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“The current global environment is full of opportunities, but it poses unique challenges.
SMEs need to adopt innovative approaches.”
Dheeraj Rathi, ECOVIS RKCA, India

Author
Dheeraj Rathi
dheeraj.rathi@ecovis.com

2 ECOVIS info 2/2015

INDIA

Big March for SME

Changing business environment

In keeping with recent and
ongoing changes in the busi-
ness landscape, business is fo-
cusing on mobility rather than
stability, and the service busi-
ness has evolved accordingly.
Globalization is the buzzword as
geographic boundaries cease to
exist. Business is competing for
opportunities in an international
arena. Because the world is con-
nected in a single unit, any crisis
in one part of the world has re-
percussions in other parts, too.
Small and medium-sized enter-
prises (SMEs) play an important
role in the world economy and
contribute substantially to in-
come, output and employment.
SMEs are the growth engine for
the emerging world economy,
accounting for 85% to 90% of
business population, 55% of
private-sector value addition and
77% of private-sector employ-
ment. The contribution of SMEs
to economic fundamentals var-
ies substantially across countries:
from 16% of GDP in low-income
countries (where the sector is
typically large but informal) to
51% of GDP in high-income
countries. The BIG question is:
are they equipped to grow in
a changing business landscape
with more cross-border opportu-
nities emerging than ever?

The recent global financial cri-
sis created a particularly tough
climate for SMEs, reducing de-
mand for goods and services and
tightening the resources available
from banks and other financial
institutions. They face a challeng-
ing business environment includ-

ing changes in business, leader-
ship and approach.

SME challenges

Globalization is a market force

and an economic reality. Though

constrained by the global finan-
cial crisis and ongoing recession
in some countries, SMEs want to
take part in international growth
once recovery is fully underway.

The challenges they face are

many.

- Assessing various business
risks: A globalized business
world involves various risk fac-
tors including finance, market,
credit, liquidity and techno-
logical uncertainties to name a
few. Furthermore, fluctuations
in raw material prices, ex-
change rate fluctuations, cur-
rency risk, different account-
ing and control systems and
inflation pressure add to the
uncertainty of success. Assess-
ing these risks and addressing
them in business strategy is
essential for International busi-
ness.

- Access to markets: Apart from
physical barriers, foreign-mar-
ket regulations are another
barrier for small businesses.
Most SMEs have no clue about
these markets.

- Sub-optimal scale of opera-
tion: The scale of operation
of small businesses generally
does not satisfy global de-
mand. To increase production,
more capital infusion will be
needed and capital availability
is a challenge.

- Technological obsolescence:

Staying abreast of internation-
al standards, production prac
tices and technology is vital in
maintaining production capa-
bility and requirements.

- Supply chain inefficiencies:
Productivity is very much de-
pendent on the supply chain,
and inefficiencies will lead to
decreased profit margins.

- Funding shortages: Availability
of funds is important for plan-
ning expansion, working capi-
tal requirements and other ex-
penses. SMEs are often denied
funds for new projects and
products.

Implication of the challenges
While the current global environ-
ment is full of opportunities, it
poses unique challenges for en-
trepreneurs and small and me-
dium-sized businesses. To cope
with these challenges SMEs need
to adopt innovative approaches.
This may require them to step
out of comfort zones with real
ambition.

Entrepreneurs hesitate to take
the road to innovation because
of the associated risk. The risk
aptitude of SMEs is usually low
and they look at direct and im-
mediate benefits. In consulting
they also need to have a more
immediate tangible outcome
rather than directional advice for
managing risks. Ready availability
of finance can be an approach
which will help them to take up
challenging projects, but under-
standing the associated risks and
mapping them is fundamental
yet at times overlooked.




This has given rise to a knowl-
edge-based economy, with
knowledge being the most im-
portant resource and learning
the most important process.
Competitive advantage lies in
the ability to generate new ide-
as and transform them into eco-
nomic and social value. Access to
physical resources by enterprises
comes only after this. Competi-
tiveness lies in the ability to use
knowledge to improve perfor-
mance, which leads to innova-
tion. This is the driving force be-
hind expanding global SMEs.

The knowledge-based economy
requires resources with the right
skills. Building various functional
skills including sales, marketing
and communications is critical.
Improvements in processes re-
quire innovative ideas. All these
need the right leadership to
take on the changing challeng-
es. Choosing the right talent for

The Big March™

each of the different resources
is very essential, and providing
them with need-based training
with changing trends in the mar-
ket is equally important.

Existence of a formal procedure
and discipline is very important
for an enterprise to function
smoothly and even more criti-
cal for small and medium enter-
prises. Furthermore, there is a
tendency for these procedures
to change frequently. This makes
it difficult for a third party or a
newcomer to understand the ex-
isting business practices. Bring-
ing in a process and functional
approach is absolutely essential
to establishing credibility when
pitching to new clients.

Staying up to date with the lat-
est technology is critical in the
digitized world. Providing the
systems with IT support is vital
as they reduce redundancy and
improve performance; with so-
cial media they can transform
the concept of reach and com-
munication to stakeholders. Lev-
eraging the digitally connected
world is a challenge as they re-
quire clear understanding and fo-
cus, and management might not
understand the need to invest
in this. SME management might
require the use of information
technology in day-to-day man-
agement and accordingly train
employees to improve efficiency.

An approach which can prepare a business to
understand the elements of next flight; there is
no magic pill for growth, but simple elements
like understanding the real value of their efforts,
defining success in the business, the valuation
of enterprise, sustainable elements can unleash
their own growth path.

A deep understanding of business objectives
or intent, well-defined resource strategy, effi-
cient work systems to get things done, and tal-
ent that builds a growth ecosystem is the bed-
rock of BIG MARCH. Business Intent, Growth
through Systems, Marshalling Resources and
Channelizing talent.

A focused business intent will help develop a
strong strategy with the required resources and
create an ecosystem for the talent involved. Es-
tablishing a system and processes coupled with
the right resource tapping will help SMEs reach
their goals in the ever-evolving business land-
scape.

The workshop series around the 4 Pillars can
help ECOVIS to position itself not as an ac
counting or law office but as a consulting pow-
erhouse, helping clients to grow and work as
partners of choice in a Financial, Legal, Account-
ing and Consulting space.

|
Tip

Read more about

the opportunities for
professional services
online:
www.ecovis.com/en/
category/
global-newsletter/
02-2015
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“The objective of Broad Based Black Economic Empowerment is to correct inequalities
stemming from apartheid. It has a real impact on business.”
Rossouw Pieterse CA (SA), ECOVIS ARB Auditors Inc., South Africa

SOUTH AFRICA

Why BBBEE is important for business

The legislation Broad Based Black Economic Empowerment (BBBEE) has an impact on
business. It is intended to be temporary in scope.

Author
Rossouw Pieterse
rossouw.pieterse@ecovis.com
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he objective of BBBEE is to

correct inequalities that were
placed on the population in the
past through apartheid. Due to
the lack of opportunities in terms
of the education and skills devel-
opment given to the previously
disadvantaged groups the pov-
erty gap has grown significantly
and it is difficult to find a balance
of economic participation. BBBEE
is intended to stimulate the pro-
cess of participation of previ-
ously disadvantaged groups in
the economy to lead to increased
economic growth.
When the new Constitution was
adopted, a provision was made
that government tenders must
take black-owned entities into
consideration.
The Preferential Procurement Pol-
icy Framework Act was then writ-
ten and promulgated. This led to
the implementation of Black Eco-

nomic Empowerment in 2003.
The focus of the policy was to
give ownership in companies to
previously disadvantaged groups.
The method was flawed and only
a small group of people benefit-
ed. Following this, Broad Based
Black Economic Empowerment
was formed and implemented in
2007. BBBEE comprises a score-
card with 5 elements (May 1,
2015). Companies are awarded
points for each of the 5 elements
to establish a total score out of
109. Based on the score, you ob-
tain a certain level. Level 1 is very
compliant while level 8 is non-
compliant. Unlike the previous
legislation, the new codes focus
on all requirements to uplift eco-
nomic participation and include
socio-economic development,
supplier development, enterprise
development, skills development,
employment equity and manage-
ment control.

You have to be BBBEE compli-
ant to be able to do business in
South Africa. One of the 5 ele-
ments of the BBBEE scorecard
is preferential procurement and
supplier development. This is the
element that carries the most
weight (nearly 40%). If you pro-
cure from other entities that are
BBBEE compliant your BBBEE
score increases. One can see the
trickledown effect from suppli-
ers to government down to their
suppliers. Once again the goal is
to try and achieve a level 4 as this
gives you 100% contribution to-
wards preferential procurement.
To address differences among

different types of entities they

are placed into 3 categories.

- The first is Exempt Micro En-
terprises (EME). This repre-
sents entities with an annual
revenue of less than R10 mil-
lion. If you fall in this category
you will be awarded as a Level
4 contributor.

- The second category is Quali-
fying Small Enterprises (QSE).
This represents entities with
an annual revenue of between
R10 million and R50 million.
In the new codes QSEs need
to comply with all 5 elements
and at this stage the advan-
tages of a QSE is not clear (pri-
or to May 1, 2015, they only
needed to comply with 4 out
of 7 codes).

- The third category is Generic
Entities; it represents all enti-
ties with an annual revenue of
more than R50 million. These
entities need to comply with
all the elements of the BBBEE
scorecard.

It is very important to be aware
of BBBEE when doing business
in South Africa. It is a unique
piece of legislation and very im-
portant for economic growth in
the country. Businesses need to
embrace BBBEE to become suc
cessful. Planning ahead is vitally
important to obtain the required
level.

Please contact Rossouw from

ECOVIS ARB Auditors Inc. regard-

ing any further details on BBBEE

or to obtain more information
on how we can assist you with

BBBEE-related services.




“As a result of the 2015 Japanese Tax Reform, the consumption tax — similar to VAT or
GST - now applies to cross-border digital services.”
Yoshiaki UNO, ECOVIS XAT Tax Corporation, Japan

JAPAN

Revision of the Japanese Consumption Tax

The 2015 Tax Reform Package was passed by the National Diet on March 31, 2015. The Tax
Reform contains a new imposition of the Japanese consumption tax on cross-border digital
services provided on or after October 1, 2015, by overseas service providers to customers in
Japan. The Japan Consumption Tax is similar to VAT or GST in various other countries.

Author
Yoshiaki UNO

The key changes at a glance: How consumption taxes are
collected from customers and

delivered to the Japanese

tax credit when they file and
pay consumption tax received

Scope of digital services from their customers on sales

- Digital services subject to the government or services in Japan. yoshiaki.uno@ecovis.com
new taxation include distribu- - Provision of B-to-B digital - Provision of B-to-C digital —
tion of e-books, music, and services services

advertising. Digital services
also include cloud services and
the licensing of copyrights by
overseas license holders.

- International telephone com-

munication services and ser-
vices where the main transac-
tion is the transfer of goods or
tangible assets are excluded
from these digital services.

- Under the revised law, the

cross-border digital services
are deemed to be provided in
Japan where their customers
are located.

Reverse charge mechanism for
consumption tax will be imple-
mented for B-to-B digital ser-
vices, where parties in Japan
receiving digital services from
overseas service providers in
connection with the parties’
business have an obligation to
pay and deliver to the Japanese
government the consumption
tax on digital services. For such
parties in Japan, consumption
tax paid on digital services can
be counted as consumption
tax eligible for consumption

All digital services provided by
overseas service providers oth-
er than B-to-B digital services
will be classified as B-to-C
digital services. Digital services
provided to both business par-
ties and individual consumers
will be classified as B-to-C dig-
ital services unless the services
are definitely provided only to
business parties because of
the nature of the services or
the service contract. Any B-to-
C digital service provider will
be obligated to pay consump-
tion tax to the Japa-
nese government. The
registration system for
overseas service provid-
ers will be implemented
on or after July 1, 2015.
For business parties in
Japan, consumption tax
paid to registered over-
seas provider for digital
services can be counted
as consumption tax eli-
gible for a consumption
tax credit.

Other details

There are exceptions
and further details
which will be provided
to overseas providers.
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“Change to accounting framework used by SMEs in Malaysia effective financial year
2016 will require early and informed preparation.”
Eileen Lim, ECOVIS AHL, Malaysia
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T New Economic Model

2 SME Masterplan 2012-
2020, Role of SMEs in the
Economy
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MALAYSIA

Transition to MPERS

Practical changes to be implemented as early as 2015.

Small and Medium Enterprises
(SMEs), touted as the back-
bone of the Malaysian economy
due to the size of their contribu-
tion, have become the focus of
hope to lead Malaysia to high-
income nation status by 2020".
By 2020, SMEs will be the key
driver of growth, contributing
42% to the nation’s gross do-
mestic product, employing 63%
of the country’s workforce and
making up 25% of Malaysian ex-
ports2.

With plans ready to push SMEs to
the economic forefront through
the SME Masterplan 2012-2020,
regulators’ eyes are on the so-
phistication, relevance and suf-
ficiency of the financial report-
ing practices of these entities to
supply the needed information.
The current Private Entities Re-
porting Standards (PERS), based
on pre-2003 International Ac
counting Standards (IAS) issued
by the International Accounting
Standards Board (IASB), have not
been updated since being issued
between 1999 and 2004.

In February 2014, the Malaysian
Accounting Standards Board
(MASB) announced that all pri-
vate entities shall apply the new
accounting framework, the Ma-
laysian Private Entities Reporting
Standards (MPERS), in their finan-
cial statements beginning on or
after January 1, 2016. The MPERS
is the word-for-word version of
the IFRS for SMEs issued by the
IASB with the exception of the
requirements on income tax and
property development activities
and a few terminological chang-

es. Alternatively, private entities
may choose to apply the Interna-
tional Financial Reporting Stand-
ards (IFRS)-compliant Malaysian
Financial Reporting Standards
(MFRS). The latter requires more
fair-value based reporting for as-
sets and liabilities and robust fi-
nancial statements disclosure.
Application of MPERS and MFRS
is retrospective and requires early
preparation so that financial in-
formation is available on the date
of transition to the new frame-
work or MFRS. The earliest date
of transition is January 1, 2015.
Differences between PERS and
MPERS are few. MPERS us-
es more cost-based models to
measure assets and liabilities, and
where fair value measurement is
applicable it is only necessary if
the fair value can be measured
reliably without undue cost or
effort, or it remains an option.
In spite of this, preparation for
transition to MPERS should begin
as early as the date of transition
to MPERS in several areas of ac-
counting. This article discusses
the pertinent areas.

Financial instruments

Entities on the PERS framework
since inception are not exposed
to the concept of financial instru-
ments. MPERS introduces Section
11 Basic Financial Instruments
and Section 12 Other Financial
Instruments Issues (these are
the specific fair value accounting
standards not seen in PERS) to
recognize, derecognize, measure
and disclose financial assets and
liabilities.

Section 11 Basic Financial Instru-
ments: Examples of financial
instruments are cash, demand
and fixed deposits, receivables,
payables, investments in prefer-
ence shares and ordinary shares,
bonds and similar debt instru-
ments and commitments to re-
ceive a loan.

Financial assets and liabilities are
recognized initially at transaction
costs, except for financing trans-
actions, where financial instru-
ments are measured at present
value of future payments dis-
counted at market rate of inter-
est for a similar debt instrument.
Examples of financial instruments
that are financing arrangements
are long-term loans made to an-
other entity, goods or services
sold to customers beyond the
normal interest-free credit period
and loans received from a bank.
On the date of transition and on
every subsequent reporting date,
financial assets are measured at
cost less impairment, except that
investments in shares which are
publicly traded or where their
fair value can be determined re-
liably are measured at fair value
through profit or loss.

Unless an entity adopts MPERS
ahead of the mandatory effective
date, the above financial instru-
ments need not be recognized or
remeasured at fair value before
the financial year beginning on or
after January 1, 2016.

Section 12 Other Financial Instru-
ments: Derivative instruments
(for example options, swaps,
futures and forwards) are off-
balance sheet items under PERS.




On the date of transition, entities
must obtain market prices (which
may be more conveniently avail-
able on or near the date of tran-
sition) to measure the derivative
contracts at fair value through
profit or loss and recognize the
fair value difference between
contract date and date of transi-
tion in profit or loss. Subsequent-
ly derivative contracts are meas-
ured at fair value through profit
or loss at each reporting date.

Inventories

MPERS has disallowed the last
in, first out (LIFO) method for
determining inventory costs. The
standard cost method, retail price
method or most recent purchase
price for measuring the cost of
inventories is allowed if result ap-
proximates cost.

Entities applying the LIFO cost
formula must recalculate inven-
tory costs on the date of transi-
tion based on a permissible cost
formula (for example first in, first
out (FIFO) or weighted average).
Doing this would go a long way to
facilitate migration to a non-LIFO
method of inventory costing in fi-
nancial year 2016 (and eliminate
substantially the pain of recalcu-
lating costs of inventory sold in
the first year of adopting MPERS).

Entities must be prepared to as-
sess potential impairment on
inventory where the carrying
amount is not fully recoverable at
each reporting date, commenc-
ing on the date of transition.

Investment property

Under PERS, fair value changes
on investment properties carried
at revalued amounts are only rec-
ognized in revaluation reserve.
Entities adopting MPERS can
now measure investment prop-
erties at fair value through profit
or loss if fair value can be deter-
mined reliably. Market value in
property valuation report (at, or
before date of transition) can be
designated as deemed cost at the
valuation date.

Share-based payments

Entities shall record the previous-
ly off-balance sheet share-based
payments (in the form of shares
or share options) to employees
at fair value of services received
on grant date or, if there are vest-
ing conditions, during the vest-
ing period. If fair value cannot
be estimated reliably, the value
of share-based payments can be
measured by reference to fair val-
ue of equity instruments granted.
Exemptions are available to first-

time adopters of the MPERS from
the need to apply Section 26
Share-based Payment to equity
instruments that were granted
before the date of transition to
MPERS, or to liabilities arising
from share-based payments that
were settled before the date of
transition.

Conclusion

The transition period from PERS
to MPERS can be less arduous if
accountants are well prepared
with technical know-how, mi-
gration plans and staff capacity.
Starting early and working stead-
ily (@t a minimum on areas men-
tioned in this article) is a key to
successful adoption of MPERS
with minimal stress, time and
costs.

The more robust financial report-
ing with adoption of MPERS will
contribute to enhancing the qual-
ity, transparency and compara-
bility of private entities globally
and improve their accessibility
to finance locally and globally.
With the benefit of hindsight,
accountants can take advantage
of opportunities to unlock value
in the entity through adoption of
MPERS should the entity decide
to go public.

" A private entity defined
according to MPERS Sec-
tion 1 is a private company
incorporated under the
Companies Act, 1965, that
is not required to prepare
or lodge its financial state-
ments to the Securities
Commission or the Central
Bank of Malaysia and is not
a subsidiary, associate or
joint venture of an entity re-
quired to prepare or lodge
its financial statements
to the Securities Commis-
sion or the Central Bank of
Malaysia.

iPrivate entities prepare their
first set of MPERS-compli-
ant financial statements for
financial year beginning on
or after January 1, 2016.
Comparative information
for financial year 2015 shall
be restated for comparabil-
ity. An entity may present
comparative information in
respect of more than one
comparable period. How-
ever, impact of changes to
accounting policies arising
from application of the
MPERS must be shown on
the date of transition to
MPERS which is the begin-
ning of the earliest com-
parative period presented
i.e. the first day of the
comparative period. Date
of transition to MPERS for
private entities of December
317 year-end is January 1,
2015.

|
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To read more detailed
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biological assets and
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ABOUT ECOVIS

Ecovis is a leading global consulting firm with its origins in Continental Europe. It has over 4,500 people operating in over 50 countries. Its consult-
ing focus and core competencies lie in the areas of tax consultation, accounting, auditing and legal advice. The particular strength of Ecovis is the
combination of personal advice at a local level with the general expertise of an international and interdisciplinary network of professionals. Every
Ecovis office can rely on qualified specialists in the back offices as well as on the specific industrial or national know-how of all the Ecovis experts
worldwide. This diversified expertise provides clients with effective support, especially in the fields of international transactions and investments—
from preparation in the client‘s home country to support in the target country. In its consulting work Ecovis concentrates mainly on mid-sized firms.
Both nationally and internationally, its one-stop-shop concept ensures all-round support in legal, fiscal, managerial and administrative issues.

The name Ecovis, a combination of the terms economy and vision, expresses both its international character and its focus on the future and growth.

LEGAL NOTICE

Publisher . ECOVIS International, Ernst-Reuter-Platz 10, 10587 Berlin, Germany, tel. +49 (0)30-31 00 08 55, fax +49 (0)30-31 00 08 56
Realization . EditorNetwork Medien GmbH, 80337 Munich, Germany

Editorial Department . Kurt Biilow, Denmark; Vanessa Hadinegoro, Netherlands; Robert McCann, United Kingdom; Dr. Ferdinand Riichardt, Germany;
Andreas Karaolis, Cyprus; Carmen Vasile, Romania

ECOVIS info is based on information which we consider to be reliable. However, due to constantly changing laws, liability may not be assumed.




