent of its 

free reserves and 

securities premium 

account, whichever is 

more. 

 

The above is subject 

INDIA 
 

“Immovable 

property…means 

land, benefits 

arising out of 

land and...” 

(Continued) 

http://www.mca.gov.in/Ministry/pdf/CoOrder_30032016.pdf
http://www.mca.gov.in/Ministry/pdf/CoOrder_30032016.pdf
http://www.mca.gov.in/Ministry/pdf/CoOrder_30032016.pdf
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to a resolution 

sanctioning the loan, 

investment etc. being 

passed at a meeting of 

the board of directors 

with the consent of all 

the directors present 

at the meeting and, in 

certain cases, prior 

approval of the public 

financial institutions 

being taken where a 

loan is subsisting. 

 

If the loan, guarantee, 

etc. under sub-section 

(2) exceeds the limits 

specified, prior 

approval by means of 

a special resolution at 

a general meeting is 

required. 

 

In case of default, the 

details of the 

investment, loan etc. 

and the names of the 

concerned parties and 

the amounts are to be 

reported. 

 

(iii) whether moneys 

raised by initial public 

offer or further public 

offer (including debt 

instruments) and term 

loans were applied for 

the purposes for 

which they were 

raised. If not, the 

details together with 

delays or default and 

subsequent 

rectification, if any, as 

may be applicable, be 

reported. 

 

Comment: The 

reporting 

requirements for term 

loans were required 

even in the earlier 

CARO, 2015. The 

reporting 

requirements for 

initial public offer 

(‘IPO’) are new. In 

India, the Securities 

and Exchange Board 

of India (‘SEBI’) 

exercises strict control 

over the entire 

process of IPO and it 

would take a 

company many 

months to obtain 

permission to be 

listed on the stock 

exchanges. To 

continue with the 

control placed up to 

the time of listing, the 

auditors are required 

to report on 

utilization of funds 

post the listing. 

 

Presently, there is no 

requirement for 

companies to disclose 

the end use of funds 

raised by way of an 

IPO. The implication 

is that the company 

would now be 

required to disclose 

the end use of funds 

and the auditor is 

required to comment 

on the disclosure. 

(Guidance Note) 

 

(iv) Whether any fraud by 

the company or any 

fraud on the company 

by its officers or 

employees has been 

noticed or reported 

during the year; If 

yes, the nature and 

the amount involved 

is to be indicated. 

 

Comment: Reporting 

on fraud was always 

part of CARO 

reporting; however, 

the change is made is 

that reporting is 

required in case there 

is fraud on the 

company by its 

officers or employees. 

The earlier 

requirement was to 

report on whether 

there was fraud on or 

by the company. The 

present reporting 

restricts the reporting 

only to frauds 

committed on the 

company by its 

officers or employees. 

 

(v) Whether Managerial 

remuneration has 

been paid or provided 

in accordance with 

the requisite 

approvals mandated 

by the provisions of 

section 197 read with 

schedule V to the 

Companies Act? If 

not, state the amount 

involved and steps 

taken by the 

Company for securing 

refund of the same. 

 

Comment: Managerial 

remuneration is still a 

sensitive issue in 

India and this is 

evidenced by the 

restrictions placed by 

the Companies Act, 

2013 on the quantum 

of remuneration 

payable. The Act 

restricts remuneration 

to a maximum of 11% 

of the net profits (as 

adjusted in 

accordance with the 

Act) to its whole-time 

directors and other 

directors. 

 

In case there is 

inadequacy of profits, 

then depending on 

the amount of excess 

remuneration over the 

limit, permission can 

be taken from 

shareholders for 

payment of the 

remuneration or, if 

the remuneration 

INDIA 
 

“Managerial 

remuneration is 

still a sensitive 

issue…” 

(Continued) 
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exceeds the limit by 

an amount as 

legislated, the 

company will need to 

take approval of the 

central government 

for payment of the 

excess remuneration. 

 

(vi) Whether all 

transactions with the 

related parties are in 

compliance with 

section 177 and 188 of 

Companies Act, 2013 

where applicable and 

the details have been 

disclosed in the 

Financial Statements 

etc., as required by 

the applicable 

accounting standards. 

 

Comment: Section 

177, inter alia, 

provides that the 

Audit Committee of 

the board of directors 

to approve 

transactions with 

related parties. 

Section 188 of the Act 

deals with related 

party transactions and 

provides, inter alia, 

that transactions with 

related parties (as 

prescribed) can only 

be entered into with 

the approval of the 

board of directors 

and, in certain cases, 

by approval of the 

shareholders. Further, 

nothing in this sub-

section shall apply to 

any transaction 

entered into by the 

company in its 

ordinary course of 

business other than 

transactions which are 

not on an arm’s 

length basis. 

 

The auditor, in 

addition to ensuring 

the requirements of 

sections 177 and 188 

of the Act are 

complied with, is also 

required to report as 

to whether the related 

party transactions are 

properly disclosed as 

required by the 

relevant accounting 

standard (Accounting 

Standard 18 – Related 

Party Disclosures). 

 

(vii) Whether the 

company has made 

any preferential 

allotment or private 

placement of shares 

or fully or partly 

convertible 

debentures during 

the year under 

review and if so, as 

to whether the 

requirement of 

section 42 of the 

Companies Act, 

2013 have been 

complied with and 

the amount raised 

have been used for 

the purposes for 

which the funds 

were raised. If not, 

provide the details 

in respect of the 

amount involved 

and nature of non-

compliance. 

 

Comment: The 

auditor will need to 

ensure whether 

there has been a 

preferential 

allotment under 

section 42 or a rights 

issue under section 

62 of the Act. In case 

of a preferential 

issue, the auditor 

will need to ensure 

that the 

requirements of the 

Act are complied 

with. 

 

(viii) Whether the 

company has 

entered into any 

non-cash 

transactions with 

directors or persons 

connected with him 

and if so, whether 

the provisions of 

section 192 of 

Companies Act, 

2013 have been 

complied with. 

 

Comment: Section 

192 of the 

Companies Act, 

2013 requires that 

no company shall 

enter into any 

arrangement by 

which: 

 

a director of the 

company or its 

holding, subsidiary 

or associate 

company or a 

person connected 

with him acquires 

or is to acquire 

assets for a 

consideration other 

than cash, from the 

company; or 

 

the company 

acquires or is to 

acquire assets for a 

consideration other 

than cash, from 

such director or 

person so associated 

 

unless prior 

approval for such 

arrangement is 

accorded by a 

resolution of the 

company in a 

general meeting 

and, if the director 

or the person 

INDIA 
 

“… report as to 

whether the 

related party 

transactions are 

properly 

disclosed…” 

(Continued) 
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connected is a 

director of the 

holding company, 

then a resolution 

shall also be passed 

in the general 

meeting of the 

holding company. 

 

(ix) whether the 

company is required 

to be registered 

under section 45-IA 

of the Reserve Bank 

of India Act, 1934 

and if so, whether 

the registration has 

been obtained. 

 

Comment: 

Registration under 

section 45-IA of the 

Reserve Bank of 

India Act, 1934 is 

required where 

financing activity is 

the principal 

activity of the 

company. 

 

As per the Reserve 

Bank of India (‘RBI’) 

(quoted in the 

Guidance Note), 

‘financial activity’ as 

principal business is 

when a company’s 

financial assets 

constitute more than 

50 percent of the 

total assets and 

income from 

financial assets 

constitutes more 

than 50 percent of 

the gross income. A 

company that 

fulfills both these 

criteria will be 

registered as a non-

banking financial 

company (‘NBFC’) 

by the RBI. 

 

The term ‘principal 

business’ is also not 

defined by the RBI 

Act, 1934. However, 

if a company is in a 

different line of 

business e.g. 

agriculture, 

manufacturing etc. 

and is only 

incidentally 

involved in financial 

activity then it will 

not be required to 

be registered under 

section 45-IA of the 

RBI Act, 1934. 

 

Some difficulties 

may be experienced 

by holding 

companies that are 

formed only for the 

purpose of 

investment in their 

subsidiaries. In this 

case, they may 

apply to RBI to 

exempt them from 

registration under 

the RBI Act, 1934. 

 

The above article is only 

meant to provide an idea 

of the new requirements 

of CARO, 2016 and it 

deals only briefly with 

the related requirements 

of the Companies Act, 

2013. It is not intended to 

be an exhaustive analysis 

of the various sections 

mentioned; professional 

opinion or guidance must 

be obtained before acting 

upon the information 

provided herein. 

  

INDIA 
 

(Continued) 

Accounting Standards For Micro, Small and Medium-scale 
Entities 

 

INDONESIA 
 

 

The Financial Accounting 

Standards Board – 

Indonesian Institute of 

Accountants (DSAK-IAI) 

has, in the past few years, 

successfully converged 

the Indonesian financial 

accounting standard with 

IFRS.  DSAK-IAI 

continues to make 

adjustments to the new 

standards recently issued 

by IASB. In addition to 

the issuance of SAK, 

which was adopted from 

IFRS, DSAK-IAI also 

came forth with the 

Accounting Standards for 

Entities without Public 

Accountabilities (SAK-

ETAP) which application 

is particularly meant for 

the entities without 

significant public 

accountability; and 

preparation of financial 

statements for general 

purpose of external users. 

However, given the 

condition in which SAK-

IFRS and SAK-ETAP is 

considered insufficient to 

comply with the needs of 

the entire existing entities 

in Indonesia, particularly 

the micro, small and 
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medium-scale ones 

(EMKM), which are 

generally operating on 

cash basis accounting, 

DSAK-IAI has therefore 

released a new exposure 

draft of accounting 

standards (ED SAK) 

which is particularly 

aimed to accommodate 

EMKMs. The number of 

EMKMs in Indonesia is 

predicted to be more than 

57 million. The public 

hearing for ED SAK for 

EMKMs has been started 

in the framework to 

obtain feedbacks from 

stakeholders. SAK 

EMKM is projected to be 

effective from January 1, 

2018. 

The purpose of 

accounting standards for 

EMKMs is to facilitate 

EMKMs in their 

transition from cash-

based reporting to 

accrual basis, and to 

assist EMKMs in 

implementing other 

accounting standards, 

which are more 

comprehensive in 

accordance to their 

growth in scale and 

business transaction 

complexities in future 

time. The implementation 

of this SAK- EMKM is 

subject to some 

conditions, one of the 

them being; if the entity 

involves significant 

public accountability and 

is a financial-service 

entity, SAK-EMKM can 

only be allowed if it 

secured approval from 

the related authority of 

financial sector. 

 

According to this ED 

SAK-EMKM, the basis for 

the measurement of a 

component in the 

financial statements is 

made on historical 

values. In this case, the 

measurement of an asset 

is cash/cash equivalent 

paid to acquire assets at 

the time of acquisition, 

while the measurement 

of liability is cash/cash 

equivalent received or 

predicted cash will be 

paid to settle liabilities.  

 

There are three basic 

assumptions in the 

financial statements 

preparation according to 

SAK-EMKM:  

 

 accrual 

 going concern 

 business entity 

 

Financial statements for 

EMKM should, at least, 

comprises of: 

  

(i) Statement of financial 

position at the end of 

the accounting period 

 

(ii) Profit-Loss statement 

for the period; and  

 

(iii) Notes to the financial 

statements.  

 

In terms of the 

presentation of the 

financial statements, the 

entities who are complied 

with SAK-EMKM will be 

required to explain 

explicitly without 

exceptions regarding the 

compliance toward this 

accounting standard 

(SAK) in their notes to 

the financial statements. 

The financial statements 

presented according to 

this exposure draft (ED) 

are comparative, which 

mean that they must 

consist of two periods for 

each report required. 

 

Unlike the SAK-IFRS and 

SAK ETAP, ED SAK-

EMKM does not 

determine the format nor 

the order of the accounts 

presented in the 

statement of financial 

position. However, these 

entities could present 

their asset based on the 

order of liquidity and 

their liability are based 

on due dates order. In 

terms of profit-loss 

statement, this statement 

shall record all income 

and the costs recognized 

during the course of 

period reported. While 

the effect of correction 

over the errors and 

changes of accounting 

policies presented as 

retrospective adjustment 

over the past period and 

not to treat as part of the 

profit-loss statement 

within the period when 

the change was applied. 

 

The entities that apply 

SAK-EMKM are 

required, should this 

SAK specifically regulate 

the accounting treatment 

on certain transactions, 

events, or other 

conditions, the entities 

have to apply the 

accounting policies, 

which are stated by SAK-

EMKM. In contrary, 

should the SAK-EMKM 

does not specifically 

regulate the accounting 

treatment for certain 

transactions, events, or 

other conditions, the 

entities are entitled to 

only refer to, and 

consider the definition, 

criteria, assumption, and 

INDONESIA 
 

(Continued) 

“…to facilitate 

EMKMs in their 

transition from 

cash-based 

reporting to 

accrual basis…” 

“…particularly 

the micro, small 

and medium-

scale…generally 

operating on cash 

basis 

accounting…” 
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the concept of 

measurement for assets, 

liabilities, income, and 

expense and the 

pervasive principles 

mentioned by SAK-

EMKM. 

 

Given the measurement 

of assets and liabilities 

according to this SAK 

that is based on historical 

values, the monetary 

asset and liability of 

entities shall be measured 

on the value of 

acquisitions. The cost for 

the acquisition of asset 

and liability is measured 

with the transaction 

price. For instance, the 

transaction price for a 

loan is the value of the 

loan, the cost of 

receivable and liability 

transaction is the total 

receivables. Transaction 

cost is recognized as cost 

in the profit-loss 

statement. For example, 

the cost of loan interest is 

recognized as transaction 

cost, which is presented 

in profit-lost statement.  

 

The interesting point in 

ED SAK-EMKM is that at 

the end of the reporting 

period, entities do not 

recognize impairment on 

monetary asset, except 

for the entities, which are 

under the supervision of 

financial authority. They 

can recognize loan 

provision in accordance 

to the conditions of the 

said financial authority. 

The recognition of an 

asset or a liability can 

only be made void if the 

contractual rights or the 

cash flow stemming from 

the monetary asset 

ceased, or there are no 

economic values within 

the predictable future 

that can be expected for 

the ownership or release 

of such monetary asset. 

Withdrawal of 

recognition of a liability 

is made when an 

obligation in the contract 

is released, cancelled or 

due. 

 

In terms of accounting 

policy for inventories, 

consistent with the basis 

of its measurement that is 

based on historical 

values, entities recognize 

inventories as much as 

the acquisition cost. 

Entities are allowed to 

choose either FIFO 

method or weighed 

average to determine 

their acquisition cost. 

Standard cost and retail 

method can be applied if 

the result is close to the 

acquisition cost. It is with 

the measurement of joint 

ventures, fixed assets, 

and intangible assets that 

are measured on the 

acquisition cost. Entities 

do not recognize 

impairment for joint 

venture, fixed asset, or 

intangible asset. 

However, on fixed asset 

(except for land 

property), depreciation is 

made on straight-line 

method or declining 

method without the 

computation of residual 

value. Regarding liability 

and equity, ED SAK-

EMKM regulates that it is 

not compulsory for the 

entities to recognize 

provision and 

contingency liability. 

However, if the value is 

material, it can be 

disclosed in the notes to 

the financial statements. 

 

In terms of recognition of 

income, entities shall 

recognize income when 

there are rights over 

received payment or 

receivables at present or 

in future. There are 

several kinds of income, 

which are specifically 

regulated by ED SAK-

EMKM, including income 

from Grants. According 

to this accounting 

standard, grants, 

including grants or aids 

provided by the 

Government or other 

parties given to the 

entities not in their 

capacity as owner, must 

be recognized in the 

profit-loss report at the 

time the grant was 

received as much as the 

nominal value entailed. 

INDONESIA 
 

“…allowed to 

choose either 

FIFO method or 

weighed 

average…” 
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“…focus now 

shifted from 

education to 

audit…” 

MALAYSIA 
 

GST – ONE YEAR ON 
 
 

 

 
 

RUSSELL BEDFORD MALAYSIA 

A year into the Goods 

and Services Tax (“GST”) 

era, despite the numerous 

postponements and 

objections from some 

quarters at the initial 

stage, the results from 

GST appear to be 

positive.  The success of 

GST can be seen from 

recent statistics provided 

by the Royal Malaysian 

Customs Department 

(“RMCD”) during the 

recent GST Tax 

Conference and press 

statements: 

 

 Over 412,000 

businesses have 

registered for GST. 

 

 Taxpayers’ 

compliance level in 

terms of meeting the 

filing deadlines have 

surpassed 95%. 

 

 Net GST collections 

for 2015 (post 

implementation 

period of 9 months) 

have exceeded the 

target of RM27 billion.  

The collection from 

previous Sales and 

Services Tax in 2014, 

being a single stage 

tax, was a mere 

RM13.8 billion. 

 

Nevertheless, like any 

new tax system, there are 

bound to be teething 

problems.  Some of the 

concerns raised by 

businesses and 

consumers over the past 

year are: 

 Delays in GST refund 

 

 Stringent 

requirements 

imposed on voluntary 

registration for 

businesses at start-up 

stage where approval 

is granted if the 

company is able to 

make its first taxable 

supply within 12 

months and the input 

tax is claimable when 

taxable supply is 

being made.  The oil 

and gas and 

manufacturing sectors 

which, require longer 

start-up time are 

greatly affected by 

this as the GST 

incurred will become 

added costs to the 

business 

 

 Difficulty in obtaining 

refund approval for 

sales tax incurred on 

transitioning 

inventories 

 

 Increase in prices of 

goods 

 

Despite having to deal 

with various concerns 

and issues, the RMCD is 

confident of achieving the 

RM39 billion collections 

target set for this year.  

To accomplish this, the 

focus has now shifted 

from education to audit.   

The RMCD has been 

actively carrying out field 

audits and there are a 

large number of GST 

cases being heard at the 

GST tribunal to-date.  On 

the question of the GST 

rate, there are 

speculations that there 

may be revision; whether 

an increased or reduced 

rate.   

 

One year on, there is no 

doubt that things are 

improving.  The RMCD 

has played its part well in 

cultivating and imparting 

knowledge and 

awareness.  From the 

taxpayers’ perspective, 

many are seen to be 

making tremendous 

efforts in ensuring the 

adequacy and accuracy of 

their GST reporting 

function, that their 

accounting staffs possess 

relevant GST 

competencies and are 

kept abreast with the GST 

updates. 
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Compilation Services For Preparation Of Financial Statements 

Required By The Philippine Board Of Accountancy 

To address the need for 

professional competence 

in the preparation of the 

financial statements (FS), 

the Philippine Board of 

Accountancy (BOA), the 

government entity that 

regulates the Certified 

Public Accountant (CPA) 

profession, recently 

passed Resolution No. 

2016-03, Requiring the 

Submission of Certificate by 

the Responsible Certified 

Public Accountants on the 

Compilation Services for the 

Preparation of Financial 

Statements and Notes 

Thereto, (as amended by 

Resolution Nos. 68-2016 

and 115-2016). 

 

The rules provide, among 

others, the following: 

 
 The preparer of the FS 

shall submit a 

“Certificate” for 

compilation services 

by the responsible 

CPA that shall be 

attached to the 

audited financial 

statements (FS) filed 

with the Securities 

and Exchange 

Commission (SEC) 

and the Bureau of 

Internal Revenue 

(BIR). In the original 

Certificate prescribed 

by the BOA, the FS 

preparer is required 

primarily to “certify” 

that, in effect, the FS 

were prepared in 

accordance with 

accounting and 

auditing standards 

and that he was not 

assisted by the 

entity’s external 

auditor in preparing 

the FS.  In the 

amending resolution, 

the BOA now requires 

compliance by the FS 

preparer with the 

Philippine Standard 

on Related Services 

4410 (Revised), 

Compilation 

Engagements. 
 

 This rule covers 

organizations, 

including nonstock 

nonprofit 

organizations, having 

annual gross sales/ 

receipts/revenues of 

over Ten Million 

Pesos (P10, 0000, 000).  

 

The recent 

amendment provides 

that the current 

amount of the gross 

sale or revenue 

threshold of Ten 

Million Pesos 

(P10,000,000) shall be 

further reviewed by 

the BOA, in 

consultation with the 

stakeholders. 

 
 The preparation of the 

FS and disclosure 

notes is a practice of 

accountancy in 

commerce and 

industry and shall be 

done only by CPAs, 

either a CPA 

employed by the 

organization (“CPA 

employee”) or CPA/s 

contracted by the 

organization to 

perform said services 

(contracted CPA). 

 The reiteration of the 

rule that CPAs in 

public practice are 

prohibited from 

preparing or assisting 

in the preparation of 

FS and disclosure 

notes of their clients, 

which engaged them 

to render attest 

services for the same 

documents. 

 

 The CPAs in public 

practice who violate 

this prohibition rule 

shall be subject to 

stern sanctions by the 

BOA.  

 

 The CPAs rendering 

the compilation 

services for the 

preparation of the FS 

and signing the 

Certificate shall first 

be accredited with the 

BOA after submitting 

the necessary 

application and 

complying with the 

Continuing 

Professional 

Development (CPD) 

requirements. 

 

 The rules shall apply 

for FS pertaining to 

the year ending 

December 31, 2016. 

 

Violations or 

noncompliance may 

include:  

 

(i) a covered company 

filing its FS with the 

SEC and the BIR 

without attaching 

the Certificate; 

(ii) the application for 

accreditation of the 

CPA with the BOA 

not being 

PHILIPPINES 
 

“…submit a 

Certificate for 

compliance 

services by the 

responsible 

CPA…” 
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PHILIPPINES 
 

approved/denied 

because of 

oversight/negligenc

e/failure to comply 

with the 

accreditation 

requirement after 

the FS have been 

issued;  

(iii) undertaking of the 

compilation services 

by the external 

auditor of the 

organization; and 

(iv) other cases that will 

result in sanctions 

that will be imposed 

on either the CPA, 

covered 

organization, or 

both 

 

The sanctions that may be 

imposed by the BOA are:  

 

(i) reprimand of the 

CPA; 

(ii) suspension of 

license of the CPA; 

(iii)  imposition of fines 

and penalties on the 

CPA;  

(iv) revocation of license 

of the CPA, and 

(v) re-submission of a 

corrected or valid 

Certificate to replace 

the defective 

Certificate 

previously issued. 

 

The rules are likewise 

intended to address the 

self-review threats or 

risks in external audit of 

FS and pinpoint 

responsibility in the 

compilation services in 

the preparation of the FS 

as required under the 

Accountancy Law and 

the Code of Ethics of the 

CPAs. The new rule will 

further enhance the 

reliability of the annual 

statutory FS being 

submitted to the SEC and 

the BIR, and will show 

division of responsibility 

for the FS preparation by 

the organization’s 

management on the one 

hand and for the audit of 

the FS and issuance of 

report by the external 

auditor on the other 

hand. 

 

It is important to note 

that presently, the SEC 

requires all companies 

registered with the SEC 

to attach to the audited 

FS filed with the SEC a 

“Statement of 

Management’s 

Responsibility for 

Financial Statements”. In 

this statement, among 

other things, the entity’s 

management, which 

includes the chairman, 

chief executive officer 

and chief financial officer, 

indicates clearly that it is 

responsible for the 

preparation and fair 

presentation of the FS. 

The BIR also has a similar 

requirement at present.  

(Continued) 

“…intended to 

address the self-

review threats or 

risks in external 

audit…” 
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Russell Bedford International is a global network of independent firms of accountants, 

auditors, tax advisers and business consultants. 

 

Ranked as one of the world's top accounting networks*, Russell Bedford International is 

represented by some 600 partners, 5000 staff and 290 offices in more than 100 countries in 

Europe, the Americas, Middle East, Africa, Indian Sub-Continent and Asia-Pacific. 

  
*Ranked by global revenues in International Accounting Bulletin World Surveys. Networks defined in accordance 

with IFAC Code of Ethics. 

 

Business consultants with a 
global perspective 

Russell Bedford Asia Pacific Offices & Contacts 

Disclaimer 

The information contained herein is of a general nature and is not intended to address the circumstances 

of any particular individual or entity. Although we endeavor to provide accurate and timely information, 

there can be no guarantee that such information is accurate as of the date it is received or that it will 

continue to be accurate in the future. No one should act upon such information without appropriate 

professional advice after a thorough examination of the particular situation. 
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marketing@russellbedford.com 

 

www.russellbedford.com 

Taiwan 

Arthur Lin 
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www.russellbedford.com.tw 

 
Thailand 

Prof. Kesree Narongdej  

kesree@amt-asso.com 
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Linh Thuy Do 
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Van Anh Thai 
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Bruce Saward 

bruce@sawarddawson.com.au 
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Martin Michalik 
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Guoqi Wang 

guoqi_wang@huaander.com 
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Jimmy Chung 
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China - Shanghai 

Charles Wang 

charles.w@jialiangcpa.cn  
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Shreedhar T. Kunte 

stk@sharpandtannan.com 
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Syarief Basir 
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Kiwun Suh 
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Malaysia 
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www.russellbedford.com.my 
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