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E Stock Market Failures and Accountants

E Role of Accountants

E Desirable Traits of Global Accountants
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Ho Yew Kee, The Business Times  (9 Oct 2008)
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Ho Yew Kee, The Business Times  (14 Oct 2008)
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The unanswered questions in Tesco’s accounting scandal
By Graham Ruddick, 

Retail Editor, 06 Nov 2014

“When Tesco originally alerted the City to the potential shortfall in its profits, the
company estimated that profits for the past six months had been overstated by
£250m. It said this was primarily a “timing issue” – meaning that profits could
eventually be booked in a later period – and related to the recognition of revenue
and costs on deals with suppliers.

However, when the company published its half-year results last month, Tesco
completely wrote off £263m of profits. Not only that, but only £118m actually
related to the previous six months, with the rest from previous financial years.
Tesco’s new finance director, Alan Stewart, also said the majority of this related to
the recognition of revenues, not costs.”

Market Failures
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Toshiba’s accounting scandal is much worse than we thought
Michal Addady

Fortune, September 8, 2015

Toshiba admitted on Monday (6 Sep 2015) that it had overstated its profits
by nearly US$2 billion over the past 7 years, the Wall Street Journal reports.

The company announced in April that it had been facing accounting
problems, but the extent was not understood until now.

An independent panel said managers at the company set aggressive profit
targets that subordinates could not meet without inflating divisional results,
the Journal said.

Toshiba has responded to this scandal by changing its management.

Market Failures
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Major PR Nightmare for Any Corporation

Market Failures



Slide 8 of 21

Desirable Traits of Accountants
(25 April 2017)

©2017 Ho Yew Kee, PhD, FCPA, FCA, CFA

Recent Accounting Frauds

Company Transactions / Allegations Effects

Satyam Inflated profit and manipulation 
of the company’s accounts

Founders (Ramalingum and 
Rama Raju) jailed 6 months 
and fined in 2014.

Olympus 
Corp

Former chairman Tsuyoshi 
Kikukawa and two other former 
executives pleaded guilty in 
September 2012 for covering up 
losses of $1.7 billion at Olympus 
for 13 years starting in the 1990s. 

Olympus was fined US$5.86 
million, and the three officials 
received suspended sentences 
from the Tokyo District Court. 

Toshiba $1.9bn in concealed losses over 
six years (2008 to 2014)

Resignation of half of the 
company's board of directors 
and fine for the auditors

Market Failures
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Repo 105 – Off-Balance Sheet Device

Securities 1,000 Liabilities 1,100

Cash 300 Equities 200

1,300 1,300

Net Profit  $100
ROA (100/1,300) 8.3%
D/E Ratio (1,100/200) 5.5X

1 “sell $600 worth of securities for $590 
on 27 Dec 2016 with an agreement to 
buy them back in 10 days (7 Jan 2017) 
at $594”  
[Equities↓$10; Sec↓600; Cash­$590]

2 “use the $500 to pay 
down the liabilities”
[Cash↓500; Liab↓500]

Net Profit  $90
ROA (90/790) 11.4%
D/E Ratio (600/190) 3.2X

Securities 400 Liabilities 600

Cash 390 Equities 190

790 790

26 Dec 2016

27 Dec 2016

7 Jan 2017

Securities 1,000 Liabilities 1,100

Cash 296 Equities 196

1,296 1,296
Fundamentally 

what has 
changed?

3 “buy and 
borrow back”
[Equities­6; 
Sec ­ 600; Liab ­
500 ; Cash↓$94 
(500-594)]

In the second quarter of 2008 Lehman Brothers used Repo 105 to move $50 billion off of its balance sheet, according to the Examiner's report.

Market Failures
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Smoothed Income as Performance Indicators

0.0 

20.0 

40.0 
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80.0 

100.0 

120.0 

140.0 

160.0 

180.0 Expected Realised
Profit

"Adjust-
ments"

Managed 
Profit

Net 
Profit

% 
Growth

Net 
Profit

% 
Growth

2016 56.0 0.0 56.0
2017 78.2 39.6% (15.0) 63.2 12.8%
2018 117.0 49.6% (40.0) 77.0 21.9%
2019 157.0 34.2% (73.0) 84.0 9.1%
2020 137.8 (12.2%) (35.0) 102.8 22.4%
2021 97.0 (29.6%) 25.0 122.0 18.7%
2022 86.0 (11.3%) 56.0 142.0 16.4%
2023 69.0 (19.8%) 82.0 151.0 6.3%
Sum 798.0 0.0 798.0

Which profit trend would you prefer?

Market Failures
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Quarterly Income Smoothing

Expected Profit Smoothed (Managed) Profit

Which profit trend would you prefer?

Expected 
Quarterly Profit

Expected 
Cumulative Profit Adjustments Managed 

Quarterly Profit
Managed 

Cumulative Profit
Q1 150 150 (60) 90 90
Q2 250 400 (135) 115 205
Q3 (120) 280 235 115 320
Q4 160 440 (40) 120 440

Quarterly 
Profit

Quarterly 
Profit

-200

-100

0

100

200

300

400

500

Q1 Q2 Q3 Q4
-200

-100

0

100

200

300

400

500

Q1 Q2 Q3 Q4
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A Definition of Accounting

“the process of 

identifying, 

measuring, and 

communicating

economic information 

to permit informed judgments and decisions 

by the users of the information.” 

(ASOBAT AAA, 1966)

Accountants’ Role
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The Role of Accounting

v Stewardship of financial resources  (Accountability)

v Provision of information (Decision making role)

v Part of a wealth allocation or re-distribution 
mechanism. (Contracting role)

Accountants’ Role
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The Three Core Issues in Accounting

v Recognition (When should a transaction be recognised?)

v Measurement (How much is the transaction?)

v Disclosure (How is the transaction/information to be 
presented?)

Accountants’ Role
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Role of Accountants

v Curator of financial information for the purpose of 
decision making

v Strategic partner of management for the purpose of 
ensuring economic prosperity and continuity of the 
business

v Moderator of the behavior of self-interest management

Accountants’ Role
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Desirable Traits of Accountants

Ethics and Values

Technical 
Competency

Life 
Skills

Accountants’ Traits
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Technical Competencies

v Financial Accounting 

v Managerial Accounting 

v Audit and Assurance 

v Finance and Financial Management 

v Taxation 

v Commercial, Securities and Company Law 

v AIS, IT, Analytics and Big Data

v Economics and Statistics

Domain Competencies Functional Competencies

v Analytical

v IT Savvy

v Microsoft Office & 
VBA

v Meticulous and 
Paying Attention to 
Details

v Resourcefulness

Accountants’ Traits
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Life Skills
v Communication and Presentation Skills

v Teamwork and Negotiation Skill

v EQ – Ability to Relate

v AQ – Ability to Withstand Adversity 

v Personal Masteries – Time Management, Self-
Discipline, Self-Awareness, Self-Motivated

v High Level of Curiosity – Willing to Learn

v Ability to Make Sound and Wise Judgement

Accountants’ Traits
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Ethics and Values

v Sense of Excellence

v Independence and Impartiality

v High Moral Values – Honesty and Integrity

v Trustworthy and Confidentiality

v Professional Service Quality (Client Focus)

v Patient

Accountants’ Traits
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How Can Accountants Not be Replaced 
by Artificial Intelligence

v Provision of service which consists of sound 
professional judgement

v Learn how to use technology to get the work 
done

v Highly updated knowledge covering multiple 
domains and disciplines while connecting to IT

v Personal touch and highly specialized skills 
which cannot be replicated by robots

v Ability to manage client, adaptable to changing 
circumstances and to create new businesses

Step Up

Step Aside

Step In

Step Narrowly

Step Forward

https://www.fastcompany.com/3058800/how-to-avoid-being-replaced-by-a-robot by George Lorenzo

Accountants’ Traits
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Conclusion

E Accountants will always be needed in an 
unstructured world which requires professional 
judgment

E Accountants must re-tool themselves with 
modern technologies to enhance their value 
propositions

E There are core behavior, knowledge and 
competencies which an accountant need to be 
successful


