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Welcome

David Chew
Centre for Corporate
Governance Co-Leader &
Executive Director
Deloitte Singapore

For this second issue, we shine a spotlight on Singapore’s achievements as we celebrate 50
years of nation-building. As we look back at the remarkable accomplishments of Singapore, it is
important to spend some time examining our roles as business leaders in creating the country’s
future for the next 50 years and beyond. We also explore the role of good governance in the
Singapore brand - while images of skyscrapers and clean streets come to mind, its security and
ethical business practices are also key pillars of the Singapore success story.

On the business front, we analyse the impact of the OECD’s Base Erosion and Profit Shifting on
multinational companies and the changes that the new FRS 109 for Financial Instruments will
bring about to organisations. We also provide some tips on what it takes to build a crisis-ready
board, which can be uncharted waters for many directors.

We hope that through these pieces, you can find better ways to successfully navigate the
complexity of today’s business environment. For information on Deloitte’s Centre of Corporate
Governance, please visit us at www.deloitte.com.

The Director’s Quarterly is an e-publication aimed at
exploring the challenges of practicing corporate oversight
and governance in a world of change, and helping directors
increase their relevance of the role they play and the work
they do to ensure that their companies continue to create
value for their stakeholders. There are no easy answers, but
through this e-publication we hope to promote a dialogue
in the critical areas of corporate governance among
industry bodies, companies and their boards of directors.

If you have queries about particular articles or would like to suggest future topics or have
feedback, please contact us at enquires@deloitte.com.

Kind regards,

David Chew
4
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Singapore in 2065: The future
won’t wait.
By Lee Chew Chiat, Public Sector Industry Leader

On the 9th of August 2015, Singapore marked its 50th
anniversary as an independent nation. For a city-state with
no natural resources, limited land and a small population,
the explosive growth and development over the past halfcentury is an economic miracle. While we look back at the
remarkable achievements of Singapore, we need to shift
focus to our roles as business leaders in creating our future
for the next 50 years and beyond.

6
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Singapore has a vision to become the world's first "Smart
Nation." Every inch of the country will be wired and data
collected to build better products and services. This is our
future and it will be based on the most advanced technologies
and out-of-the-box connectivity platforms - but the
question remains: can we bring about the benefits of these
technologies as they become increasingly pervasive in our
everyday environment?
Over the past 50 years, Singapore has seen ample proof of just
how powerful these technologies can be. Consumer products
makers; healthcare providers; retailers and distributors: all
have learned to use information technologies to get better
and quicker at responding to marketplace demands. So clearly,
businesses understand the potential information technologies
and we are putting them to work. But if we think we have
already reaped the big benefits, we better think again: the real
radical change is still ahead.
So how should we respond? Just recognising the magnitude of
the issues is a big step in the right direction. We have to take
off the blinkers that keep us from looking beyond our current
business and markets, and step up our investment in these
advanced technologies to put them to good use.
Technology and the future of business models
Think about some of the innovations in the world right now:
for example, in driverless transportation, the robotics required
by the vehicles to process data quickly, react quickly and
operate precisely. The hi-tech mechanics, software developers
and people to build new infrastructure such as refuel and
docking stations. Beyond the product, the services required in
the future of driverless cars including sharing schemes, smart
taxi firms and affordable leasing options.
8

For example, ZipCar, a convenient service for those who need
to rent a car for a few hours rather than whole days at a time.
Zipcar is a technology-driven company that uses its popular
iPhone and Android apps to ensure that customers can easily
find cars around them as well as book online. Uber is another
case in point – they are not strictly in the taxi business, since
Uber owns no taxis and has no taxi drivers as employees.
Instead, it plays the role of matchmaker, matching a driver and
car with a customer looking for a ride and taking a share of
the fare for providing the service. The value comes from the
screening that it does of the drivers and cars, its pricing model
where customers choose the level of service, ranging from a
car to a luxury sedan, and its convenience.
These examples show how startups have used business model
innovation to completely disrupt an industry and grow their
business to a globally recognized brand name; all it took is a
new business model that solves the problems that competitors
are creating through innovative thinking.

Technology and the future of our workforce
Over the next decade, new smart machines will enter offices,
factories, and homes in numbers we have never seen before.
They will become integral to teaching, medicine, production,
security, and virtually every domain of our lives. As these
machines replace humans in some tasks, and augment them in
others, their very presence among us will force us to confront
important questions. What are humans uniquely good at? And
what is our place alongside these machines?
This is particular important because we will see the challenge
of an aging population come to the fore. Increasingly, people
will work long past 65 in order to have adequate resources for
retirement. Multiple careers will be commonplace and lifelong
learning to prepare for occupational change will see major
growth. To take advantage of this well-experienced and still
vital workforce, businesses will have to rethink the traditional
career paths in organisations, creating more diversity and
flexibility and increase the commitment to training employees
in a continuous learning environment.

We have to get a lot more comfortable with change or we
could soon find that we will lose our lead in economic success.
The Singapore government has responded to this changing
landscape by taking a leadership role and making education a
national priority. They also recently introduced SkillsFuture to
help our people learn continuously through life or discover a
new interest in each stage of life and to ensure our businesses
remain competitive.
It may be tempting to say that these sorts of issues are not our
concern, that matters like education can be best addressed by
others who do not have quarterly earnings targets to meet.
But that is short sighted. We all have a stake in the future
of the education system, if only because we depend on our
schools to provide tomorrow’s workface and customer base.
By aligning profit with purpose, companies can become
important partners for schools and governments,
simultaneously filling unmet educational needs and improving
student outcomes, while discovering new ways to increase
their productivity, strengthen industry clusters, and overcome
workforce constraints in ways that bring economic benefits
back to the company.

Embracing technology in education
Imagine the market that could be developed around
new technologies, if businesses make a concerted
effort to embrace social concerns. What if, instead of
restricting students to books and traditional video for
learning how to navigate the prototyping workshop,
industry experts can develop virtual holographic
explanatory videos – for example using Microsoft
Hololens – that take students on a step-by-step
breakdown of building a physical object.
Many of us gain knowledge from the two-dimensional
world of textbooks. Yet, we do not live in a
two-dimensional world and the world is filled with
multi-dimensional relationships that cannot be fully
understood or appreciated thought textbooks. Through
the use of technologies, we are able to understand the
interconnectedness of all things and create that sense
of wonder within our children who are the innovators
of our future.

10

Technology and the future of Singapore
Without a doubt, new technologies will spark off an enormous
shift in our economic and social structure. But they promise
enormous benefits too – chief among them, the opportunity
to live and work in a better Singapore – and the Government,
businesses, industry partners and academic institutions need to
start working together to discover new innovations and drive
collaboration. As business leaders, we need to broaden our
view beyond our current business performance and make sure
bureaucracy does not limit us.
It is up to us to bring the benefits of a Smart Nation not just to
our own companies, but to Singapore so that we can continue
to remain ahead in the world. It is up to us to be sensitive
and responsive to social implications of technology and to be
imaginative in our attempts to address those concerns. The
technologies are here. Companies that do not take advantage
of the new resources available will quickly see themselves
displaced. Small and medium sized enterprises are likely to be
the first to feel the squeeze if they are not quick to change.
On the other hand, they have a higher chance to succeed
because they are nimble enough to change. Our challenge is
not so much to harness those technologies but to unlock their
potential.
The Singapore mission for the year 2065 is to keep ourselves
differentiated and competitive and to transform ourselves
through innovation. As we make heavy investment in
technology and build our infrastructure, we must put on our
future lens. The full promise of a Smart Nation is not too far
away, and if we all play our part, we can look forward to a
dramatically improved quality of life in Singapore.

Smart Governance in a
Smart Nation:
A Singapore perspective
By David Chew, Executive Director

“Good corporate governance is about ‘intellectual honesty’
and not just sticking to rules and regulations; capital flowed
towards companies that practiced this type of good
governance”
CGF Research Institute

12
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Transparency and integrity lie at the heart of a progressive
society and nation. According to Mervyn King, Chairman
of the King Report - “Good corporate governance is about
‘intellectual honesty’ and not just sticking to rules and
regulations; capital flowed towards companies that practiced
this type of good governance“ (CGF Research Institute Pty Ltd).
Ann Crotty of Business Day further adds “It is essential that the
activities of corporate executives are under constant, vigorous
and public scrutiny, because those activities are crucial to the
economic well-being of society. If anything, developments
both locally and internationally during 2001 have emphasised
the need to continuously update and upgrade corporate
governance standards,” (CGF Research Institute Pty Ltd). In
this world of fast-paced growth and ongoing uneven change,
unprecedented strategic risks associated with corporate
governance must be mitigated.

Denmark, which tops the list in the 2014 Transparency
International Corruption Perceptions Index, is noted for its
strong rule of law, support of civil society and clear rules
governing the behavior of those in public positions. It
has gone further and set an example in November 2014,
announcing plans to create a public register including
beneficial ownership information for all companies
incorporated in Denmark. This measure will make it harder for
the corrupt to hide behind companies registered in another
person’s name (Transparency International Press Office, 2014).

Corruption Perceptions Index 2014

The 2014 Corruption Perceptions Index scores more than two
thirds of the 175 countries with an index score below 50 – on
a scale of 0 (perceived to be highly corrupt) to 100 (perceived
as very clean). The index is based on expert opinions of
public sector corruption. Countries’ scores can be helped
by open government where the public can hold leaders to
accountability. Singapore is listed as No. 7 in the same index
and this reflects the positive opinions of the experts in terms of
Singapore’s good governance and accountability in the public
sector.

Singapore is listed as No. 7 in the Corruption
Perception Index and this reflects the positive
opinions of the experts in terms of Singapore’s
good governance and accountability in the
public sector.
14
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The Singapore brand: core values

The uncertain future

Governance: institutionalise trust and bring assurance

What is the Singapore Brand? The strength of a brand’s
emotional manifestation is undeniable: think of Singapore
Airlines and chances are you will get the feeling of reliability
and expectations of high service standards. If you think about
Singapore, images of skyscrapers and clean streets as well as
a feeling of security and clean governance will surely come to
mind.

Uncertainties are the only certainty when predicting the future.
The future brings about increasingly complex realities and
issues facing the world, economies, businesses and people.

Without trust, there is no assurance. The very point of
assurance is to provide confidence and trust is a pre requisite.
Trust is an increasingly valuable commodity, especially in
a world where businesses are constantly expanding and
responding to changes in environments and needs. Investment
and management decisions could not be made without
the assurance of trustworthy information or the underlying
confidence and trust of a successful execution.

However, a core part of the Singapore success story and
the value of the Singapore brand is its underlying good
governance and core systems. Singapore’s continuous
emphasis on integrity, confidence and trust is made material
in the form of an established governance structure and its
embodying system.
Back in 2006, Lee Kuan Yew said that Singapore was a known
brand name and other countries wanted to adopt its systems.
As recent as 2014, the Singapore government pledged to
uphold good governance, which it said is a key pillar to
Singapore’s success.
If Singapore has no skyscrapers and no clean streets but it
retains its well-known good governance system, chances are it
would still do better than vice versa. Many see this as the true
lasting legacy of Singapore’s founding father Lee Kuan Yew
and one of Singapore’s core value and attractions.
So business leaders: how much would your business
benefit from a brand which enjoys the foundation of good
governance systems?

16

As Singapore celebrates its 50th year of independence in
2015, there are already discussions about the next 50 years;
for example the Future 50 launched by Singapore Institute
of International Affairs (“SIIA”) which was established back
in 2013. Based on business leaders’ opinions canvassed by
SIIA, Singapore is much praised for its success for the past 50
years and they are confident of Singapore’s continued success.
However, Singapore’s future hinges on its continued economic
growth and the ability of its hardware (infrastructure, facilities)
as well as software (knowledgeable workforce, creativity) to
continue to work well and improve with future needs.
This simply means that Singapore in the next 50 years will
not depend on resources which it does not have now. Its
continued success and resiliency will depend on the perfection
and improvements of its existing success factors and the
fruition upon maturity of these factors.
Singapore has always been and will always be a small ‘red dot’
but the Singapore Brand enables it to carve a niche for itself
in the global landscape. The principles which have enabled
Singapore to grow its hardware and software is succinctly
described by a business leader’s tribute to Lee Kuan Yew’s
legacy: “He established good governance, the rule of law and
meritocracy that enabled Singapore to grow and prosper”.

Trust is also a key driver of brand success and loyalty among
customers. When we buy a product or service, one common
consideration is the trust and assurance we have in the quality
expected of the brand. More often than not, a consumer buys
what he trusts the brand represents.
How do we institutionalise trust in a business to bring about
assurance to the business leaders and its customers?
People are surely an integral component and yet we often
hear how we should trust the systems in place rather than the
people.

For each nut and bolt to work as a system, a governance
structure needs to be in place. The structure provides the
necessary direction and specifications of a relevant system. To
this end, the governance structure houses policies, institutions
and processes to enable governing duty, monitoring and
continuously improving the said system.
Any well-designed system is holistic and is an organised
connection of different components (people, entities, assets
etc) via procedures/routines/practices to perform an activity. A
system needs to take into account various concerns and areas
of priority of a business, such as productivity, quality assurance,
anti-fraud, financial and monetary related etc. We term this
the “House of Governance” in our Deloitte Smart Governance
3.0 model.
This House of Governance and its system serves to safeguard
the trust which provides businesses the assurance they need in
their survival and their success.

At the end of the day, the main benefit of
good governance is the trust and assurance
one is able to obtain, executed by leadership
through integrity.
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Smart Nation, Smart Governance
Singapore’s vision of a Smart Nation, as stated by the Prime
Minister Lee Hsien Loong on 24 November 2014, is “a nation
where people live meaningful and fulfilled lives, enabled
seamlessly by technology, offering exciting opportunities for
all.”
The role of technology as the enabler for a Smart Nation
is not surprising and harnessing technology to improve on
governance is more evolutionary than revolutionary.
Governance as a concept is not difficult, but so much is built
of so many varying components that sometimes people feel
that it is like a castle in the air. While the outcome is clear, the
tangible form of a governance structure is not. The Code of
Corporate Governance 2012 helped to provide clear guidelines
and references for the Board of Directors and is a great
example of how such a structure could take form.
Governance for a business goes broader and deeper. It needs
to take into account strategic, financial, operational and
regulatory aspects while being able to meet its stakeholders’
requirements and manage its value drivers and associated risks.

The convergence of good governance
principles and processes, enabled by smart
technologies, are the essential elements of
Smart Governance required in a Smart Nation.
18
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Deloitte’s Smart Governance 3.0 model
In realising the principles of Smart Governance, professional
risk specialists are looking towards leveraging the latest
technology capabilities to bring about an ease of access of
governance related information and solutions. It could be
visualised as a digital platform where business leaders could
turn to address their governance-related needs. Essentially, the
Smart Governance model enables the House of Governance.
We envisage that the building blocks of the Smart Governance
model comprises the following key smart capabilities:
Risk sensing and analytics
As the business environment constantly evolves at a pace
that is unprecedented, there is a need to bring real-time risk
sensing capabilities and analytics to the finger-tips of business
leaders. The latest current affairs in the form of cutting edge
news, expert opinions and applied thought leaderships are
now readily accessible given the power of digital technologies
and social media.
Such accessibility to information and real-time big data
however needs to be collated, managed, analysed and
presented to the relevance of the needs of the organisation.
If managed in the right way, this new approach unleashes
the potential of an organisation by putting the predictive
capabilities and foresight seamlessly into the hands of
business leaders. The end product is empowerment of our
people in organisations to shape and govern policies, monitor
outcomes, and enable continuous improvement in the areas of
governance.

20

Governance risk map
Different organisations at different growth stages have varying
maturity levels in meeting governance requirements. The
governance risk map is designed to crystalise the connection
between areas of risk governance and the mitigating
actions to take. It can serve as a starting place to help
organisations navigate through the House of Governance
to identify potential bridging gaps, across the spectrum of
strategic, operational, process, technology and talent areas of
governance.
Technological enablers

House of
Governance
Policies

Govern

How are we able to unlock the value of governance through
cloud-based analytic solutions, to achieve improved findings
with continuous monitoring? The potential of remote
auditing and solutioning are also made possible, offering risk
practitioners improved productivity beyond the limitation of
physical distance, time and space.

Continuous improvement

Process and System
Procedures

Assets

Practices

Entities

Routines

People

Convergence of professional specialists with technology

The role of technology in this digital evolution is a central
one as the key enabler for the Smart Governance platform.
Risk solutions and services are to be redefined and delivered
alongside the ever-changing technological capabilities to
support our future organisations. One such example is
the automating of audit/review processes which will offer
tremendous value to future organisations in providing
governance and compliance to their stakeholders while
improving quality and reducing cost of service at the same
time.
Risk intelligence, brought about by the ongoing development
and application of artificial intelligence (AI), further improves
the capability and insights of the technology platforms.

Monitor

The weaknesses of Singapore will not change in the next 50
years and beyond. Singapore will continue not to have natural
resources and a lack of land as well as manpower. But what
it has always targeted in and what it has always succeeded in
achieving, is being a preferred place to do business.
The Smart Nation initiative is strategically aligned to enable
this. Deloitte’s Smart Governance model is thus designed to
be the first step in this important direction, driven by shared
themes of ethics/integrity, trust and assurance.

Smart capabilities

Risk Sensing
and Analytics

The Future of Governance
The success of Singapore, a well governed nation as evidenced
in the past and present ranking of the Corruption Perception
Index cannot be taken for granted. Beyond SG50, Singapore
is still very much in its continuous journey of maintaining
and improving its brand position in the regional and global
landscape. It has already established itself to be a trusted place
to do business, where infrastructure & governance system is
good and there is an existing knowledgeable workforce and
an envious safety and security record.

The journey of convergence of technology with business has
long begun and now it is time for this next phase where the
breadth and the depth of the value of governance are housed
within the Smart Governance platform, just a few clicks away.
Governance Risk Map

Technological Enablers

Trust & Assurance
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The BEPS debate
By Ben Pickford, Director

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

22
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In early 2015, Deloitte conducted its second “OECD Base
Erosion and Profit Shifting (BEPS1) survey” to gauge the
views of multinational companies regarding the increased
media, political and activist group interest in “responsible
tax” and BEPS, and the expected resulting impact on their
organizations. Over 550 Deloitte member firm clients and
contacts responded from around the world.
Although Singapore is not an OECD country, it is very much
impacted by the developments already taking place as a
result of the BEPS project and the actions being taken in
other countries. As a result, Singapore is rightly paying close
attention to the BEPS project in its status as an “observer” and
is reacting as necessary.

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

1

The BEPS project currently being carried out by the OECD (with support of
the G20 and other countries) aims to produce coordinated global solutions
to cases where multinational groups engage in tax planning strategies that
exploit gaps and mismatches in tax rules to artificially shift profits to low or
no-tax jurisdictions where there is little or no economic activity, resulting in
little or no overall corporate tax being paid.
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Whilst the BEPS project still has some way to go before
it is fully completed and implemented, over 90% of
respondents considered that tax structures are under
greater scrutiny now as compared to one year ago and
that this will only continue to intensify. In response
to this, just under half of the respondents are already
changing the way in which they conduct tax planning
and we would only expect this to increase. Irrespective
of how successful the BEPS project is, companies need
to understand what changes affect them and plan
or react accordingly and stay on top of the rapidly
changing environment.

• Tax is increasingly a business risk
In the past, tax was largely something handled by
back office teams with no significant impact on or
involvement with the business. However, that is
changing quickly. 80% of the survey participants said
that their organization is concerned about the media
and political interest, and almost two-thirds said that this
has become a C-Suite or Board level issue. Around 75%
of respondents now consider reputational risks much
more carefully when executing tax planning. Clearly,
business teams and management need to understand
their tax policy and ensure it is line with business
objectives and priorities, and vice versa.

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

• Major impact on compliance burden
Over 90% of respondents are expecting their compliance
burden to substantially increase as a result of additional
reporting requirements. Interestingly, only 18% said that
they are planning on securing additional resources or
headcount to deal with this, but this may increase as
more changes are implemented. As an example, country
by country reporting (“CBCR”2) is a new compliance
requirement that must be complied with for all groups
with annual global turnover in excess of €750 million.
Singapore has not currently made any public statements
on CBCR but in time it may choose to adopt if many
other countries do. In any case, Singapore groups with
operations in countries that do adopt CBCR will need
to comply with the requirements regardless. Companies
need to understand the new compliance requirements
and work out how they will deal with them.

2

CBCR requires multinational groups to report annually and for each
tax jurisdiction in which they do business various data points such as
amount of revenue, profit before tax, tax paid/accrued and number
of employees. It also requires identification of all entities within the
group doing business in a particular tax jurisdiction and an indication
of the business activities each entity engages in. CBCR is proposed to
be introduced for accounting periods starting on or after 1 January
2016.
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In summary, the survey is very revealing and highlights the level of concern and interest from companies about the changes
that are already started to happen as a result of the BEPS project. Companies can no longer afford to watch from the sidelines;
change is happening now and this will only increase over the next few years. The big question of “what” the changes will be is
still uncertain in many areas, but tax will surely remain a front page headline and boardroom discussion topic for the foreseeable
future.

Questions for directors to ask
1. Have we done a risk assessment of our group to understand where the BEPS
proposals might impact us most and what the most immediate issues might be? This
could be from an ETR or cash tax position, as well as in areas that might necessitate
corporate reorganization.

Risk

2. Are we concerned about our brand reputation if our tax affairs come under scrutiny
from media, politicians or other organisations and elements of our tax arrangements
become public knowledge either in Singapore or internationally? Do we have a
strategy to deal with such an attack on our organization?

3. Do we have a good level of control and oversight of the way in which our local
teams are handling any disputes or audits with local tax authorities, and are we
taking a consistent approach to common issues around the world?

4. Have we done a “dummy run” of the country by country report, and are there
disclosures/discrepancies in the report that we might want to deal with before
reporting becomes mandatory?
26
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Building crisis-ready boards
The view at the top is exhilarating. So is the weather. When
crisis looms, board members are exposed in ways that may
be unfamiliar – and drawn into an active role that’s distinct
from what management is going through.

28
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It’s different for boards

A different role in business means a different role in crisis

This is no place for on-the-job training

Know the lay of the land

Four out of five business leaders expect their companies will
experience a crisis in the next year, but barely half have a plan
to deal with it. Even when there is an organisation-wide crisis
plan, however, that does not necessarily address the board’s
needs. Yes, the board supports the main plan with oversight,
moral authority, and strategic vision. But the board needs a
plan all its own for those moments that place it in the eye of
the storm.

From the public’s perspective, the board is seldom visible.
Crisis, especially a leadership crisis, can thrust board members
in front of media microphones. By that time, however, a lot
should have happened behind the scenes.

One valuable skill a board member may bring to a crisis is
having been through one before. Whether an earlier trial
ended well or poorly, whether the person in question earned
the credit or bore the blame, firsthand experience ingrains
more than knowledge in a person – it also instills confidence
and poise under pressure. It is true that crisis experience may
not be at the top of the checklist when boards recruit new
members. A board member’s crisis service on one board
may seem to be a distraction from service on another, and
the prospect of dealing with a bad situation is probably
not the reason people seek or accept board appointments.
Nonetheless, experience is still the best training and a valuable
quality to build into a board’s mindset. It is hard to weather
a storm with a group of people who came together with
smooth sailing in mind. Nor is crisis the right time to discover
disharmony.

The relationship between organisational crisis planning and
board crisis planning takes its cues from the relationship
between the organisation and the board. Historically, there
have been important regional differences in this alignment,
though they are declining. In the United States, the CEO is
typically invested with significant strategic latitude – and
may also be the board chair. In Europe and Asia, the C-suite
may take strategic cues from a more prescriptive board. Each
organisation should assess these lines of authority and make
sure the plan for action in a crisis corresponds to them. Some
CEOs will look to the board during major threat events. Others
may risk feeling micromanaged. To avoid misunderstandings
when no one has time for them, it is important to have
regular, honest discussions about who expects what from
whom.

Threats to a company’s value, reputation, or existence go
beyond the operational level. Think about who outranks the
board: shareholders, regulators, law enforcement authorities.
If someone like that is involved, chances are the situation calls
for a response at the highest level.
Then there are crises that directly involve the board or its
members, such as litigation, leadership controversies, or even
removing and replacing top executives. Making the board
ready and resilient in the face of these threats starts with the
composition of the board itself.

Threats to a company’s value, reputation, or
existence go beyond the operational level.
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A company and its board need to decide where operational
issues end and “corporate crisis” begins. Of course, sometimes
the difference between operational and existential crises is
not so clear. One can become the other quite quickly. The first
category is usually the domain of C-suite executives and the
people who report to them – things like supply chain kinks or
weather disruptions that complicate daily business.
In contrast, a corporate crisis is one that involves reputation,
share price, major litigation, regulatory sanction, or a
company’s existence. These may arise from a number of
sources: cyber threats, financial misdeeds, financial disruption,
technological or industrial breakdowns, confrontations, or
catastrophes that are outside anyone’s control, and it may be
up to the board to plan for the continuity of the enterprise in
the case of an unforeseen disaster.
In preparing for, meeting, and rebounding from corporate
crisis, the board is not just in oversight mode anymore. Its
members have a direct responsibility to anticipate threats
and make quick, far-reaching decisions. That may include
pre-populating a crisis subcommittee with people who excel
in specific roles like legal, accounting, audit, public relations,
or specific industry issues. It may include arranging for outside
counsel or support, or deciding whom to include in sensitive
external and internal communications, and whether to alert
employees. The board’s role at a time like this may even have
to include replacing a CEO on short notice – or stepping in to
act in that capacity for a time.

When the job suddenly expands far beyond quarterly reports
and shareholder meetings, any cracks are going to become
very visible and very costly. Only a dedicated crisis plan can set
the board on a path toward crisis resilience, and only formal
simulations can determine how well the plan and the people
will really function when they have to.

No matter what the board’s intended role in crisis
management, it needs timely, accurate information. If some
board members are accustomed to receiving the information
management provides them, this may require the development
of new antennae, and a renewed willingness to ask tough
questions. To maintain a 360-degree view of the threats it
faces, a board may look to third-party or public data. It may
also consider whether it should secure access to the real-time
operational data that’s usually the province of people lower
down on the org chart. Deciding what information to watch is
a matter of strategy; making it happen can become a question
of technology and processes.
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How to start
Know what you are getting into. Membership on a board of directors usually starts
with an appeal to your experience or connections. When a crisis strikes, board members
become full-time leaders – and stay that way until the threat subsides. People who join
a board may not expect daily conference calls to be part of the bargain, but they may be
the most important engagements a person has during his or her tenure.

Embrace the unglamorous part. Facing down reporters, regulators, and shareholders
in a moment of high drama is only part of the crisis task. Before any of that happens,
crisis management includes meetings, reading, briefings, and day-long simulation
exercises. Before you can master the three-ring circus, you need to embrace the threering binder. This is work. But it pays off.

Identity is planning. Who on your board is expert in risk? Who is the steady PR hand?
Who knows how to monitor social media and safeguard reputational risk? And who
has been through something like this before? If you build crisis capabilities into the
very makeup of a board, define the role of the board, and agree upon the operating
protocols in a crisis, it will be easier to staff the necessary subcommittees, determine the
need for outside advisers, and plan roles and responsibilities. Whether the solution is a
phone tree or a written protocol, any solution is better than finding that no one knows
who is in charge.
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Special boards, special considerations

State-owned organisations

No organisation, nor every board, has the same responsibilities
– and in some cases, the right approach to crisis planning
changes to match the circumstances.

A crisis may place considerable pressure on corporate
governance of a state-owned entity (SOE), but it may also
present a unique opportunity for independent directors to
prove their value to the company. An SOE has particular
obligations to a society and an economy – and when the
contribution it makes comes under threat, experienced board
members can play an important advisory role in the space
between the organisation and the government to which it
reports.

Family-owned organisations
When the board reports to a family owner, crisis can also
come from unusual directions – and it can include things the
directors are not accustomed to discussing with the family.
A lack of succession planning is one vector for trouble. Crisis
can also arise from ineffective family decision making or from
emotional disputes.
Boards and families both tend to avoid these tough
conversations until it is too late. It can help defuse problems
if they get ahead of topics such as estate affairs, future
leadership positions, family members’ future plans, preparing
the next generation, conflict mediation, and how closely the
company’s market position is tied to the personalities of the
founders.
It can be hard to do two things at once – to recognise the
divide between business and family matters while paying
careful attention to the places where they overlap. One
mechanism that can help address this is the creation of a
family council that sits alongside the board of directors. On
a higher level, though, the best tonic is open and honest
communication.

If public-sector officials reach out to executives directly in a
crisis, board members may feel their roles becoming diluted.
It’s also possible that government representatives on the
board will feel unwilling to expose themselves to criticism by
providing tough guidance when it is needed most. But if the
board prepares for a central crisis role and asserts itself when
the moment arises, members can use their experience to make
calls that decision-makers above and below them are not
able to make. And when the crowded hour has passed, they
can leave a legacy of stronger governance and better crisis
resilience.
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Boards in action
Serious violations, serious remediation
A global technology company faced a criminal
investigation following charges of bribery and
corruption. As police raided homes and offices,
prosecutors made arrests, and the share price tumbled,
the board’s Audit Committee determined to get
ahead of events and restore trust by carrying out a
comprehensive investigation of its own. It established
an independent Compliance Committee and retained
outside legal and forensic help. Advanced analytics,
personal interviews, transaction analysis, and business
intelligence helped the company understand where
violations had occurred and where controls had broken
down – and indeed, the investigation did uncover
improper acts. Though the potential fines were large,
the World Bank and regulators in multiple countries
credited the company for its transparent investigation
and diligent remediation. Today the company is viewed
as a leading practitioner of anti-corruption compliance.

34
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FRS 109: Changes that go
beyond accounting
Tay Boon Suan, Partner, Financial Services &
Aylwin How, Technical Senior Manager, Financial Services

FRS 109 Financial Instruments was issued by the Singapore
Accounting Standards Council in December 2014 to replace
FRS 39 Financial Instruments: Recognition and
Measurement. It is mandatorily effective beginning January
1, 2018 and will generally be applied retrospectively. FRS
109 is almost identical to the international version IFRS 9,
whose development commenced as early as 2009.

36
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FRS 109 brings about changes to three key areas: (1) classification and measurement of financial instruments, (2) impairment of
financial assets and (3) hedge accounting. This article discusses some of the key changes and possible implementation challenges
that corporations may encounter.
Classification and Measurement of Financial Instruments
Financial Assets - Two Tests, Three Categories
Classification requirements under FRS 39 are often criticised as being too complex and difficult to apply. FRS 109 attempts to
reduce this complexity by introducing two primary tests to group financial assets into three possible categories.

Only those financial assets that pass both tests, i.e. the
contractual cash flows from the asset are solely payments of
principal and interest, and the asset is held within a business
model whose objective is to collect those contractual cash
flows, may be measured at amortised cost2.
1. Contractual cash flows characteristics (or Solely
Payments of principal and interest (“SPPI”)) test
The key objective of this test is to ascertain whether the
contractual arrangement is a basic lending arrangement.
A basic lending arrangement is one associated with solely
payment of interest and principal. Examples of terms
and features which violates the SPPI test include options
permitting conversions from debt into equity of the
borrower, or interest payments which are linked to certain
variables other than credit risk- or time value-related, such
as commodity prices.

Classification and Measurement - overview
Financial assets
Are the cash flows considered
to be solely principal and interest
(“SPPI”)?

What is the business model?

Hold to collect contractual
cash flows

Yes

Hold to collect contractual
cash flows AND to sell

All other strategies

No

What is the measurement
category1 ?

Amortized Cost

FVTOCI

Are alternative options
available?

FVTPL option (in case
of acc. mismatch)

Under FRS 39, these features are generally separated from
the host contract and accounted separately as embedded
derivatives whose fair value changes are recognised
through profit or loss. The host contract will be accounted
separately. Under FRS 109, all financial assets are assessed
in their entirety against the SPPI test.

FVTPL option (in case
of acc. mismatch)

FVTOCI: Fair value changes recorded through other comprehensive income
FVTPL: Fair value changes recorded through profit or loss
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Corporations should review existing contractual
arrangements to identify instances which
previously required “split accounting” under FRS
39, and now to be assessed in their entirety under
FRS 109.
Going forward, as corporations enter into
contractual arrangements, for example extending
a loan, FRS 109 implications should be considered
when incorporating certain terms and clauses.
In some cases, legal specialists may need to be
consulted.
Banking corporations engaged in structuring
new financial products for customers or treasury
centres involved in extending loans should
evaluate the associated implications and the need
to upgrade existing systems.

FVTPL

FVTPL

FVOCI option for equity
investments (dividends in
P&L)

2
1

Director’s Tip

Financial assets that do not pass both tests are required to be measured
at fair value, either through profit or loss (“FVTPL”) or through other
comprehensive income (“FVTOCI”), depending on the outcome of the
business model test.
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2. Business model test
Director’s Tip
Corporations with treasury or proprietary trading
departments such as banks should ensure
policies and investment mandates are clearly
documented, including policies on grouping of
financial assets by portfolio, how information is
reported and performance is managed.
For such corporations which maintain asset
portfolios under different business models,
management should evaluate the need to
upgrade existing systems to facilitate tracking
and accounting for different portfolios.
Business models for different portfolios can
vary significantly and judgement will be needed
to evaluate the factors for each portfolio.
Accounting consultants may need to be engaged
in helping to determine if a change in business
model has occurred.
FRS 109 does not provide bright lines as to what
constitute frequent or high volume sales activity.
In certain cases, policies may be formalised to
provide thresholds in respect of the extent and
frequency of trading activity.
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The key objective of this test is to evaluate the business
model in which the asset is being managed. In this regard,
FRS 109 sets out three possible business models:
Business model
objective =
hold to collect

Business model
objective =
hold to collect
and sell

Any other
business
models

The business model test is one determined on an
aggregated level, for example a business unit level or a
portfolio level, as opposed to an instrument-by-instrument
basis. Relevant evidence to consider when assessing the
business model in which assets are held include:
• the amount and frequency of asset sales activity and the
underlying reason(s) for the sales,
• the types of information being reported to the business
managers,
• the way in which risks affecting performance are
managed, and
• the performance indicators used to determine business
managers’ compensation
Reclassification under FRS 109 is permissible only when
there is a change in an entity’s business model, which is
expected to be infrequent. Clear definition of business
models are therefore critical.

There are alternatives to the general classification rules which
are available to a corporation:
1.

The corporation has the irrevocable option to designate
a financial asset at FVTPL if doing so eliminates or
significantly reduces a measurement or recognition
inconsistency (commonly known as an “accounting
mismatch”).

2.

For equity securities which would fail the SPPI test and
hence be measured at FVTPL, there is an irrevocable
option to classify the equity securities as FVTOCI.

Director’s Tip
Do not confuse the FRS 109 irrevocable election
to classify equity securities as FVTOCI with the
“available for sale” (“AFS’) category under FRS
39. Some important differences exist under
FRS 39, cumulative fair value changes in other
comprehensive income are reclassified through
profit or loss when an AFS equity is disposed, and
losses are recognised in profit or loss when an AFS
instrument is impaired. Equity instrument irrevocably
designated as FVTOCI under FRS 109 will not be
subject to impairment and there will be no profit or
loss effects arising when the instrument is disposed.

Financial Liabilities – Two key changes
Accounting for financial liabilities under FRS 109 saw minimal
changes from FRS 39 with two key exceptions.
• Under FRS 39, a corporation may elect to designate financial
liabilities at FVTPL and the fair value changes attributable to
the corporation’s own credit risk is recognised in profit or
loss. This gives rise to an incoherent consequence of positive
effects to profit or loss when the corporation’s own credit
quality deteriorates, and vice versa. FRS 109 addresses this
inconsistency by requiring the fair value changes attributable
to the corporation’s own credit risk to be recognised in other
comprehensive income instead; and
• Cost is generally not permissible to be the measurement
basis for derivative liabilities that are linked to, and must be
settled by, delivery of unquoted equity.

Director’s Tip
Ascertaining the fair value changes attributable to
an entity’s own credit risk is a highly complicated
exercise which involves valuation experts,
particularly so where inputs are not observable.
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Director’s Tip
Fair valuation of unquoted equities or derivatives
linked to unquoted equities require considerable
extent of judgement. In many cases, involvement
of specialists are required. Considerable effort is
also required in respect of fair value disclosures as
required by the accounting standards.

Measurement of Equity securities held or derivative
instruments linked to unquoted equity
FRS 109 substantially removes the concession to permit
investments in equity instruments and derivatives that are
linked to and must be settled by delivery of unquoted equity
instruments to be carried at cost if there is no quoted market
price in an active market and no reliable estimate of fair value.
Only in very rare circumstances may cost be an appropriate
estimate of fair value.

Impairment of Financial Assets

Director’s Tip

A more forward-looking approach

The FRS 109 impairment model escalates the
need for management judgement surrounding
forecast of forward looking information.
Management should consider the need to
enhance expertise within the Finance team on
the area of credit risk and involve credit valuation
specialists where necessary.

The criticism of the impairment model under FRS 39 was that
the recognition of impairment losses was too little, too late.
The general approach under FRS 39 was that impairment
losses can only be recognised when there is objective evidence
that a loss event has occurred, for example the borrower
becoming delinquent in its principal repayments.
FRS 109 introduces a three-stage impairment model, as
described below:

For certain corporations involved in extending
loans (e.g. banks and finance companies), system
upgrades may be necessary to facilitate the
tracking of credit standing of the loans.

Snapshot of FRS 109 Impairment Requirements
Stage 1

Transfer
between stages

• Financial instruments whose
credit risk has not increased
significantly since initial
recognition or

No

Has the credit risk increased
significantly?
Yes
Stage 2

• that have low credit risk at the
reporting date

No

Is there objective
evidence of impairment?
Yes
Stage 3

Recognition of
expected credit
losses
Basis for
calculation of
interest revenue

12-month expected credit
losses

Gross carrying amount

Lifetime expected credit losses

Gross carrying amount

Lifetime expected credit losses

Net carrying amount

FRS 109 also provides guidance by providing a list of indicators that suggest a significant increase in credit risk has taken place.
42
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Corporations should note the availability of exemptions and
simplified approaches in certain circumstances. These include:

Director’s Tip
Management should be aware of the available
exemptions and simplified approaches and
evaluate the costs and benefits in implementing
each approach. Accounting consultants may be
involved in this analysis.

• Lease receivables
• Contract assets with a significant
financing component

• Exemptions for low credit risks financial assets from
determining if credit risk has increased significantly;
• Simplified approaches for trade receivables, contract assets,
and lease receivables as illustrated below.

General model
Policy
choice
Stage 1

Stage 2

Stage 3

The motivation for a new hedge accounting model under FRS 109 arose due to corporations finding the existing hedge
accounting requirements under FRS 39 being too rule-based and not capable of reflecting risk management practices. FRS 39
limits the types of hedging instruments and hedged items that could be used in applying hedge accounting and the manner
in which they may be designated in a hedge relationship. As a result, hedge accounting was not applied for certain hedging
strategies that were carried out in practice.

1. Removal of 80%-125% quantitative bright-line for
effectiveness testing
FRS 39 required corporations to assess the effectiveness of
the hedge against an 80%-125% quantitative bright-line.
The bright-line was regarded as arbitrary and not reflective
of risk management policies. FRS 109 removes this brightline test.

Simplified model
• Contract assets without significant
financing component

Stage 2

Director’s Tip
It is important to note that hedge effectiveness
assessment is fundamentally different from hedge
effectiveness measurement. While the brightline is removed, ineffectiveness continues to be
measured and recognized in profit or loss.

2. Rebalancing the hedge ratio

Stage 3

• Trade receivables without a
significant financing component

Rebalancing the ratio of the hedged item against hedging
instrument is particularly common in risk management
strategies where an underlying identical to the hedged
item may not be available for hedging.
Special provisions
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More exciting possibilities

In this section, we look at some areas where hedge accounting under FRS 109 is more closely aligned to risk management
practices, as compared to FRS 39.

• Trade receivables with a significant
financing component

Purchased or originated
credit-impaired financial assets

Hedge accounting

• No loss allowance on initial recognition
• Apply a credit-adjusted effective
interest rate (based on the
expected cash flows at inception
including expected credit losses)

Stage 3

Under FRS 39, rebalancing the hedge ratio is regarded as
a discontinuation of the previous hedge strategy. FRS 109
permits rebalancing to be accounted for as a continuation
of a hedge relationship.
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Director’s Tip
This section does not represent an exhaustive
list of new possibilities arising from the FRS
109 hedge accounting model. In short, FRS
109 presents new opportunities to apply hedge
accounting in scenarios previously not permissible
under FRS 39. Management should consider
reaching out to accounting consultants in helping
to evaluate existing risk management practices
against hedge accounting requirements under
FRS 109 and assess the possibility of applying
hedge accounting.

3. Accounting for time value and forward elements
Corporations may elect to designate only the respective
intrinsic and spot elements of option and forward
derivative contracts as hedging instruments. The time
value and forward elements of the derivative contracts
(commonly known as “costs of hedging”) are not included
as part of the hedge relationship.
Under FRS 39, these costs of hedging are recognised through
profit or loss, which gives rise to volatility. Subject to meeting
certain conditions, FRS 109 permits these costs of hedging to
be deferred in other comprehensive income and the manner
in which they are released to profit or loss will depend on the
type of hedged risk.

4. Hedging risk components of non-financial items
In many commodity-based industries, sales and purchases
prices are determined as a percentage mix of different
commodity product types.
Under FRS 39, non-financial items may be eligible hedged
items only in their entirety or in respect of foreign
exchange risks. FRS 109 permits separate risk components
of non-financial items to be eligible for hedging if those
risk components are separately identifiable and reliably
measurable.
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Conclusion
Planning ahead
Implementing FRS 109 clearly involves a fundamental change beyond accounting. FRS 109 implementation
could involve significant changes to systems. In other cases, policies may have to re-drawn, and specialists may
have to be engaged. Below are some high level questions in helping management determine some immediate
next steps:
• Has the organisation put together a framework to identify and evaluate the impact from FRS 109? How can
the organisation undertake the evaluation in an efficient manner?
• Has the organisation identified all contractual arrangements that may be variably accounted for under FRS
109’s SPPI test and business model test?
• Are the organisation’s guidelines/strategies for various portfolios of financial assets clearly defined and
consistent with the different business model classifications within FRS 109?
• Can any of the information currently used by the organisation’s existing management reporting systems be
used for the new FRS 109 financial reporting requirements ?
• Are the existing systems capable of meeting the requirements of FRS 109?
• Has the organisation considered available simpified approaches and practical expedients available in FRS 109?
• Does the application of FRS 109 result in changes to financial ratios in a way that cause the organization to
breach its current loan covenants and increase financial risk?
• Does the organization have a plan to review its risk management strategies in view of the greater flexibility to
apply hedge accounting under FRS 109?
• Does the organization need to modify the KPIs for its personnel in order to align with the financial accounting
changes introduced by FRS 109?
• Has the organization assessed its existing technical capabilities, including finance team’s familiarity with the
new FRS 109 requirements, as well as availability of legal, credit and valuation specialists and systems experts?
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Issue 1: In our first issue, we looked at a wide variety of topical
issues: everything from how directors need to appreciate that their
duties go beyond simply setting the strategy and broad oversight
responsibilities to why it is essential that the board promote
awareness of quality financial reporting standards and the key tax
matters from the 2015 Singapore Budget. If you would like to view
our first issue, please click here to download the publication.
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