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Welcome to CAS Malaysia’s
third edition of Business
Highlights. This publication
aims to share updates and
news on current business
issues every six months with
valued clients and member
firms. In today's fast-
changing business environ-
ment, it is crucial to focus on
the challenges faced by
companies and the re-
sponse time in resolving

CAS International is a net-
work of accounting and con-
sulting firms serving a wide
range of clients.

Each member firm in CAS
International is an inde-
pendent legal entity in its
own territory.

Member firms have access
to an expert team of profes-
sional business advisors,
and provide well-thought
and result-oriented solu-
tions for clients.

Our partners and profes-
sional staff are well-
qualified and possess exper-
tise on a wide range of busi-
ness subjects.

them. We hope to add value
by sharpening our readers’
business knowledge and
empower them to stay
ahead of the competition.

| take this opportunity to
thank all colleagues for their
contribution to this Business
Highlights. We hope you find
our third edition of Business
Highlight useful. We wel-

They also offer extensive
experience in international
business practice and local
laws and customs, and are
always ready to refer clients
to their wide network of lo-
cal business contacts.

With a headcount of 450,
comprising partners and
staff from both local and
foreign firms, our network
operations are supported by
international committees,
technical taskforces and
frequent meetings and sem-
inars, reaping consistently
high service standards for
clients.

2/2016

thoughts and
improvement
issues. Happy

come your
feedback on
for future

reading!

Chen Voon Hann
Managing Partner
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Chartered Accountants
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Transfer Pricing (TP) regulations is no
longer uncommon practice in the
eyes of taxpayer. Inland Revenue
Board of Malaysia (IRBM) introduced
TP Guideline 2012, in line with the
introduction of transfer pricing legis-
lation in 2009 under Section 140A of
the Income Tax Act 1967. The guide-
line is based on arm’s length princi-
ple governed by Organisation for Eco-
nomic Co-operation and Develop-
ment (OECD) TP Guideline.

TP refers to the pricing of goods, ser-
vices and intangibles for dealings
and transactions between related
companies (subsidiaries and associ-
ates) or controlled companies
(branches) both in the cross-border
context and within the country.

TP is essentially about justifying that
the transaction prices set between
related parties are at market value
and on arm’s length basis. Arm’s
length price is the price which would
have been determined if such trans-
actions were made between inde-
pendent entities under the same or
similar circumstances.

Taxpayer’s Responsibility

TP guideline requires that, a taxpayer
who has entered into a major trans-
action with an associated person
prepare and keep contemporaneous
documentation.

Full TP Documentation should be
prepared for a business with gross
income exceeding RM25 million, and
the total amount of related party
transactions exceeding RM15 mil-
lion. Any person who falls outside the
scope above shall prepare Simplified
TP Documentation.

TP documentation is not required to
be submitted with the Annual Return
Forms. However, the documentation
should be made available to the
IRBM within 30 days upon request.
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In addition, effective Year of Assess-
ment 2014, taxpayer who entered
into related party transaction are
required to indicate the TP infor-
mation in the income tax return
(Form e-C).

Transfer Pricing Methodology

There are five acceptable transfer

pricing methodologies as follows:

i. Comparable uncontrolled price
method;

ii. Resale price method;

iii. Cost plus method;

iv. Profit split method; and

v. Transactional net margin meth-
od.

Taxpayer needs to select and apply
the most appropriate TP methodolo-
gy. The emphasis should be arriving
at an arm’s length price. In deciding
the most appropriate method, tax-
payer needs to consider the nature of
related transactions, completeness
and accuracy of data, reliability of
assumptions made, etc.

Transfer Pricing Audit

IRBM is becoming more rigorous with
the introduction of Transfer Pricing
Audit Framework which took effect
from 1 April 2013.

With the introduction of Transfer Pric-
ing Audit Framework, this provides
guideline during TP audit examina-
tion to ensure that controlled trans-
actions and deemed controlled trans-
actions comply with the arm’s length
principle and is in accordance with
the law, guidelines and rulings issued
by the IRBM.

The main areas covered in the frame-

work are as follows:

i.  Criteria for TP audit selection;

ii. TP audit methodology;

ii. Rights and responsibilities of
taxpayers and tax agents, audit
officers;

iv. Settlement upon completion of
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an audit; and
v. Offences and penalties.

Audit cases are selected based on
significance of amount of controlled
and deemed controlled transactions
between related companies before
detailed risk analysis is carried out.
Like standard audit process conduct-
ed by IRBM, TP audit is categorised
into desk audit and field audit.

Desk audit involves the review of
documents or information obtained
by correspondences, whereby taxpay-
er may be called for an interview at
IRBM'’s office if further information is
required. Specific desk audit cases
can be referred for field audit that
would entail a visit to taxpayer’s
premises for a detailed review of doc-
umentations and correspondences.

Generally tax audit covers a period of
3 to 6 years depending on the TP
issues. From 1 January 2014, the
years of assessment to be covered
will be restricted to 5 years. Upon
completion of an audit, IRBM will
issue a formal letter summarising
their finding with additional assess-
ment. Taxpayer is allowed to appeal
the assessment made through the
prescribed Form Q within 30 days
from the date the assessment is
raised.
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Tax adjustment as result of a TP Audit is subject to penalty under subsection 113(2) with the following penalty

rates applicable:

 No contemporaneous TP Documentation prepared - 35%
TP Documentation prepared not according to the requirements in the guidelines - 25%.

IRBM further introduced a new penalty regime for non-disclosure and omission of information on TP issues as

follows:
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International Accounting Standard 40
Investment Property (IAS 40) replaces
IAS 40 Investment Property (issued in
2000), and should be applied for annual
periods beginning on or after 1 January
2005. Earlier application is encouraged.

Definition

Investment property is property* to earn

rentals or for capital appreciation

(increase in market price) or both, rather

than for:

a) use or in the production supply of
goods or services or for administra-
tive purposes, i.e. owner-occupied
property. Such property is carried at
either depreciated cost or revalued
amount less subsequent deprecia-
tion.); or

b) sale in the ordinary course of busi-
ness (e.g. Inventories, IAS 2 requires
an entity to carry such property at
the lower of cost and net realisable
value.).

(*Property refers to land, a building or

part of a building that is held by the own-

er or by the lessee under a finance
lease.)

Example:

Some properties comprise a portion that
is held to earn rentals or for capital ap-
preciation and another portion is occu-
pied by owner for administrative purpos-
es. If these portions could be sold sepa-
rately (or leased out separately under a
finance lease), an entity accounts for the
portions separately. If the portions could
not be sold separately, the property is
investment property only if an insignifi-
cant portion is held for use in the pro-
duction or supply of goods or services or
for administrative purposes.

In some cases, an entity provides ancil-
lary services to the occupants of a prop-
erty it holds. An entity treats such a prop-
erty as investment property if the ser-
vices are insignificant to the arrange-
ment as a whole, i.e. the owner of an
office building provides security and
maintenance services to the tenant.
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If an entity owns and manages a hotel,
services provided to guests are signifi-
cant to the arrangement as a whole.
Therefore, an owner-managed hotel is
owner-occupied property, rather than
investment property.

If an entity owns property that is rented
to, and occupied by, its parent or anoth-
er subsidiary, the property does not
qualify as investment property in the
consolidated financial statements be-
cause the property is owner-occupied
from the perspective of the group. How-
ever, from the perspective of the entity
that owns it, the property is investment
property if it meets the definition. There-
fore, the lessor treats the property as
investment property in its individual fi-
nancial statements.

Recognition criteria

Investment property shall be recorded in

the company’s account as an asset

when, and only when:

a) it is probable that the future eco-
nomic benefits (e.g. rental income,
generated cash flow, increase in
selling price on the market) that are
associated with the investment
property will flow to the entity; and

b) the cost of the investment property
can be measured reliably (e.g. pur-
chase price, market price).

Initial measurement

An investment property shall be meas-
ured initially at its cost, which comprises
the purchase price and any directly at-
tributable expenditure such as profes-
sional fees for legal services, property
transfer taxes and other transaction
costs. Start-up costs, operating losses
and abnormal amounts of wasted mate-
rial and labour costs are not included.

Subsequent measurement

After initial recognition, an entity that
chooses the fair value model shall
measure all of its investment property at
fair value, except when the fair value
cannot measured reliably. A gain or loss
arising from a change in the fair value*
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of investment property shall be rec-
ognised in profit or loss for the peri-
od in which it arises.

*Fair value refers to the price that
would be received to sell an asset or
paid to transfer a liability in an or-
derly transaction between market
participants at the measurement
date.

After initial recognition, an entity
that chooses the cost model shall
measure all of its investment prop-
erties in accordance with Property,
Plant and Equipment requirements
(refer to MFRS 116) for that model,
other than those that meet the crite-
ria to be classified as held for sale in
accordance with Non-current Assets
Held for Sale and Discontinued Op-
erations (refer to MFRS 5).

Inability to measure fair value relia-
bly

In exceptional cases, there is clear
evidence when an entity first ac-
quires an investment property (or
when an existing property first be-
comes investment property after a
change in use (i.e. transfer from
owner-occupied property or invento-
ries) that the fair value of the invest-
ment property is not reliably measur-
able on a continuing basis.

This arises when, and only when,
the market for comparable proper-
ties is inactive (e.g. there are few
recent transactions, price quota-
tions are not current or observed
transaction prices indicate that the
seller was forced to sell) and alter-
native reliable measurements of fair
value (e.g. based on discounted
cash flow projections) are not availa-
ble.

If an entity determines that the fair
value of an investment property un-
der construction is not reliably
measurable but expects the fair val-
ue of the property to be reliably
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measurable when construction is com-
plete, it shall measure that investment
property under construction at cost
until either its fair value becomes relia-
bly measurable or construction is com-
pleted (whichever is earlier).

If an entity determines that the fair
value of an investment property (other
than an investment property under
construction) is not reliably measurable
on a continuing basis, the entity shall
measure that investment property us-
ing the cost model in Property, Plant
and Equipment (refer to MFRS 116).
The residual value of the investment
property shall be assumed to be zero.
The entity shall apply MFRS 116 until
disposal of the investment property.

Transfers to, or from, investment prop-
erty shall be made when, and only
when, there is a change in use. Please
refer to the diagram below for better
understanding.

Disclosure

An entity shall disclose:

a) whether it applies the fair value
model or the cost model;

b) if it applies the fair value model,
whether, and in what circumstanc-
es, property interests held under
operating leases are classified and
accounted for as investment prop-
erty;

¢) when classification is difficult and
the criteria it uses to distinguish
investment property from owner-
occupied property and from proper-
ty held for sale in the ordinary
course of business;

d) the extent to which the fair value of
investment property (as measured
or disclosed in the financial state-
ments) is based on a valuation by
an independent valuer who holds a
recognised and relevant profession-
al qualification and has recent ex-
perience in the location and catego-
ry of the investment property being

Investment Property (IP)

Definition

Recognition

Property — Rental
- Appreciation

Lease Measurement * Economic benefits
* Investment Property * Costs can be measured
* Finance lease Initial
= FV model
Cost
Subsequent
Cost Model FV Model
As PPE (FRS 116)
No depreciation FV
Depreciate
Change in FV
Impairment review
sSoci
Transfers
i start of owner occupation
Owner occupied = P
d of t
Owner occupied o TN P
view to sale

Inventory - P

Inventory start of opetatilg lease P
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valued. If there has been no such
valuation, that fact shall be dis-
closed;

e) the amounts recognised in profit or

loss for:

i. rental income from investment
property;

ii. direct operating expenses

(including repairs and mainte-
nance) arising from investment
property that generated rental
income during the period;

iii. direct operating expenses
(including repairs and mainte-
nance) arising from investment
property that did not generate
rental income during the period;
and

iv. the cumulative change in fair
value recognised in profit or loss
on a sale of investment property
from a pool of assets in which
the cost model is used into a
pool in which the fair value mod-
el is used;

f) the existence and amounts of re-
strictions on the realisability of in-
vestment property or the remit-
tance of income and proceeds of
disposal; and

g) contractual obligations to pur-
chase, construct or develop invest-
ment property or for repairs,
maintenance or enhancements.

CHONG SIEW YEN
siewyen@cas.net.my
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Under the current equity fundraising
landscape in the Malaysian capital
market, Bursa Malaysia operates two
markets, namely the Main Market and
the ACE Market. The Main Market lists
established companies with profit track
record and/or that have sizeable opera-
tions while the ACE Market enables
smaller companies with growth poten-
tial to tap equity funding.

Since 2010, the two markets have ena-
bled companies to raise a total amount
of RM67.73 billion via initial public of-
fering (“IPO”). The median IPO market
cap for ACE Market ranged from RM50
million to RM110 million, with higher
amount recorded in recent years. This
indicates that the size of companies
seeking to list on the ACE Market has
become bigger over time. Based on the
average 3 years’' data (2012- 2015),
the average cost of raising capital is
RM2.5 million for the ACE Market. As
such, it may not be cost effective for
smaller enterprises to raise funds
through the ACE Market, posing a chal-
lenge for these enterprises.

On 2 September 2016, Bursa Malaysia
released a consultation paper on the
proposed establishment of a new mar-
ket for small and medium companies
on the exchange. The second public
consultation paper on the proposed
rule framework for the proposed (New)
market released on 8 November 2016
follows from the Exchange’s first public
consultation paper on the business
model for the (New) Market.

The proposed (New) market is to sup-
port the growth of Malaysian small and
medium-sized enterprises (SMEs) by
providing greater access to the capital
markets and to provide an efficient and
transparent venue to spur investment
activities by venture capital and private
equity firms as well as other sophisti-
cated investors. The (New) Market aims
to facilitate SMEs of which there are
approximately 19,000 medium-sized
enterprises.
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The (New) Market will not only facilitate
the capacity building of the SMEs (via
access to the capital markets) but also
the capital market intermediaries and
players in supporting the SMEs. This
market aims to bring together SMEs,
intermediaries and qualified Sophisti-
cated Investors onto a single platform
to create a conducive marketplace to
raise funds for SMEs, a marketplace
that is efficient and transparent. In
summary, the benefits for the SMEs
are as follows:

a) provide access to wider investor
base for fundraising;

b) provide cost efficient access to eq-
uity financing;

¢) increase the public profile and visi-
bility of companies;

d) intermediate step in corporate gov-
ernance and disclosure require-
ments;

e) ease of future secondary fundrais-
ing;

f) facilitation to graduate to ACE Mar-
ket.

The (New) Market will ultimately link
SMEs who require funding to grow their
business with a diverse set of qualified
Sophisticated Investors who are com-
fortable with the equity market risk
associated with these companies. Bur-
sa Malaysia will provide a platform to
bring together the issuers and inves-
tors and creation of a regulatory frame-
work to address the key risks of issuers
and investors, subject to the approval
of the Securities Commission (SC).

The (New) Market will be opened to all
SMEs that are public companies incor-
porated in Malaysia. According to the
consultation paper, an issuer must
have an identified core business. The
core business must not be the holding
of investment in other listed corpora-
tions. At the point of listing on the
(New) Market, an issuer must have at
least 10% of the total number of
shares in the hands of public share-
holders. This is to ensure there will be
a minimum amount of liquidity upon
quotation of shares on the (New) Mar-
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ket. Only ordinary shares are allowed
to be listed on the (New) Market. Con-
vertible preference shares will not be
listed on the (New) Market but they
may be issued by the listed corpora-
tion. Once a preference share is con-
verted into ordinary share, it has to be
listed on the (New) Market.

The (New) Market will operate under a
full disclosure-based regime and an
adviser-driven framework. Bursa Ma-
laysia Securities will review the admis-
sion documents in focused areas, such
as corporate governance, conflicts of
interest and public interest but will not
assess the suitability of an applicant
for listing on the (New) Market.

The consultation paper is available at
http://www.bursamalaysia.com/
market/regulation/rules/public-
consultation.

The closing date to submit comments
and feedback on the first consultation
paper and second public consultation
paper was 2 October 2016 and 30
November 2016 respectively. The pa-
per remains subject to Bursa Malay-
sia’s and SC’s assessment; however,
we hope that the (New) market —
which would facilitate greater access
to capital market financing for SMEs to
support their development and lifecy-
cle needs — will be formed in the near
future.

LEOW JING XUAN
leowjx@cas.net.my
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Core competencies create competitive
advantages for a business. They are
the combination of pooled knowledge
and technical capacities that allow a
business to be competitive in the mar-
ketplace and are not easily replicated.
A business could utilise its core compe-
tencies to develop products, goods and
services in accordance with its mission.
Core competencies usually come from
years of experience and are stored in
the collective knowledge base of the
business and its employees. Therefore,
the right people are the most important
assets for a business.

Businesses often approach retention
issues reactively. Retention issues are
ignored until the management sus-
pects an employee might bail. Usually,
it is addressed by offering the employ-
ee some kind of enticement to keep
the person in the business. However,
this approach might not work in the
long run and it does not cultivate long
term loyalty. A business should manage
retention issues proactively to retain
talents.

Embed the right culture

The management should set the right
tone to create a positive working envi-
ronment for employees. For example,
managers can hold regular meetings in
which employees can voice out their
opinions and raise questions. Have a
two-way flow of information between

employees and managers that encour-
ages employees to speak frankly with
their managers without fear of reper-
cussion. Managers should be able to
empower employees to succeed and
grow, rather than just drive perfor-
mance. Good way of doing things moti-
vates employees and encourages loyal-
ty of employees.

Plan careers

Nobody will stay in the same role forev-
er. Employees are thinking about their
career development and managers
should be planning ahead to outline
long term goals for employees and to
guide them to achieve their career
goals within the business. Every em-
ployee may be motivated by different
things, therefore retention should be
made personal and tailored down to
individual level.

Offer a competitive remuneration pack-
age

Salary is not always the deciding factor
that causes employees to seek employ-
ment elsewhere but good compensa-
tion will help to retain and motivate
employees. Skills, knowledge, experi-
ence and contribution should be put
into consideration while designing the
compensation package for employees.
A good remuneration package should
include individual performance-linked
pay, group performance-linked pay,
fixed basic pay and benefits in kind.
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Provide training
Training is critical in employee reten-

tion as it shows that the firm values
the learning and development of its
people. Managers should identify are-
as of improvement for employees and
send them for training to educate
them and to improve their skills and
knowledge. Some training options are
in-house training, public seminar and e
-learning. Managers can choose the
option that best fits their staff.

Recognise accomplishment

It is important to recognise the accom-
plishments of employees whenever
they achieve targets set for their key
performance indicators. Managers
need to communicate with the employ-
ees to determine the most suitable
rewards for good performance. Em-
ployees are more likely to stay if they
feel that their efforts and contributions
are valued and appreciated.

Effective staff retention enhances the
rate of success of a business. Being
able to retain the right people means
that a business is relatively stable in-
ternally and that it can keep the mo-
rale high among its employees, thus
contributing to its success.

ANG ZHI JIAN
zhijian@cas.net.my

Employee Retention
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The 13th China International Small and Medium
Enterprise Fair, GuangzhouOctober 2016
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B-5-1, |0l Boulevard, Jalan Kenari 5,
Bandar Puchong Jaya,

47170 Puchong, Selangor.

Tel :03-80752300/80/81

Fax :03-8082 6611
Website : www.cas.net.my

Enquiry :enquiry@cas.net.my
Selangor International Expo 2016 Other offices: Alor Star, Ipoh, Johor
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