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big 
ambitions?
For your next 
move, go to www.
accacareers.com/
china-hong-kong

XbRL takes hoLd
The ‘bar-coding’ 
language geared 
to business 
reporting is 
gaining ground 
globally, but not 
all companies  
are convinced  
of its efficacy
Page 26

a betteR audit
Traditional 
methods can miss 
the bigger picture 
of how a company 
treats its people – 
now stakeholders 
are calling for 
human rights 
audits
Page 42

ReseaRCh and insights app
The new release of our app explores finance 
function transformation, in particular shared 
services and outsourcing. To download it, visit 
www.accaglobal.com/riapp, or just search for 
‘ACCA Insights’ in the iTunes App Store

As deputy director general of Public Company Supervision II at the China Securities 
Regulatory Commission (CSRC), Zhao Lixin is playing a leading role in developing the 
ChiNext market – a key element in the national strategy for innovation. See page 12

time foR agReement
A growing need for international tax transparency has cranked up 
the pressure on jurisdictions to sign comprehensive double taxation 
agreements (CDTAs). These allow the respective parties to determine 
the taxing rights of each, as well as enabling the exchange of 
information to prevent tax evasion. To date, Hong Kong has signed 
27 such agreements. But as a low-tax jurisdiction, there may not be 
a great incentive for some countries to enter into CDTAs where the 
primary beneficiary may be viewed as Hong Kong.

So where does that leave countries wanting to enter into an 
arrangement that allows the free exchange of  tax information but 
for whom a CDTA doesn’t cut it? Step forward the Tax Information 
Exchange Agreement (TIEA). Except that Hong Kong has, so far, 
declined to negotiate on TIEAs. Why? In our feature on page 16, we 
look at the increasing pressure on Hong Kong to agree to the TIEA 
framework put forward by the OECD Global Forum on Transparency 
and Exchange of  Information for Tax Purposes.  

When the Global Forum conducted its phase 1 peer review report, it 
noted that Hong Kong has an adequate legal and regulatory framework 
to facilitate effective tax information exchange. Hong Kong has indeed 
made great strides in establishing its international tax treaty network, 
putting it on a par with international standards. This is in Hong Kong’s 
interest as it enhances its position as an international business and 
financial centre. But the fact that it is the only jurisdiction out of  108 
Global Forum members to not agree to the TIEA framework raises 
questions. In June 2012, the Hong Kong government concluded a 
public consultation; ACCA has made submissions on this and broadly 
supports the legal framework for entering into TIEAs, with caveats. 

The phase 2 peer review report, on the progress of  the Global 
Forum’s members towards full and effective tax information exchange, 
will be issued soon. As one tax professional puts it: ‘the pressure on 
the government – and the profession – to act is immense.’ 

Colette Steckel, colette.steckel@accaglobal.com
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01 David Beckham 
has become a 

global ambassador for 
Chinese football in a bid 
to boost its profile. He 
will combine the role 
with playing for French 
team Paris St-Germain

02 Japan’s prime 
minister Shinzo 

Abe announced that 
Tokyo could be an 
inspiration for other 
cities if  it wins the 
right to host the 
2020 Olympics

03 Aged 114, 
Misao Okawa 

from Japan has been 
recognised by Guinness 
World Records as the 
oldest woman alive 

News in pictures6



04 Europe’s 
horsemeat 

scandal has spread to 
Asia, with an imported 
lasagne brand taken 
off  the shelves of  
ParknShop, one of  the 
biggest supermarket 
chains in Hong Kong 

05 After winning an 
Oscar for movie 

blockbuster Life of Pi, 
Taiwanese director Ang 
Lee has been celebrated 
across Asia. Lee shot the 
film in his home country 
and has been thanked 
publicly by president 
Ma Ying-jeou 

06 Park Geun-
hye was sworn 

in as South Korea’s 
first woman president 
at an inauguration 
ceremony at the National 
Assembly in Seoul, with 
global sensation Psy 
also performing

07 As the global 
demand for ivory 

is on the rise, Singapore 
is bucking the trend. The 
number of  shops selling 
ivory in the country has 
more than halved in the 
last decade, according to 
a survey by two wildlife 
conservation groups
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THE CRIPPLING COST OF LIVING IN URBAN ASIA
According to the latest Worldwide Cost of Living Survey from the Economist Intelligence Unit, five cities in Asia Pacific and one 
in Europe have displaced Zurich at the top of the most expensive urban location list. The top 20 now includes 11 Asian cities.

WAS THIS YEAR’S BONUS BIGGER THAN LAST YEAR’S? 
Finance professionals in three locations told Efinancialcareers.com how their latest annual bonus compares 
with the previous one. The average increase was 19% in Hong Kong, 10% in Australia and 8% in Singapore.

KEY:

Bigger

Smaller

The same

MOBILE MIRED
Brands in Asia Pacific are struggling to develop 
formal mobile strategies, putting at risk the 
success of their marketing plans, according to 
a study by Warc and the Marketing Association 
for the Festival of Media Asia. Respondents 
rated Japan and South Korea as the most 
innovative in Asia Pacific for mobile marketing.

MALAYSIANS CRACK FORBES
Fourteen of the world’s 1,342 billionaires 
are Malaysians (up from 11), according to 
the latest Forbes rich list, with Robert Kuok 
ranking joint 76th richest man on the planet.

1
TOKYO

2
OSAKA

3
SYDNEY

=4
OSLO

=4
MELBOURNE

6
SINGAPORE

AUSTRALIA HONG KONG SINGAPORE

99M
Number 
of  people 
living 
below the 
poverty 
line in 
China 
in 2012 
(down 
from 122m 
in 2011).

61%
Proportion 
of  Chinese 
companies 
facing 
a skills 
shortage, 
according 
to Grant 
Thornton.

13%
Proportion 
of  Asian 
investors 
looking for 
openings 
overseas, 
according 
to an EY 
survey of  
investors.
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us$12.5bnROBERT KUOK 

us$11.7bn
ANANDA 

KRISHNAN  

us$6.6bn
LIM KOK 
 THAY 

us$5.6bn
TEH HONG 

PIOW  

us$4.5bn

LEE SHIN 
CHENG   

us$2.8bn
YEOH TIONG 

LAY    

us$4.8bnQUEK LENG 
CHAN   1 JAPAN

3 CHINA

5 INDIA

2 SOUTH KOREA

4 SINGAPORE

News in graphics8



6% 
Global 

accounting 
network 
income 

growth in 
2012 (8% in 

2011).

US$145bn 
Combined 
revenue of 

leading global 
accountancy 

networks 
in 2012 

(US$137bn in 
2011).

180,529 
Global 

workforce of 
PwC, the firm 

with biggest 
fee income.

       PwC      +8%

$31,510m

$31,300m

$24,420m

$23,030m

$6,016m

$4,182m

$3,317m
$3,078m

$2,840m $3,987m

According to the survey, 18 of the 22 
networks surveyed grew revenue in 
2012, down from 21 in 2011. Of all 45 
surveyed networks and associations, 
23% reported a fall in revenues and 
11% saw double-digit growth (down 
from 27% in 2011). PwC remained the 
largest global network, a title that only 

Deloitte has ever wrested away from 
it – once, in 2010.

The year saw a surge in M&A activity 
among the larger mid-tier networks, 
with BDO International merging with 
PKF International’s firms in Australia, 
China and the UK.

Firms saw continued pressure on 

audit and accounting services, with 
advisory – and to a lesser extent tax – 
bringing in organic growth.

Worldwide, firms in Turkey (35%), 
China (28%) and India (20%) enjoyed 
strongest average growth in the year, 
as networks and associations invested 
heavily in these emerging economies.
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       DELOITTE     +9%

       ERNST & YOUNG    +7%

       KPMG     +1%

       BDO      +6%

       GRANT THORNTON    +10%

       RSM     +1%

       BAKER TILLY INT    +3%

       CROWE HORWATH    +5%

       NEXIA     +22%

www.InternationalAccountingBulletin.com

GLOBALS’ GROWTH SLOWS
Despite overall income growth in 2012, the 22 
leading global accountancy networks have seen 
their rate of growth dip for the first time since 2009 
as a result of pressure on fees, regulatory scrutiny and 
intense competition across the industry. According to the 
latest survey by International Accounting Bulletin, there 
has been virtually no change in the Big Four’s market share. 
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BONUS BONANZA
Nearly four in 10 Hong-Kong based 
finance professionals (39%) received 
on average a bigger bonus in 2012, 
up from 33% in 2011. They fared 
better than their peers elsewhere 
in the region, according to the 
eFinancialCareers annual Bonus 
Survey. It found that in Singapore, the 
proportion of  those receiving higher 
2012 bonuses was 31% (up from 29% 
in 2011), while in Australia, the figure 
fell to 28% (from 34% in 2011). For 
around half  of  Hong Kong finance 
professionals, bonuses decreased 
or stayed the same. ‘Given that the 
average bonus amount has increased, 
our results suggest that financial 
services companies in Hong Kong 
have focused on rewarding their top 
performers in order to ensure that they 
retain them,’ said George McFerran, 
managing director, Asia Pacific, 
eFinancialCareers. 

WASTE NOT
Faced with what it calls ‘an imminent 
waste management crisis’, the 
Hong Kong Government is considering 
a tax on glass bottles. Under the 
proposal, a mandatory recycling fee 
would be levied on bottle suppliers – 
similar to the existing levy on plastic 
shopping bags since 2007, and a 

scheme for the disposal of  electrical 
and electronic equipment waste, 
imposed in 2010. The government 
says that recycled glass bottles, after 
suitable processing, can be turned 
into different kinds of  construction 
materials. It hopes that 70% of  the 
city’s waste glass – over 100 tons 
per day – can be recovered through 
the scheme. A three-month public 
consultation, launched in February, will 
end in May.

WHAT PRICE CARBON? 
China is tipped to be the next country 
to introduce a carbon tax. Mainland 
press has reported that Beijing ‘will 
proactively introduce a set of  new 
taxation policies designed to preserve 
the environment, including a tax on 
carbon dioxide emissions’. Quoting 
a senior official within the Ministry 
of  Finance, the reports said that the 
government is also considering taxing 
energy-intensive products such as 
batteries, as well as luxury goods such 
as private aircraft, in order to clear up 
China’s smoggy skies. A rise in the coal 
tax and a resource tax levied on water 
have also been mooted.

JOBS JOY
Workforce solutions provider Kelly 
Services forecasts more job openings 

for finance professionals this year. 
Unveiling the findings of  its 2013 
Salary Guide Greater China, Alan 
Wong, managing director, Kelly 
Services Hong Kong, said: ‘With the 
return of  market confidence in 2013, 
we are observing a significant shift 
to a more positive outlook among 
leaders in the business community. 
As a benefit for all, organisations 
seem willing to move from merely 
surviving in the present environment to 
investing in future growth. As outlooks 
improve, we are excited to observe a 
growing demand for candidates with 
solid accounting, insurance and other 
financial skills.’

DEBT SAVVY
Close to half  of  China’s provinces are 
setting their growth sights lower as 
the central government urges quality 
of  expansion over speed – a sign of  
an increased focus on tackling rising 
debt. Bloomberg reported that 14 
provinces have set lower targets for 
gross domestic product expansion this 
year than in 2012, and the other 17 
left their goals unchanged, according 
to Nomura Holdings. 

YUAN STEPS UP
Internationalisation of  the Chinese 
currency has received a boost 
after derivatives-exchange operator 
CME Group began offering foreign-
exchange futures contracts in 
Hong Kong denominated in yuan. 
KC Lam, the Singapore-based head 
of  foreign-exchange products in 
Asia for CME, told China Daily that 
the status of  China – as the world’s 
second-biggest economy, number-one 
exporter and number-two importer 
– means growing global demand 
for its currency. He said that CME’s 
decision to launch the yuan-deliverable 
offshore contracts was ‘primarily 
commercially driven’. 
 
SLICING INTO THE PIE
The CEO of  AIA Group, Asia’s third-
largest insurance company, says that 
most Asians remain under-insured, 
despite the record growth of  his 
company. AIA reported a 27% leap in 

IFRS GOOD FOR CHINA
New ACCA research has found that 
convergence to international financial 
reporting standards (IFRS) has 
benefited the Chinese economy. Does 
IFRS Convergence Affect Financial 
Reporting Quality in China? found 
that the value relevance of earnings 
of Chinese companies listed on 
the Shanghai and Shenzhen stock 
exchanges increased following IFRS 
convergence in 2007. 

Manos Schizas, senior economic 
analyst at ACCA, said that convergence 
demonstrated ‘how policymakers have 
matched and integrated accounting 
reforms with economic ones – it is 
actively helping China achieve more 
balanced, equitable and sustainable 
growth led by the private sector.’

10 News round-up

Shanghai Stock Exchange
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the value of  its new business, boosted 
by growth in Thailand and Singapore, 
but CEO Mark Tucker told CNBC that 
the company was yet to fully capitalise 
on growth across Asia and said the 
region's insurance ‘pie’ was getting 
larger. Tucker said that ‘80% of  the 
world’s insurance industry growth will 
come from emerging markets, half  of  
that from China,’ offering ‘fantastic 
opportunities for us’. 

FUND FRIENDLY
Deloitte has welcomed an extended 
exemption from profits tax for 
offshore funds that invest in Hong 
Kong – ‘something the industry has 
long been seeking’, it says. The move, 
announced in February’s Budget, 
will help position Hong Kong as an 
international asset management 
centre, Deloitte says. However, 
the firm wants the government 
to consider further extending the 
exemption ‘to include local funds as 
well, in order to truly enhance the 
industry in the territory’. 

PEER PRESSURE
Hong Kong companies are falling 
behind their counterparts in Asia’s 
fast-growing economies in adopting 
employee strategies to distinguish 
themselves and demonstrate why 
they are a great place to work, 
thereby increasing the risk of  reduced 
employee engagement and poorer 
business performance, according to a 
survey conducted by Towers Watson. 
The professional services firm’s 
research shows that companies with a 
strategic approach to their employee 
value proposition and total rewards 
face fewer challenges attracting and 
retaining key employees. In addition, 
they are seven times more likely 
to have employees that are highly 
engaged and three times as likely to 
see financial performance significantly 
above their peers. 

CORPORATE REFUNDING TICK
The refunding needs of  Asian non-
financial corporates (excluding 
Japan) for domestic and crossborder 
bonds due through 2016, totalling 

US$314bn, are manageable, according 
to Moody’s Investors Service. During 
this period, annual maturities will 
peak at US$92bn in 2014, up from 
US$78bn in 2013, before declining to 
US$63bn by 2016, according to the 
report. ‘These maturity amounts are 
manageable, given the strong issuance 
levels in recent years, and because 

the maturities are dominated by 
investment grade and domestic bonds,’ 
said Ping Luo, a Moody’s vice president 
and senior analyst. 

BANKS CHALLENGED
Capital, liquidity and Foreign 
Account Tax Compliance Act 
(FACTA) compliance are top issues for 
banks in Asia, finds a recent KPMG 
report on banking regulations. It 
highlights the lack of  a level playing 
field on regulatory reform in Asia 
Pacific and possible negative effects 
longer term on the economy. Evolving 
Banking Regulation – Asia Pacific 
highlights the regulatory burden on 
Asia-Pacific banks resulting from 
global efforts to enhance the stability 
and resilience of  the global banking 

system. While regulators in Asia 
are committed to implementing 
global reforms, there are important 
differences compared with Europe and 
the US, making it ‘difficult for banks to 
work out what they need to do country 
by country,’ said Simon Topping, head 
of  financial services regulation, Asia 
Pacific, for KPMG. 

HEALTHY SIGN
China has earned a World Bank 
tick for its efforts to improve 
national health care. Among 22 
countries that have significantly 
expanded access to health care in 
the last decade, China’s ‘march to 
Universal Health Coverage (UHC) 
is unparalleled’, the World Bank 
found. Beijing has made ‘remarkable 
progress’ in its efforts to provide the 
whole nation with basic medical and 
health care, while ensuring equal 
access to, and affordability of, health 
services. Hospital admissions have 
increased significantly, suggesting 
improved access; however, up to 
50% of  current admissions ‘may 
be amenable to more cost-effective 
outpatient care’. 

TAX-HAPPY HONG KONG
Hong Kong’s business environment is 
so favourable that almost two-thirds 
of businesses would not consider 
moving their headquarters abroad for 
a lower corporate tax rate, according 
to Grant Thornton research. The latest 
International Business Report reveals 
that 64% of businesses in Hong Kong 
would stay put. 

William Chan, tax partner at Grant 
Thornton Hong Kong, said: ‘Hong 
Kong is renowned for being a global 
business city with its multicultural 
environment and its vital role in 
accessing one of the world’s biggest 
and most complicated markets – 
China. As a place with one of the best 
legal structures and business-friendly 
tax environments around the globe, 
Hong Kong is still able to attract 
and retain businesses and, more 
importantly, talented people.’ 
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THE GIFT OF GIVING? 
While there’s a thin line between the longstanding Asian practice of  offering 
gifts to clients and the far murkier waters of  bribery, the growth in international 
anti-corruption regulation is bringing increased clarity to transactions



When were you appointed and what 
does your role involve? 
I was appointed the deputy director 
general of  Public Company Supervision 
II, a new regulatory department 
set up within the China Securities 
Regulatory Commission (CSRC) to 
govern companies listed on ChiNext, in 
August 2012. Since then I have played 
a leading role in the regulation of  
ChiNext-listed companies. 

Currently, measures are in place to 
improve information disclosure and 
corporate governance and standardise 
the operation of  companies, and 
we are also doing in-depth research 
and innovative exploration on market 
standardisation and development.

How influential is ChiNext in the 
growth of China and its listed 
companies, and why is there a need 
for a separate CSRC department?
With the rise in the number of  
companies listed on ChiNext and the 
size of  the market, the regulatory 
workload is increasing rapidly. Based 
on the current initial public offering 
(IPO) trend, the number of  companies 
listed on ChiNext is expected to go up 
significantly in the 12th Five-Year Plan 
period. Meanwhile, the ChiNext will 
gradually show different characteristics 
from those of  the Main Board – hence 
the increasing regulatory differences. 

To further improve supervision 
of  companies listed and better 
facilitate ChiNext’s function to 
serve the real economy, we urgently 
need to strengthen regulatory power. 
So we established a dedicated 
regulatory department.

What makes ChiNext so distinct as 
a market? 
In terms of  positioning, ChiNext 
will support the national strategy of  
innovation, and promote innovative 
enterprises’ development and 
economic growth. ChiNext has 
attracted a large number of  corporate 
listings because compared with the 
Main Board and SME Board, its 
listing threshold is significantly lower; 
companies are smaller in scale with 
undiversified main business and low-
risk resistance to major changes in 
macro-economy, policies and industry; 
and companies are mainly in strategic 
emerging industries, including new-
generation information technology, 
energy-saving, environmental 
protection, advanced equipment 
manufacturing, new material, new 
energy, bio-medicine industries, 
etc. So it is quite different from the 
Main Board.

A NEW DIRECTION
In an exclusive interview, Zhao Lixin, deputy director general of Public Company 
Supervision II at the China Securities Regulatory Commission (CSRC), describes the 
importance of the ChiNext market, a Nasdaq-style board for listing hi-tech companies

ChiNext – an abbreviation of China 
Next – was opened by the Shenzen 
Stock Exchange and is independent 
of the exchange’s Main Board and 
SME Board. 

The ChiNext market started 
trading on 30 October 2009, 
and mainly lists hi-tech startup 
companies and those with high 
growth potential. As of  November 
2012, 355 companies were listed on 
ChiNext with a stock market value of  
RMB847.9m. Zhao Lixin is a member of the 

Chinese Accounting, Finance 
And Business Research Unit; a 
visiting professor at Sun Yat-sen 
University Management School; 
an international researcher 
at the Chinese Accounting, 
Finance and Business Research 
Unit at Cardiff University in the 
UK; and an academic adviser 
at the Post-Doctoral Research 
Center at Shenzhen Stock 
Exchange Research Institute. 
He has a Master of Business 
Administration and Civil Law, 
and holds a Doctorate in finance. 

Zhao has published more than 
50 articles in academic journals 
in China and internationally 
and written several books, 
including Market Evaluation 
Study on Listed Company M&A 
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The main functions of the department are to: 

* develop regulatory rules and implementation details for 
companies listed on ChiNext

* encourage listed companies to improve their corporate 
governance structure

* provide relevant regulatory opinion regarding listed 
companies’ mergers and acquisitions activities

* supervise and guide securities exchanges and CSRC 
branch offices’ regulatory activities for companies

* supervise obligation fulfilment of  companies and their 
directors, supervisors, senior management and major 
shareholders as per securities laws and regulations

* assist relevant  departments to regulate companies’ 
sponsor organisations and financial advisers’ behaviour

* assist relevant departments to regulate companies’ 
issuance of  stocks and bonds

* coordinate relevant departments to deal with 
companies’ delisting and other major risks.

           *DEPARTMENT OF PUBLIC COMPANY 
              SUPERVISION DEPARTMENT II 
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Golden opportunity: ChiNext offers an alternative to the Main and SME Boards for young, innovative companies

Are companies listed on ChiNext in 
need of any particular assistance or 
support in their development? 
Before listing, many ChiNext companies 
had won various technological 
innovation incentives or subsidies. 
After listing, companies can take full 
advantage of  the capital markets, 
achieve expansion through mergers 
and acquisitions, and raise funding for 
development by subsequent issuance of  
shares or bonds.

What challenges do you face?
ChiNext companies have their own 
distinctive operational features and risk 
patterns, posing new challenges to the 
regulatory approach. 

First, companies have more 
diversified information disclosure 
requirements. Given the limitations 

of  traditional financial information, 
investors need more supplementary 
non-financial information behind 
financial information, which drives 
company performance. Apart from 
general information, they also need 
more diversified, industry-specific 
information for valuation purposes. 
Therefore, the new problems and 
challenges are how to select non-
financial indicators to integrate with 
traditional information disclosure; and 
build a company information disclosure 
system based on investors’ needs so as 
to better promote the market pricing 
of  companies’ risks.

Second, given ChiNext companies’ 
lower level of  corporate governance 
there are challenges in strengthening 
supervision and accountability 
for controlling shareholders, 

directors, supervisors and senior 
management, increasing punishment 
for market manipulation, insider 
trading and false disclosure, and 
encouraging listed companies to build 
corporate governance structures and 
standardise operations.

Third, some misunderstanding exists 
about the direction of  ChiNext. How to 
create a good market, public opinion 
and the regulatory environment for 
ChiNext companies’ growth, how to 
lead the market to properly view the 
normal performance fluctuations of  
ChiNext companies, how to suppress 
market manipulation of  ChiNext 
companies and speculation on IPO 
stocks have become new challenges 
for regulation.

Fourth, there is the arduous 
task of  investor education and 
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‘CHINEXT-LISTED COMPANIES SHOULD 
BECOME AN IMPORTANT FORCE IN PROMOTING 
ECONOMIC GROWTH’

protection. In addition to traditional 
methods such as risk disclosure, 
we need to explore legal ways to 
protect investors’ interests and 
develop a market-oriented risk-
sharing mechanism.

How responsive has China’s capital 
market system been in promoting and 
financing the development of fast-
growing/startup enterprises? 
Since the listing of  the first 
batch of  companies on ChiNext 
on 30 October 2009, the market 
has maintained rapid growth, 
with the number of  newly listed 
companies increasing year by year 
and steady growth of  market size. By 
the end of  October 2012, there were 
355 ChiNext-listed companies with a 
total financing of  RMB231.039bn 
and a total market capitalisation of  
RMB833.72bn. 

Public financing not only provides 
stable financial support for the 
development of  ChiNext companies, 
but also encourages and directs 
a huge amount of  private capital 
to flow into startup companies, 
promoting their growth. Since its 
launch three years ago, ChiNext 
companies have been confronted with 
complicated internal and external 
economic environments, but always 
focus on their main business, with 
revenue growth rate above the 
market average. 

Do you foresee any impact of 
China’s slowing growth, in the wake 
of the global economic crisis, on 
companies’ development? How might 
that affect ChiNext?
The global economic slowdown 
really has an adverse impact 
on the development of  China’s 
listed companies, with a decline 
in performance for companies in 
many industries. China’s economy is 
in a critical period of  adjustment and 
changes in structure and direction, 
which is both a challenge and 
opportunity for listed companies. 
ChiNext-listed companies should 
become an important force in 

promoting economic growth. From 
our perspective, we should not only 
provide more support for ChiNext-
listed companies to leverage 
capital markets for development, 
but also prevent underperforming 
companies’ violation of  laws 
and regulations.

What are the most pressing 
demands of corporate reporting in 
China today?
Traditional corporate information 
disclosure tends to help investors 
to judge the value and risk of  a 
company through financial data. 
Financial data can vividly reflect 
a company’s assets, liabilities 
and owner’s equity. Therefore it’s 
an effective way to determine 
a company’s value and risk in 
traditional industries where 
tangible assets account for the lion’s 
share, but not so for emerging asset-
light, hi-tech, new-model, non-linear-
growth ‘new-economy’ businesses, 
whose core competitiveness tend not 
to be the machinery, equipment, plant 
and other tangible assets, but human 
resources, sales network, brands 
and other intangible assets, which 
are not reflected by financial data. 

There are considerable limitations. 
Information disclosure needs to 
combine financial information and 
non-financial information, making 
them  complementary to each other 
so as to meet investors’ decision-
making needs.

How might integrated reporting assist 
in conveying the worth of a company 
listed on ChiNext?
Information disclosure places a 
particular emphasis on expressing and 
disclosing non-financial information 
because ChiNext companies are mostly 
asset-light, ‘new-economy’ companies, 
making it hard for ordinary investors 
to understand their technology and 
business model and even harder to 
determine the company’s core values 
and risks via financial data. 

Since the launch of  ChiNext, we 
have been stressing the need for non-
financial information disclosure, with 
specific requirements for annual, 
quarterly and mid-year reports, which 
have been well received by investors. 
ChiNext companies’ regular reports, 
especially annual reports, have shown 
some trends of  integrated reporting. 
Many annual report disclosure 
requirements for ChiNext have already 
been adopted by the Main Board 
and SME Board, stressing the need 
for non-financial information as well 
as financial data disclosure in listed 
companies’ annual reports. 

Integrated reporting should be 
the future direction of  information 
disclosure of  listed companies. We will 
continue to strengthen the integration 
and complementarity of  financial data 
and non-financial information. 

Zhao Lixin was interviewed by 
Colette Steckel, Asia editor, 
Accounting and Business
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D
oubts as to whether Hong 
Kong would succumb to 
international pressure to put 
in place a legal framework 

for entering into tax information 
exchange agreements (TIEAs) with 
other jurisdictions were quashed 
in early February at the meeting of 
the territory’s Legislative Council 
(LegCo) Panel on Financial Affairs. 
The panel looked at the jurisdiction’s 
network of comprehensive double 
taxation agreements (CDTAs) and, in 
particular, at the need to amend its 
legislation with regard to TIEAs with 
other jurisdictions. It is understood 
that subsequent to the LegCo panel 
meeting, relevant amendments to 
the Inland Revenue Ordinance are 
being drafted with the intention of 
introducing them into legislation in 
the second quarter of 2013.

As Philip Hung, director – tax 
services at PwC, attests, the pressure 
on the government – and the 
profession – to act is immense. ‘When 
the consultation was held by FSTB 
[Financial Services and the Treasury 
Bureau] in 2012, we were told that 
of  the then 108 members of  the 
OECD Global Forum [on Transparency 
and Exchange of  Information for Tax 
Purposes], 107 had agreed to the TIEA 
framework. Hong Kong was the only 
one that didn’t. Some bodies have 
said that if  we don’t sign up to a legal 
framework for TIEAs, so what? But 
we can’t risk being put on a blacklist. 
The repercussions of  not acting 
are serious.’

February’s LegCo panel followed 
the Hong Kong Inland Revenue 

Department’s (IRD) annual seminar 
at its downtown Revenue Tower 
headquarters a month earlier, where 
the focus of  attention was the two-
phase peer review carried out by the 
Global Forum to assess its members’ 
progress towards full and effective tax 
information exchange. 

Could do better?
The phase 1 peer review report on 
Hong Kong examined the quality of  
the legal and regulatory framework for 
tax information exchange. Released 
in October 2011, it commented 
favourably on Hong Kong’s adequate 
legal and regulatory framework to 
facilitate effective tax information 
exchange, and made around 10 
recommendations to ensure effective 

A WIDER REACH
With growing pressure on Hong Kong to abandon its  
stance of not entering into tax information exchange 
agreements, is the territory’s hand being forced?

exchange of  information by Hong Kong 
in all circumstances. 

Among other issues, it concluded 
that of  the existing Hong Kong double 
taxation treaties at the time, those 
with Belgium, Vietnam, Thailand, 
Austria and Switzerland did not 
provide for enough effective exchange 
of  information. Those with Austria 
and Switzerland, for example, require 
that when an exchange of  information 
between governments takes place, 
the requesting government also 
needs to provide the ‘name and 
address’ of  the person possessing the 
information when making an exchange 
of  information request. The double 
taxation agreement with Switzerland 
also seems to contain a provision that 
the requesting government identify 
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the ‘name and address’ of  the person 
under examination. According to the 
Global Forum, these requirements are 
duly restrictive and inconsistent with 
the standard. 

The forum also noted that Hong 
Kong law currently does not allow for 
standalone TIEAs and that it seemed 
to be policy to only negotiate double 
taxation agreements instead. One of  
the forum members indicated that it 
had approached Hong Kong with an 
interest in negotiating a TIEA; Hong 
Kong’s reply was that it was only 

interested in concluding a CDTA (which 
would necessarily include an exchange 
of  information provision).

The risk of  not allowing TIEAs is 
that Hong Kong could be identified 
as an ‘uncooperative jurisdiction’ in 
the phase 2 peer review – due to the 
forum’s opinion that preference for a 
CDTA over a TIEA cannot be seen as 
a reason for refusal to enter into an 
exchange of  information agreement. 

The Phase 2 report is expected to be 
issued soon, which is probably partly 
why the LegCo Panel was convened 
in February. 

A growing network
The FSTB, Hong Kong’s finance 
ministry, has committed to a 
continuing expansion of  Hong Kong’s 
network of  CDTAs with its trading 
and investment partners. It has also 
accepted the international trend 
of  enhancing tax transparency and 
has confirmed that it will continue 
to ensure that Hong Kong’s tax 
information exchange is on a par with 
international standards.

As an FSTB spokesperson said: ‘This 
is key to facilitating the flow of  trade, 
investment and talent between Hong 

Kong and the rest of  the world, as 
well as enhancing Hong Kong’s position 
as an international business and 
financial centre.’

In fact, Hong Kong has taken huge 
steps forward in establishing its 
international tax treaty network in 
recent years. The amendment to the 
Inland Revenue Ordinance in March 
2010 enabled Hong Kong to adopt the 
international standard in exchange 
of  information arrangements and, 
since then, its tax treaty network has 
expanded rapidly. As at 31 January 

2013, the territory had signed 27 
CDTAs with partners as diverse as 
Belgium, Thailand, Canada, Kuwait, 
Malta and Mexico. All contain a clause 
enabling the respective governments 
to exchange information relating to the 
income and assets of  nationals of  the 
treaty partner.

FSTB’s efforts to further expand 
Hong Kong’s CDTA network, however, 
have hit a brick wall with several of  
its major trading partners, namely 
Australia, Germany, Russia and the 
US. Accordingly, after the conclusion 
in June 2012 of  a public consultation 
on the feasibility of  a legal framework 
for TIEAs (see box overleaf), the 
government is proposing to enter into 
TIEAs with countries that have been 
unwilling to enter into a CDTA.

The framework would allow for 
TIEAs with foreign governments, not 
only for the purpose of  affording relief  
from double taxation in relation to 
income tax and any tax of  a similar 
character but also for the purpose of  
exchanging information in relation to 
any tax imposed by the laws of  Hong 
Kong or the territory concerned; and 
that the Inland Revenue Department 
can exercise its power to obtain and 
disclose information if  satisfied 
that it relates to tax assessments in 
respect of  any period after the date on 
which the relevant CDTA or TIEA comes 
into operation.

Tax specialist Roddy Sage, CEO 
of  AFP Group, is not surprised 
by the decision to move towards 
implementing the legal framework 
for TIEAs. In his Roddy’s Rant blog he 
noted that Hong Kong was the only 
Global Forum member ‘that does 
not have legislation permitting its 
government to enter into a TIEA’.

The conundrum, as identified by 
KPMG, is that if  Hong Kong does not 
amend its legal framework to allow 
it to enter into TIEAs, it runs the risk 
of  being considered an uncooperative 
jurisdiction, which could lead to some 
type of  sanctions being imposed by 

‘SOME SAY THAT IF WE DON’T SIGN UP, SO WHAT? 
BUT WE CAN’T RISK BEING  PUT ON A BLACKLIST. 
THE REPERCUSSIONS OF NOT ACTING ARE SERIOUS’
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others. On the other hand, if  Hong 
Kong amends its legal framework to 
comply with the Global Forum, the 
concern is that there may be little 
incentive for jurisdictions to enter into 
a CDTA with Hong Kong when they 
already have a TIEA in force.

As Sage noted: ‘I question whether 
[the Hong Kong Government] will 
have the strength of  character to 
enter into TIEAs only with those 
countries where there is an acceptable 
purpose, as opposed to a vague hope 
of  increasing government revenues. 
There is also the question of  ensuring 
that a TIEA partner does not provide 
the information to third parties, 
whether within that country or to 
others with whom the TIEA partner 
also shares information. Finally, 
I wonder whether the Hong Kong 
Government will resist any suggestion 
that foreign agencies should be allowed 
direct access to documents retained in 
Hong Kong.’

FSTB considers that its proposals 
are the minimum necessary to 
address the concerns of  Hong 
Kong’s treaty partners, and should 
enable Hong Kong to meet its 
international obligation in tax 
transparency. In pursuing the 
changes, however, it has indicated 
that it will remain mindful of  
concerns about taxpayers’ privacy 
and the confidentiality of  information 
exchanged, and will ensure that 
necessary safeguards are in place. 
For example, it will only exchange 
information on receipt of  a request, 
and no information will be exchanged 
on an automatic or spontaneous 
basis; information sought should 
be foreseeably relevant (ie, no 
‘fishing expeditions’); information 
received by treaty partners should 
be treated as confidential; and 
Hong Kong will not accede to any 
requests for tax examinations 
abroad and assistance in the 
collection of  taxes.

Kate Watson, journalist

To avoid the problem of double taxation, jurisdictions sign comprehensive 
double taxation agreements (CDTAs) to clarify the taxing rights of each 
party. In addition, as a means of promoting trade and investment, a CDTA 
will normally result in reduced withholding tax rates on passive income such 
as dividends, royalties and interest. It will also likely include an article that 
provides for the exchange of taxpayers’ information on a reciprocal basis as 
necessary in order to carry out the agreement and to prevent tax evasion.

But as Hong Kong is a low-tax jurisdiction with no capital gains tax and no 
withholding taxes on the outflow of  dividends and interest, some countries may 
have little or no incentive to enter into CDTAs with it, viewing the exercise as one 
whose primary beneficiary is Hong Kong. Such a jurisdiction may, however, be 
interested in entering into a standalone tax information exchange agreement 
(TIEA) with Hong Kong in order to better prevent tax evasion by taxpayers liable 
to tax in its jurisdiction.

In the phase 1 peer review report on Hong Kong, the Global Forum on 
Transparency and Exchange of  Information for Tax Purposes noted that at least 
one jurisdiction had approached Hong Kong with a view to negotiating a TIEA 
but Hong Kong apparently turned it down. The Global Forum also noted that the 
2010 amendments by Hong Kong to its domestic law to allow for the exchange 
of  information under the framework of  a CDTA did not extend to TIEAs or other 
information exchange arrangements.

As recommendations to rectify these deficiencies, the Global Forum 
suggested that ‘Hong Kong should enter agreements for exchange of  
information (regardless of  their form) with all relevant partners, meaning 
those partners who are interested in entering into an information exchange 
arrangement with it’.

Given this peer pressure, in June 2012, the Hong Kong government concluded 
a public consultation on whether Hong Kong should enter into standalone 
TIEAs with other jurisdictions. Submissions were received from a wide range 
of  organisations and corporates including the Hong Kong General Chamber of  
Commerce, Society of  Trust and Estate Practitioners Hong Kong Branch, Hong 
Kong Trustees’ Association, Hong Kong Bar Association, The Law Society of  
Hong Kong, the Swedish Chamber of  Commerce in Hong Kong and, of  course, 
ACCA Hong Kong.

The latter’s submission, while broadly in support of  the legal framework for 
entering into TIEAs, cautioned that the following be taken into account:
1 In choosing TIEA partners, Hong Kong only enters into TIEAs with other 

countries with a mutual commitment to sign CDTAs in an agreed timeframe 
within a reasonable duration. 

2 Those countries with which Hong Kong is in the midst of  CDTA negotiations 
should not see those negotiations shifted to a TIEA.

3 To minimise resource implications to the Hong Kong Government, any TIEA 
that Hong Kong will enter into will only cover taxes that are common to both 
contracting parties.

4 Any exchange of  information can only be conducted on request and the 
safeguards of  data confidentiality adopted under TIEA should not be less 
than those under the existing Exchange of  Information (EoI) arrangement.

  * PEER PRESSURE BEGINS TO BITE
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G
ift-giving is an integral part 
of Asian culture, not only for 
birthdays and holidays such 
as the Chinese New Year, but 

also at business meetings as a sign 
of respect. The status or cost of a 
gift is important, as well as how it is 
presented. Refusing to accept one is 
considered impolite. Gift-giving is said 
to help cultivate strong relationships, 
and Asian business culture 
emphasises personal relationships. 
However, this dynamic is what makes 
Asian companies susceptible to 
corruption. Companies must walk a 
fine line between what is appropriate 
and what may be considered a bribe. 
Recent developments in the global 
anti-corruption effort, particularly 
the enactment of the UK Bribery 
Act (UKBA) and escalating damages 
associated with violations of the 
United States Foreign Corrupt 
Practices Act (FCPA), have put the 
onus on companies to re-examine 
gift-giving and other traditional ways of 
doing business – and nowhere is this 
more relevant than in Asia. 

Extra-territorial reach to Asia
Whether by virtue of  direct operations, 
local subsidiary, the mere presence of  
a sales office, or the employment of  
UK or US nationals, Asian companies 
with ties to the UK or the US may 
be exposed to risk associated with 
potential violations of  the UKBA and 
the FCPA. Sovereign wealth funds may 
also expose companies to risk when 
investments involve third parties who 
receive fees for introductions when 
such payments may not be warranted. 

The FCPA focuses on bribery of  
government officials. As a result, 

countries like China and Vietnam 
present increased risk exposure to it, 
due to the prevalence of  state-owned 
companies and government employees. 
The UKBA, meanwhile, considers all 
forms of  bribery as illegal. Kickbacks 
from a supplier to a procurement 
manager would be covered, for 

example. Additionally, under the 
UKBA, all employees, regardless of  
whether or not they are affiliated with 
the government, may produce risk 
exposure. In light of  the UK law and its 
strict liability, it is important for Asian 
companies to assess those risks they 
may face associated with improper 
payments, and establish procedures to 
detect and prevent bribery.

Global enforcement of  rules
Asian companies that operate in the 
UK or US are subject to enforcement 
of  the UKBA and FCPA; companies 
that do not, should still be aware of  
other significant risks associated with 
bribery, although they face less risk. 

First, regulators in the US can 
bring charges against a company that 
makes a bribe payment through the 
US banking system. Second, many 
countries in Asia have their own 
anti-bribery laws. Singapore’s anti-
bribery laws are extra-territorial, while 
China’s law is considered stronger 
within its own borders than the FCPA. 
Asian countries such as Thailand and 
Indonesia have updated their anti-

bribery laws in recent years. Third, 
authorities are increasingly cooperating 
with one another across borders in 
their enforcement efforts. 

For example, if  a company in the 
UK has evidence suggesting that it 
is losing business because an Asian-
based competitor is using bribes, 

collaboration among regulators could 
result in charges levied against the 
Asian-based company in its home 
country under local laws. 

Finally, an Asian company that does 
business with a company with ties to 
the US or UK may reasonably presume 
that at some point it will be required 
by business-relationship protocol to 
adopt anti-bribery policies and related 
controls relevant to its counter-party’s 
compliance regime. 

Crackdown on corruption
The trend toward increasingly active 
and aggressive regulation is not 
confined to developed countries, 
and there is no sign, even given the 
fragile state of  the global economy, 
that this trend will change. Some 
Asian countries have taken steps to 
adopt anti-corruption laws, passing 
regulations that are extra-territorial 
in nature and similar to the FCPA and 
UKBA. Singapore has established the 
Prevention of  Corruption Act and the 
Corrupt Practices Investigation Bureau 
and possesses a well-developed legal 
system to combat corruption. 

GIFTS OR GAFFES?
While gift-giving has long formed part of the fabric of business practice in Asia, it is vital 
to understand the implications of recent anti-bribery legislation, says Rob Morris

IF A UK COMPANY IS LOSING BUSINESS BECAUSE 
AN ASIAN-BASED COMPETITOR IS USING BRIBES,  
CHARGES COULD BE LEVIED UNDER LOCAL LAWS
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In Hong Kong, a dedicated anti-
corruption law, the Prevention of  
Bribery Ordinance, and an agency, 
the Independent Commission against 
Corruption (ICAC), are responsible 
for combating bribery. The ICAC 
maintains a visible presence by placing 
prominent signs in public places 
designed to discourage corruption and 
promote whistleblowing. Its profile 
rose even more when in 2012 the ICAC 
charged two of  Hong Kong’s richest 
businessmen with bribing a former 
public official. Some countries have 
also employed high-profile raids to 
remind companies that they will crack 
down on improper activities. 

Meanwhile, Malaysia and Indonesia 
have taken initial steps to show that 
they are taking corruption seriously. 
The Malaysian Anti-Corruption 
Commission was created in 2008 and 
modelled after Hong Kong’s ICAC. 
Companies with ties to the government 
that make an ‘integrity pledge’ can 
obtain competitive advantages, such 
as being shortlisted during competitive 
bidding processes. South Korea, 
Singapore and other countries have 
whistleblower laws. In August 2012, 
South Korea’s anti-corruption agency 
said it would introduce a law in which 
government officials caught accepting 
more than one million won ($883) 
worth of  bribes or entertainment  
could face imprisonment. 

Meanwhile, China has increased 
its prosecution of  bribery cases in 
industries such as pharmaceuticals 
and energy. So far, the cases that have 
been prosecuted are high-profile in 
nature, but are widely perceived as 
simply being the ‘tip of  the iceberg’. 
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Reducing the risks
Asian companies that violate the 
UKBA or the FCPA face significant 
risks to their businesses, including 
fines, damage to their reputation, and 
potential loss of  contracts. But they 
may also face sanctions in foreign 
jurisdictions in which they operate, due 
to the violation of  local laws. They may 
also find themselves at a disadvantage 
when negotiating with principals, 
customers or suppliers, due to their 
failure to have adequate anti-corruption 
policies and procedures in place.

Corruption remains a serious 
issue in Asia, and anti-corruption 
enforcement efforts will likely remain 
a priority. As a result, it is important 
for companies to make compliance 
a part of  their culture. Policies and 
procedures should be incorporated into 
business dealings and transactions, 
and communicated throughout the 
organisation. A compliance programme 
should involve:

* Conducting a risk assessment. 
Potential exposures may include 
those associated with working with 
third parties in high-risk countries. 

* Setting a ‘tone at the top’. If  
top-level management commits to 
preventing bribery, it can foster a cul-
ture in which bribery is not accepted. 

* Increasing compliance procedures 
and training to ensure that adequate 
anti-bribery policies are put in place. 

* Establishing clear, written policies 
related to gifts or other hospitality 
that may influence, or be perceived 
as influencing, business dealings. 

* Ensuring that stated policies and 
procedures are enforced and that 
audit rights over distributors are 
exercised appropriately.

* Including anti-corruption clauses 
within customer, supplier and 
employment contracts.

Being prepared
Asia’s gift-giving culture is one 
reason why Asian companies are 
particularly vulnerable to allegations 
of  corruption. Others are adherence 
to hierarchy and, often, the need for 
third-party agents or distributors 
to assist with the sale of  products 
to remote regions in geographically 
diverse countries, or in countries 
with limited infrastructure. Once 
third parties are involved, monitoring 
the steps taken by the sales force 
to generate business becomes 
far more challenging. Adherence 
to anti-corruption laws requires 
sufficient internal controls and 
robust compliance systems, not only 
within the company itself  but also 
its distributors. 

Given what is at stake, it is critical 
for companies to be aware of, and 
able to act on, their exposure to 
risk. They should perform not only 

a review of  business partners and 
third parties, but also due diligence 
on potential acquisitions. It is 
important for them to identify any 
red flags. If  a problem is detected, 
management should clearly designate 
the responsibility for conducting a 
thorough independent investigation to 
identify the facts in a timely manner. 
Once these processes are in place, 
companies should ensure that they are 
understood by employees. 

It is also important to provide 
employees and counterparties with a 
means to seek advice or report alleged 
misconduct via a whistleblower hotline.

The aggressive enforcement of  
anti-bribery laws that began a decade 
ago shows little sign of  slowing 
in the near future. Rather, extra-
territorial and local laws together 
with cooperation among regulators in 
the international community appear 
likely to have a continuing and lasting 
impact on Asian companies, either 
directly or indirectly via counter-
parties. As such, Asian companies 
need to be well aware of  these risks 
and take the necessary steps to 
mitigate them. 

Rob Morris is a managing director 
of AlixPartners and leader of the 
financial advisory services practice in 
Asia. AlixPartners is a global business 
advisory firm

                                  *CATCHING UP
According to Transparency International, only 23% of companies in 

Malaysia prohibit facilitation payments and only 19% in Indonesia. In 
the Philippines, only 11% of companies have such prohibitions in place 
compared with 22% in China. In South Korea, just 14% prohibit payments. 
Hong Kong companies are more likely to look at payments with wariness, 

with 39% prohibiting them. While 32% of  Singapore firms have such rules, in 
Japan the proportion is 28%. In the UK, the figure is much higher, at 43%; but in the US only 
16% of  companies make bribery an explicit no-no. Austria is by far the strictest, where 89% 

prohibit payments, and in Argentina the proportion is 79%. 
Half  of  companies in Malaysia say they lost business in the previous year due to corruption, 

compared with only 9% in Singapore, 10% in Hong Kong and 11% in South Korea. In the UK, 17% 
of  companies believe corruption cost them contracts and 30% in the US share that belief. At the 
same time, only 49% of  companies in Malaysia believe they have an ethical duty to fight corruption 

compared with 77% in China, 78% in Hong Kong, 81% in the Philippines and 84% in Singapore. 

Alfred Romann, journalist
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In July 2012, one of the UK’s 
leading economists, John Kay, 
published a report for the UK 
government that concluded 

that short-termism of the financial 
markets is hurting the economy. In 
his introduction to The Kay Review 
of UK Equity Markets and Long-term 
Decision Making, he says: ‘We must 
create cultures in which business 
and finance can work together to 
create high-performing companies 
and earn returns for savers on a 
sustainable basis.’

Sustainability, however, has been 
going out of  fashion for some time. 
Companies do not last as long as they 
once did. It has been shown that the 
average life span of  a company in 
Japan and much of  Europe is a mere 
12.5 years, according to a study by 
Ellen de Rooij of  the Stratix Group 
in Amsterdam. These findings are 
further corroborated by the declining 
life expectancy of  Standard & Poor’s 

500 companies in the US, from 75 
years in 1937 to a meagre 15 years 
in 2011. This increased corporate 
mortality highlights not only tougher 
conditions for survival and the ever-
increasing search for size through 
mergers and acquisitions, but also 
that the performance pursued is not 
always sustainable.

Risk and reward
Kay puts much of  the blame of  the 
hunt for unsustainable performance 
on how people are motivated. Over the 
past few years, the subject of  risk-
taking has come to play a large part 
of  almost every aspect of  executive 
compensation for similar reasons. 
Crises, in particular in the financial 
services sector, have rightly or wrongly 
been blamed on flaws in how senior 
executives are remunerated. The 
argument has been that incentives have 
not effectively discouraged unhealthy 
risk-taking, in fact rather the opposite. 

Regulators and shareholders have 
responded by insisting that measures 
be taken to discourage such risk-taking, 
for example by deferring a proportion of  
annual bonuses; by reducing payments 
of  unpaid or even paid bonuses if  the 
initial performance outcome turns out 
to have been overstated; by adjusting 
performance targets to take account of  
the risk built into operations; or even 
by capping the amount a company is 
allowed to pay its executives. 

But will stricter rules and regulations 
protect a company from excessive risk-
taking? Consider the concept of  ‘risk 
homeostasis’. It has been found that if  
a tool that reduces risk is introduced, 
people are likely to compensate their 
behaviour by adding more risk. In a 2001 
study by Gerald JS Wilde of  German 
taxi drivers that either did or did not 
have ABS brakes, there was no observed 
difference in accident rates because 
those with ABS took greater risks and 
those without drove more carefully. 

CULTIVATING A 
HEALTHY CULTURE
In recognising the diversity of risk, how can compensation structures promote 
sustainable performance, ask Hay Group’s Andreas Raharso and Carl Sjostrom
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THE MISSING LINK IS HAVING A HEALTHY
CORPORATE CULTURE THAT SUPPORTS GOOD
GOVERNANCE AND SUSTAINABLE PERFORMANCE

We can try to prevent certain risks 
but we can’t necessarily rely on stricter 
corporate governance to bring us less 
risk overall, nor better risk-taking.

Furthermore, risk is not a given 
negative – without taking risk there will 
be no returns. Risk, however, needs to 
be understood in its different guises. 
Risk can be classified in many different 
ways but for compensation purposes 
we can narrow it down to business risk, 
reputational risk, behavioural risk and 
the individual’s risk. 

Business risk, as defined here, is 
what most regulations and investor 
guidance seeks to address, namely 
the risk of  jeopardising the company’s 
assets and future income streams 
by directing resources in such a way 
that there is a greater probability of  
failure than stakeholders would like. 
Reputational and behavioural risks 
are closely related; we do not want 
to damage our ability to do business 
either through how we do business or 
the way that individuals behave.

However, one should also remember 
that the individual’s perspective is 
crucial to the success of  both the 
business and the compensation 
structure. If  pay is volatile this impacts 
behaviour and decision-making, 
too, and thus links to all the other 
risks. Recent research on managerial 
compensation contracting by Eric 
Engesaeth of  Tilburg University 
suggests that low pay volatility may 
help to reduce risk-taking behaviour 
but it may also be a hindrance if  a 
strategic shift is needed. High pay 
volatility may be desired to follow 

volatile performance but for the pay 
package to remain competitive, high 
pay volatility would need to be linked 
to a higher expected pay quantum. 
Increasing the individual’s risk through 
tougher performance conditions or 
deferred gratification thus has an 
impact on the company’s risk-taking as 
well as the perceived value of  reward.

Rethinking reward
So if  we recognise the diversity of  
risk – that some of  it is desirable and 
that formal rules will not sufficiently 

address shortcomings, how can we 
arrive at compensation structures that 
promote sustainable performance?

The popular answer of  the moment 
is that it has to be done by making 
reward more long term and by making 
it possible to revise the assessment 
of  performance retrospectively. For 
example, in the financial services 
industry, the Capital Requirements 
Directive III states that at least 50% of  
executives’ incentive payments need to 
be in equity or similar with significant 
deferral for at least three years. 

Furthermore, payments in equity 
need to be retained for at least 
another six months past vesting and 
firms should be prepared to withhold 
reward if  performance is not there. 

Unfortunately much of  this is not 
new. For example, Lehman Brothers’ 
reward structure for executive directors 
consisted in 2007 of  between 64% and 
88% equity-based incentives that were 
deferred for two or three years and then 
restricted until five years after award – 
and there were possibilities to hold back 
awards if  performance was lacking. Still 
a year later Lehman took on enough 
risk to, arguably, bring the whole 
financial system to its knees. Time, 
ownership and sector-specific aspects 
are important for any compensation 

structure’s design but again it is not the 
technical details that matter most. 

In Hay Group’s recent study of  
corporate governance around the world, 
the missing link we identify is the 
importance of  having a healthy corporate 
culture that supports good governance 
and sustainable performance. Culture 
is for most decision-makers something 
‘pink and fluffy’ that is usually 
ignored – but unfortunately, as Peter 
Drucker once said, it ‘eats strategy for 
breakfast’. Therefore when evaluating 
a compensation arrangement, it is 
important to recognise that not only 
does it need to align with strategy but 
also with a number of  factors that are 
specific to the company, not least the 
cultural fit. 
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The Hay Group’s incentive effectiveness review methodology considers six 
aspects of reward arrangements:

 *INCENTIVE EFFECTIVENESS REVIEW  Closing the gap
To provide a process for recognising 
the gaps between how a business is run 
and how executives are compensated, 
we developed an incentive effectiveness 
review methodology. Six aspects of  
reward arrangements are considered 
that cover most of  the context, or 
landscape, and design diagnoses 
required (see illustration, right). 

First, one needs to consider what 
the purpose is of  paying people the 
way we do, and what it is we should 
pay for. The answer to this is unique 
to the company – which means 
that it is not ‘what everyone else 
does’. Benchmarking is important 
to understand the competitive 
environment but is not likely to provide 
every company with a competitive 
advantage. Equally, performance is 
what executing strategy results in – not 
simply profits and share price. 

Hence it is necessary to consider 
whether compensation fits with 
the strategy and the operational 
framework. Most companies break 
down their strategy into key indicators 
but when so doing often overlook 
both the operational context and 
how strategy will be executed. 
When an incentive ties strategy and 
operational framework to purpose 
and performance, there needs to 
be a proper ruler to measure if  an 
executive is doing what matters 
for the firm’s future. Metrics must 
be closely tied to the strategic 
imperatives, such as better innovation, 
products and services and customer 
satisfaction. If  executives deviate 
from such basic business principles, 
then risk inadvertently increases. For 
example, a firm’s source of  cashflows 
is its customers. 

Losing customers is often one of  the 
main causes for failing businesses and 
it is controllable. The duty of  executives 
should still be maximising shareholder 
value but the interpretation often needs 
to change – for example from ability to 
make short-term financial gain towards 
acquiring and retaining customers. 

But having great purpose will not 
be sufficient if  the incentive does not 
reach people both as a message and 

physically. How a company implements 
and communicates compensation 
is where the least amount of  effort 
is typically expended – and where 
most practical problems occur. If, 
for instance, participants do not 
understand how they can impact the 
required performance any resulting 
payment will simply be a pleasant 
surprise with a perceived value 
nowhere near the booked expense. 
Equally, the more a payment is delayed 
or delivered in a complex or unwanted 
format, the less perceived value will 
be attached.

The culture decode is, however, the key 
to ensuring that the messages signalled 
through an incentive are understood 

correctly. Risk needs to be managed 
and governance needs to be appropriate 
but a healthy culture is what ensures 
that both work. In order to achieve 
sustainable performance we need 
to support this with a compensation 
structure that is aligned not only with 
what we do, but also how we do it. 

Hay Group’s Taking the pulse: 
Corporate governance and executive 
pay can be viewed at http://tinyurl.
com/9te2blf. Carl Sjostrom is Hay 
Group’s director of executive reward 
for Europe and the Middle East. 
Andreas Raharso is director of the 
Hay Group Global Research Centre for 
Strategy Execution
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M
ost readers will be familiar 
with XBRL or ‘eXtensible 
Business Reporting 
Language’. Developed 

by XBRL International, XBRL is an 
information technology/knowledge 
management taxonomy for financial 
information, not unlike bar coding. It is 
a method by which companies take the 
financial information now reported in a 
static format and make it interactive. 

For external users like investors, 
analysts, bankers, auditors, tax 
agencies, academics and reporting 
authorities, XBRL allows financial 
information to be extracted from 
the financials and compared 
instantaneously, potentially saving 
considerable time, while creating 
a level playing field in terms of  
information access. 

The XBRL taxonomy enables unique 
identifying tags to be applied to items 
of  financial data such as ‘net profit’, 
not unlike other bar coded information. 
The tags provide a range of  information 
about the item, such as whether it 
is a monetary item, percentage or 
fraction. XBRL can show how items are 
related to one another and can also 
identify whether they fall into particular 
groupings for internal analytical 
purposes. It allows handling of  business 
data by computer software. Such 
information is converted into XBRL 
by mapping processes or information 
generated in XBRL by software. It can 
then be searched, selected, exchanged 
or analysed by computer, or published 
for ordinary viewing. 

Ultimately, XBRL is a tool for 
collecting data in the financial 
information supply chain, which is 
often criticised as being unreliable 

and remarkably error prone. Mike 
Willis, chairman emeritus of  XBRL 
International notes that standardised 
reporting in this way will help eliminate 
the problem of  ‘limited access…created 
by a range of  propriety information 
silos, manual report assembly 
processes, and disclosures reported in 
content specific documents’.

Currently XBRL taxonomies exist 
for many types of  reporting including 
US generally accepted accounting 

practies (GAAP), International Financial 
Reporting Standards (IFRS), integrated 
reporting and sustainability reporting, 
and its use in filing annual and interim 
reports with securities regulators is 
gaining ground around the world.

Take-up
XBRL International reports that the 
business reporting standard is either 
currently mandated or voluntarily 
used in regulatory filing programs in 
more than 25 countries. For example, 
in 2009, the US Securities and 
Exchange Commission (SEC) issued 
final rules that required companies 
filing with the SEC, including inter-
listed companies, to provide periodic 
financial statement information in 
XBRL format. This began for fiscal 
periods ending on or after 15 June 
2009 for larger companies and was 
phased in during 2010 and 2011 for 
all other SEC reporting companies. 
Under the new rules, XBRL tagging is 

required for financial statements, notes 
and financial schedules. Each company 
is also required to provide the same 
information on its corporate website 
that it files with the SEC. 

Online demand
Similarly, legislation which came into 
force on 1 January 2010 in the UK 
made it compulsory for companies 
to send their company tax returns to 
Her Majesty’s Revenue and Customs 

(HMRC) online using XBRL for accounts 
and computations. In conjunction with 
HMRC, Companies House also accepts 
company accounts in XBRL format. 

For corporates, HMRC cites several 
possible benefits to incorporating 
XBRL into their financial systems and 
management process. For example, 
it notes that by upgrading systems to 
utilise XBRL, companies can streamline 
and automate their methods for 
collecting, assembling, monitoring 
and reporting business data across 
their whole operation. In this way, they 
should be able to integrate disparate 
data systems. They can also turn 
internal management reporting and 
external reporting into processes that 
are fast, efficient and cost-effective. 

According to XBRL International, 
by using XBRL, data from different 
company divisions with different 
accounting systems can be assembled 
quickly, cheaply and efficiently if  the 
sources of  information have been 

XBRL: NOT ALL IT SEEMS?
It promises to streamline the way companies collect and report business data,  
but many doubters have yet to be convinced that XBRL can deliver

XBRL IS GAINING GROUND AROUND THE WORLD, 
WITH OVER 25 COUNTRIES USING IT TO FILE
 REPORTS WITH SECURITIES REGULATORS
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upgraded to use XBRL. Once data is 
gathered in XBRL, different types of  
reports using varying subsets of  the 
data can be produced with minimum 
effort. A company finance division 
could quickly and reliably generate 
internal management reports, financial 
statements for publication, tax and 
other regulatory filings, as well as 
credit reports for lenders. Not only 
can data handling be automated, 
removing time-consuming, error-prone 
processes, but the data can be checked 
by software for accuracy. XBRL 
International also suggests that ‘small 
businesses can benefit alongside 
large ones by standardising and 
simplifying their assembly and filing of  
information to the authorities’.

Jury still out
While this all sounds good, the issue 
to date has been whether or not 
XBRL has delivered on its promises. 
For companies like Wacoal, an 
apparel manufacturer and marketer 
based in Kyoto, Japan and one of  
the first companies to build XBRL 
into its financial information system 
environment, early reports show that 
with the full integration of  XBRL, the 
results were on the upside. Prior to 
using XBRL, information systems at 
the company were ad hoc, with no 
ability for consolidated accounting 
management. 

Integrating XBRL throughout the 
legacy systems involved linking together 
32 independent systems and platforms. 
The intent was to ultimately streamline 
financial management systems and 
as a result achieve real-time cash 
management, provide decision support 
to managerial accounting systems, 
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‘XBRL FILING IS SOMETHING THAT WE NEED
 TO COMPLY  WITH. IT ISN’T SOMETHING
 WE FIND USEFUL‘

reduce indirect costs and to 
integrate accounting 
systems that conform to 
worldwide standards. 

The new system provided 
the backbone for consolidated 
financial reporting of  36 
subsidiaries, shortened 
month-end closing time by 
two days, and provided a real-
time environment for gathering 
financial performance information from 
purchasing, sales, materials, workflow 
and inventory. Management could then 
receive interim financial data, improved 
data and compatible information from 
other sources. 

US frustration
However, other reports show that 
companies are slow to build XBRL 
technology into their financial 
management information systems, and 
those that still tag data after the fact 
as an add-on are not generally pleased. 
A September 2012 survey by Financial 
Executives International shows that 
many US companies are frustrated with 
the XBRL filing process itself  and that 
the benefits were questionable. More 
specifically, XBRL was reported as one 
of  the biggest bottlenecks in the SEC 
reporting function, with 55% of  large 
accelerated filers saying that it slowed 
their filing process. 

The top three most challenging 
aspects of  XBRL were the final review 
and validation process (62% of  large 
accelerated filers) mapping/tag 
selection (42%) and the internal team’s 
level of  competency (32%). The most 
commonly cited concern in general was 
around the costs versus the benefits 
of  XBRL filing, with 45% of  large 
accelerated filers indicating that the 
cost-benefit proposition in general was 
an issue. This increased to roughly 50% 
among non-accelerated filers and 68% 
among smaller reporting companies. 

These sentiments were echoed 
at a recent Financial Executives 
International Conference in New 
York, where senior finance executives 
questioned the value proposition of  
filing using the XBRL taxonomy. 

According to Nick Cyprus, 

controller and chief  accounting 
officer at GM with respect to XBRL 
filing, ‘This is something we need to 
comply with. This isn’t something 
we find useful.’ Similarly, Stephen J 
Cosgrove, corporate controller and 
chief  accounting officer at Johnson & 
Johnson, says: ‘The regulators thought 
that most companies would eventually 
use this data tagging internally. But 
we see absolutely no use for it. It’s just 
redundant to what we already have.’ 

Additional expense
At the same time, for many, adopting 
XBRL has meant not only an increase 
in resource requirements typically 
within the finance function, but has 
also brought additional audit expense 
to the table. According to the same 
FEI study, 13% of  large accelerated 
filers expect to engage an external 
accounting firm to review their XBRL 
filings for 2013. Although there is 
no audit requirement yet, this also 
remains a concern. Surely adding 
a layer of  examination to the audit 
of  internal controls over financial 
reporting will add complexity and 

hence cost to the process? Mike Willis 
of  XBRL International suggests that it 
doesn’t: ‘The level of  rigour here is very 
similar to the level of  rigour without 
XBRL. If  you think of  it, in a paper-
based reporting process, we have to 
manually make these same kind of  
assessments anyway.’ Furthermore, he 
adds, ‘By standardising the business 
reporting supply chain through XBRL 
the process will eventually become 
more efficient, not more complicated.’ 

So given the debate over the value 
of  XBRL to companies, what is its 
future use beyond compliance and 
ad-hoc tagging of  data? According 
to Willis, the main bang for the buck 
will come when companies follow 
the example of  Wacoal and integrate 
XBRL into the financial information 
systems throughout the organisation: 
‘Only when you automate the financial 
data using standardised data tagging 
will you begin to see the benefit of  
the availability of  seamless financial 
information throughout companies.’ 

Ramona Dzinkowski is an economist 
and business journalist
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Comment

Before I interviewed S Mahalingam, 
until recently the CFO of global 
IT services and business process 
outsourcing giant Tata Consultancy 
Services (TCS), I thought he had 
been in finance for 42 years. He set 
me straight. Although a chartered 
accountant, Maha, as he is known, had 
been in almost all functions except 
finance in 33 of his 42 years with the 
Tata Group.

‘I used to write [software] 
programmes, develop systems, do 
marketing,’ he said. ‘I opened the 
international offices in the UK and the 
US. Basically, I have done almost all 
of  the functions. I looked after project 
delivery management. I looked after 
HR and training.’

It was a career path that he feels 
made him a much better CFO when 
he finally headed finance. ‘I would 
rate that as the biggest part of  it,’ 
said Maha. ‘Had I been a backroom 
person [in traditional finance], I think 
I would not have been able to counsel 
anyone. I would have reacted to 
decisions, rather than being a part 
of  [decision-making].’

Not that he had no qualms 
about switching over to 
finance; things had 
changed so much 
since he qualified. ‘I 
don’t think anyone 
was called a chief  
financial officer,’ 

All change at the top
[As a new CFO takes the helm at TCS, Cesar Bacani looks back at how the finance function has 

transformed and considers the wisdom that outgoing chiefs can pass on to younger colleagues

he recalled. ‘The finance manager and 
CFO as a distinct role really came in 
the 1980s, 1990s.’

‘I was a little worried as to whether 
I would have the capability to do the 
accounting,’ he added. ‘And then I 
realised that the function has moved 
on far beyond that’ – something that 

is not news for more and more of  his 
peers today. 

Standards and processes have 
become more structured and there 
are things like automation, straight-
through processing, outsourcing and 
shared service centres – all of  which 
Maha harnessed to free finance to 
focus more on value-added work.

For, as the CFO found out, finance’s 
remit has expanded in all directions. 
‘You have to really work with the chief  
executive, to give the relevant drivers 
for running the business and making 
sure that you are not only helping in the 
planning process but also in measuring 

[performance],’ he said. 
Not that the core 
of  finance has been 
neglected at TCS. 
‘Accounting is an 

expertise function,’ Maha 
explained. ‘My challenge in 

the last 10 years has been to create 
this expertise,’ in the same way that a 
specialist structure was also created 
around global taxation (TCS has 58 
offices around the world). 

I interviewed Maha after he was 
honoured as CFO Innovation Asia’s CFO 
of  the Year in 2012. He retired on his 
65th birthday in February but years 
before he had already started grooming 
a successor in Rajesh Gopinathan. 
An engineer with an MBA degree, 
Gopinathan was on the business side 
when Maha brought him over to finance. 
‘He is not a chartered accountant,’ said 
the new CFO’s mentor. 

The way things are going, though, it 
seems that even a non-accountant can 
take the financial reins – provided that 
he or she is backed by the expertise of  
accountants, tax experts, treasurers 
and other specialists. 

 
Cesar Bacani is editor-in-chief of CFO 
Innovation Asia
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Comment

It has been almost two years since the 
Malaysian Government set the target 
of having at least 30% women at the 
decision-making level in the corporate 
sector by 2016. This is part of the 
country’s Economic Transformation 
Programme (ETP). Leveraging 
women’s talent to raise productivity is 
a policy measure under human capital 
development, one of the ETP’s six 
Strategic Reform Initiatives.

‘The decision-making level in the 
corporate sector’, although not 
officially defined, is widely understood 
to mean directors, CEOs and other 
C-suite positions, particularly 
those of  large corporations and 
the influential government-linked 
investment companies.

Most people agree the immediate 
and more realistic goal is to raise 
the proportion of  women 
directors of  listed companies 
to 30%. However, the pursuit 
of  this target is not driven by 
a mandate; the Government 
prefers to rely on persuasion 
instead of  legislation. It is 
perhaps time to reconsider this.

Malaysia is not alone 
in rejecting the use of  
compulsory quotas as a 
way to get more women 
into boardrooms. For 
example, in the United 
States, there has been 
no serious discussion 
on the subject, 
although board diversity 
is a hot topic there, as it 
is elsewhere in the world.

Nevertheless, countries 
such as Norway, France, 
Spain, Italy and Belgium 
have made it a must for 
their listed companies to 
have certain ratios of  
women directors. Last 

When persuasion is not enough
[The contentious issue of how to ensure enough women are appointed to boards of companies is dividing 

opinion, with some insisting that mandatory quotas are the only way to effect real change, says Errol Oh

November, the European Commission 
proposed that by 2020, 40% of  the 
non-executives on the boards of  
companies listed on member states’ 
stock exchanges are to be women.

The imposition of  quotas for women 
directors is open to debate. The worry 
is that they will lead to tokenism – 
women will be made directors more to 
satisfy the quotas than because they 
are qualified and can add value. This 
may undermine the argument that 
companies with more women directors 

tend to perform better.
Some who oppose the 

idea regard quotas as 
patronising to women. 

One of  them is Mai-Lill Ibsen, who once 
had almost 200 boardroom seats in 
Norwegian companies. In an interview 
with The Guardian in January, she said: 
‘I’ve never seen the glass ceiling. I’m 
against quotas. They are discriminatory 
in a way. I feel we [women] are so 
strong we don’t need that.’

On the other side of  the divide are 
those who have a similar view as that of  
Viviane Reding, the EU Commissioner 
for Justice, Fundamental Rights and 
Citizenship. More than once, she has 
said she is not a fan of  quotas but likes 
what they do. That is an important 
point. Mandatory quotas for women 
directors force decision makers – in 

Malaysia, these are almost 
always men – to include 
women as candidates.

This is likely to make 
a difference, especially 
in the selection of  
independent directors. 
Often, boards of  
directors are seen as 
thinly veiled old boys’ 
clubs, where even 
independent directors 
are associates of  the 

controlling shareholders. 
It is not the best setting 

for good stewardship that 
protects minority shareholders’ 
interests. However, there is little 
incentive for change if  the ratio 
requirement is voluntary.

Having women directors 
will not automatically improve 

a company’s governance, but if  male 
dominance is no longer acceptable in 

just about every sphere 
of  life, why should 
it persist in the 

corporate boardroom?

Errol Oh is executive editor 
of The Star
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[China’s experience of IFRS convergence 
makes a convincing case for other economies, 
says ACCA president Barry Cooper

Given China’s increasing influence in the world, not only as 
producer but as major consumer, there’s growing interest 
in how to do business there. I’ve worked in China on and 
off for over 25 years and have been fascinated to see how it 
has developed into an economic world power.

With that growth has come some challenges, not least 
in the US where the Securities and Exchange Commission 
recently raised questions about the ways in which Chinese 
companies report their performance. So I was particularly 
interested to see some research commissioned by ACCA, 
which has looked at the impact of  China’s convergence with 
International Financial Reporting Standards (IFRS), and 
what it has meant for corporate reporting.

The ACCA report, produced independently by Dr Edward 
Lee and Professor Martin Walker of  Manchester University, 
together with Dr Colin Zeng of  the University of  Bristol, 
shows that IFRS convergence has benefitted the Chinese 
economy, by making accounting earnings more informative and 
therefore more useful to domestic and international investors. 
After examining all Chinese companies listed on the Shanghai 
and Shenzhen stock exchanges between 2003 and 2009 the 
study found that the value relevance of  earnings (the degree 
to which changes in reported earnings affect share prices) had 
increased following IFRS convergence in 2007, almost certainly 
as a result of  convergence itself. The research also revealed that 
IFRS convergence resulted in better-quality corporate disclosures 
only where there were other strong incentives for companies to do so, 
such as a high level of  dependence on the equity markets for funding.

The findings underline the importance of  IFRS as the international 
standard for financial reporting, particularly where companies have 
legal, governance and commercial incentives to provide high-quality 
disclosures. Convergence has undoubtedly worked for China. Other 
emerging economies – along with some significant developed ones 
yet to converge with IFRS – must now take notice. 

To consolidate and build on the benefits of  convergence, 
the legal and regulatory accounting framework will 
need to be enhanced on a continuous basis, which 
will provide challenges and opportunities for 
all finance professionals.

Professor Barry J Cooper is 
head of the School of 
Accounting, Economics 
and Finance at 
Deakin University, 
Australia

China makes the case

           THE REPORT IS AT
www.accaglobal.com/reporting
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Offices in Hong Kong’s financial district

HONG KONG LEADS EY RANKING
Hong Kong continues to lead Ernst & 
Young’s Globalization Index, ranking 
first among the 60 largest economies 
in the world for the third consecutive 
year, according to EY’s annual 
globalisation report. Drawing on two 
sources of  original research, the 
report measures the world’s largest 
economies according to their degree 
of  globalisation relative to their 
gross domestic product and a survey 
of  730 senior business executives 
worldwide. Agnes Chan, EY’s regional 
managing partner, Hong Kong and 
Macau, said that Hong Kong’s main 
strength lies in the exchange of  
technology and ideas ‘which ranks 
head and shoulders over other 
markets within the survey’. 

AUDIT ALERT
China’s top auditing body has spotted 
about 9,400 clues on alleged serious 
malpractices, and referred them to 
judicial departments, in the past five 
years. Local media reported that clues 
were collected through auditing about 
700,000 enterprises or organisations, 
and auditors retrieved about 800 
billion yuan (US$128.4bn) in possible 
losses, according to the National Audit 
Office (NAO). A spokesman said this 
was a result of  the NAO following up 
the implementation of  the central 
government’s key policies. During the 
period, auditors stepped up efforts to 
check funds earmarked for improving 
people’s livelihood, environmental 
protection and resource energy 
development, the spokesman said.

Q: How does your work support 
the business?
A: My role is primarily to 
analyse and report on 
performance across the group 
to the senior management 
team, and to evaluate potential 
acquisitions or investments. 

Q: How does your professional 
services background inform 
your thinking now?

A: My work at KPMG in Pakistan and PwC in the 
UAE was primarily in advisory teams, carrying 
out due diligence, performing model audits and 
business valuations. I very much enjoyed the 
modelling aspect, and I’ve been able to make use 
of  that experience in my work today. Some of  my 
projects focused on crossborder M&A, which again 
prepared me well for what I do today.

Q: How are regional economic and geopolitical 
developments impacting on trading and investment 
among the Saudi business community?
A: People still want to invest but there’s a much 
bigger emphasis on exposure to risk, even among 
the wealthiest individuals and most soundly 
managed organisations. In turn, that has led to 
greater diversification rather than the concentration 
of  effort in just one country or small region. 

Q: What advice would you give to those who have 
passed their final ACCA exams? 
A: Don’t be impulsive; take stock. What extra 
experience or knowledge might you need so you 
are seen as someone who can add value? Also 
consider soft skills; you will have focused largely 
on financial and technical issues while studying but 
communication, credibility and persuasiveness will 
be increasingly critical from now on. Choose role 
models from the people around you – what do they 
do or say which contributes to their effectiveness? 

FAST FACTS
Business: Saudi conglomerate, established in 1954
Locations: Riyadh and Al Khobar, as well as GCC-
wide joint ventures
Activities: Real estate, retail, manufacturing, 
industrial services, investment

The view from: 
Saudi Arabia: Ali Hammad ACCA, 
financial adviser, Almutlaq Group

33 Corporate The view 
from Ali Hammad of 
Almutlaq Group, Saudi 
Arabia; residents of 
Singapore and Hong Kong 
are some of the least 
happy in the world; ‘bring-
your-own-device’ culture 
gathers pace

41 Practice The view 
from Gayle Dickerson of 
Grant Thornton Australia; 
auditing for human rights
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‘IF YOU ARE NOT SOMEONE WHO IS WORK AND 
CAREER ORIENTED, HONG KONG AND SINGAPORE
WOULD BE CHALLENGING CITIES TO LIVE IN’

Despite their relative wealth, high 
standard of living and great amenities, 
the residents of Hong Kong and 
Singapore are some of the least happy 
in the world. A long-hours culture, 
poor work/life balance and dwindling 
social mobility have left many people 
in the two cities feeling they have little 
to celebrate.

Just 46% of  people living in 
Singapore claimed to experience 
positive emotions, according to a 
recent study by Gallup. This negativity 
puts the city state bottom of  a poll of  
148 countries and territories, with 
Singaporeans reporting lower levels of  
happiness than the inhabitants of  Iraq, 
Afghanistan, Mali and the Somaliland 
region. Hong Kong fared only slightly 
better, with just 69% of  residents 
considering themselves happy, leaving 
the territory in 73rd place in the study.

So why are the residents of  both 
cities so miserable? 

Their downbeat attitude to life is not 
the result of  poverty. Singapore had 
the third highest per capita gross 
domestic product in 2011, on a 
purchasing power parity basis, at 
US$59,710, while Hong Kong came in 
sixth place at US$49,417, according to 
the International Monetary Fund. Both 
also boast low personal income tax 
rates, great public transport 
infrastructure and low crime levels.

By contrast, Panama, which topped 
the Gallup study with 85% of  residents 
claiming to be happy, had a per capita 
GDP of  just US$14,096 in 2011.

Fermi Wong, executive director of  
Unison, a non-governmental 
organisation that supports minorities 
in Hong Kong, thinks that part of  the 
reason people in these cities are so 
miserable is down to a lack of   
work/life balance.

‘People have long working hours and 
working conditions are bad. It is really 

depressing,’ she says. ‘Work swallows 
the entire life of  a general worker. They 
have no time for family life or relaxing.’

Figures show that people in Hong 
Kong and Singapore put in an average 
of  around 45 hours a week in their 
office or workplace. It is also 
commonplace in Hong Kong to work on 
a Saturday, with companies that do 
offer a five-day week advertising this as 
a significant perk of  the job.

Flexible working hours, part-time 
employment, job shares and 

telecommuting are still largely unheard 
of  in both Hong Kong and Singapore, 
while paid maternity leave in Hong 
Kong is only 10 weeks, rising to 16 
weeks in Singapore.

Open all hours
Wong says that it is not unusual for 
people in unskilled jobs in Hong Kong 
to have to work 14 hours a day, often 
without any overtime pay, citing an 
example close to home: ‘My sister 
works in a fast-food chain. Sometimes 
she works for 17 hours a day. Once 
she got sick and she had to find her 
own substitute or she would have lost 
her job.’

Long hours are not limited to people 
at the bottom end of  the labour 
market. Amos Ng, vice president of  
ACCA Singapore branch, estimates 
that accountants in the city typically 
work 50 hours a week. He thinks the 
lack of  work/life balance is definitely 
one of  the reasons Singaporeans do 
not feel happy.

Anthony Thompson, regional 
managing director at Michael Page 

International, who covers both Hong 
Kong and Singapore, suggests that it is 
not unusual for professionals in these 
cities to put in 60 hours a week, with 
those in careers such as investment 
banking working considerably more.

‘I think work/life balance is an issue 
in both Hong Kong and Singapore,’ he 
says. ‘If  you are not someone who is 
work and career orientated, they would 
be challenging cities to live in,’ adding 
that it is also a high-pressure 
environment and a potentially 

unforgiving one to those who 
make mistakes.

Wong points out that another 
problem with the long-hours culture in 
Hong Kong is that the time is not 
always spent productively, and this can 
impact on workers’ sense of  job 
satisfaction. ‘People supervise each 
other,’ she says. ‘Workers don’t want to 
leave early, in case it looks like they 
aren’t doing enough. But people aren’t 
being productive; sometimes they are 
just sitting there.’

The lack of  work/life balance is 
particularly challenging for many people 
in Hong Kong and Singapore because of  
the emphasis that local culture puts on 
spending time with family. Amy Wong, 
an administrator in Hong Kong, 
recently managed to negotiate a day 
off  during the week in exchange for a 
pay cut, after she became increasingly 
down about how little time she was 
able to spend with her ageing parents.

‘Working long hours takes away one’s 
personal life. Many employees in Hong 
Kong have to work long hours without 
compensation in order to keep their 

The pursuit of happiness
Singapore has been ranked bottom in a poll of positivity, with Hong Kong not far behind. 
Are long hours, family guilt and the relentless march of consumer culture taking their toll?
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caption style

jobs,’ she says. ‘I am very happy that I 
have the luxury to get out of  this 
situation. I can now have more time 
with family and friends whom I 
haven’t seen for ages. I enjoy more 
personal time, too. I am less 
stressed and lethargic and am much 
more cheerful.’

Material world
Another factor that is likely to be 
impacting on people’s happiness 
in Hong Kong and Singapore is 
that success is often seen in very 
materialistic terms. In Singapore, 
people joke about the five Cs of  
success: car, cash, credit card, 
condominium and country club. There 
is also a perceived preoccupation with 
luxury goods.

Nick Stolp, group general manager 
of  Gemini Personnel, says: ‘A focus on 
brands, image and material things is 
equally prevalent in both Hong Kong 
and Singapore.’

Susan Evans, an analyst for the 
Economist Intelligence Unit, based in 
Hong Kong, points out that because of  
the city’s compact nature, it is often 
hard to avoid walking past expensive 
designer stores that many workers 
cannot afford to shop in, creating a 
feeling of  discontent. At the same time, 

Residents of Singapore and Hong Kong may not feel happy, but the cities are 
deemed to be two of the best places to be born in the world.

Singapore was found to be the sixth best place to be born in 2013, while 
Hong Kong came in at 10th place. They were the only Asian cities to make it 
into the top 10.

The study, which was carried out by the Economist Intelligence Unit, links 
the results of  subjective life satisfaction surveys with objective criteria such as 
life expectancy at birth, gross domestic product per head, job security and 
political freedom. Some of  the indicators are forecasts for 2030, when 
someone who was born this year would reach adulthood.

Susan Evans, analyst for the Economist Intelligence Unit, said: ‘Both Hong 
Kong and Singapore are well known for their wealth, stability and low levels of  
corruption, while residents enjoy a high degree of  personal freedom.’

Switzerland topped the poll as the best country in which to be born in 
2013, followed by Australia and Norway.

  *BEST PLACE TO BE BORN?

shops that are affordable and meet 
people’s day-to-day needs are being 
displaced from central areas.

Wong believes that the prevalence of  
luxury stores in Hong Kong in areas 
such as Kowloon’s Canton Road, many 
of  which cater to demand from 
Mainland Chinese shoppers, is having 
a serious impact on people’s sense 
of  happiness.

‘There is no way most people can 
afford these luxury goods,’ she argues. 
‘They feel like they don’t belong in 
Canton Road any more. It is affecting 
our way of  life.’

Meanwhile, while per capita GDP 
may be high, both cities also have a 
high cost of  living. Singapore was 
recently ranked as the sixth most 
expensive city in the world in which 
to live, while Hong Kong came in 
14th place, according to a study by 
the Economist Intelligence Unit. 
The cost of  property is a particular 
issue in Hong Kong, with the city 
home to some of  the smallest yet 
most expensive apartments in 
the world.

Social mobility is also becoming an 
issue. ‘Young people come out of  
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IN SINGAPORE, 
PEOPLE JOKE ABOUT THE FIVE CS 

OF SUCCESS: CAR, CASH, CREDIT CARD, 
CONDOMINIUM AND COUNTRY CLUB. THERE 

IS ALSO A PERCEIVED PREOCCUPATION 
WITH LUXURY GOODS

university, but what can they aspire to? 
Most people cannot aspire to having a 
big house or an expensive education 
for their children,’ Evans says. ‘Social 
mobility is starting to slow. Wealth is 
getting more entrenched at the top.’

But living and working in Hong Kong 
and Singapore is not all bad, and Ng is 
surprised that Singaporeans consider 
themselves not to be happy. 
‘Personally, I think the survey is not an 
accurate reflection of  how people in 
Singapore really feel,’ he argues. 
‘Perhaps, in the pursuit of  excellence 
and providing for their loved ones, 
people in Singapore have lost the 
natural ability to relax and savour what 
they have achieved.’

Stolp adds: ‘Hong Kong people, as a 
rule, are positively passionate about 
Hong Kong.’ He goes on to say: ‘We 
still see people in the accounting and 
finance fields looking for opportunities 
in both countries to progress their 
careers, and they are usually positive 
about their future prospects.’

Francis Nip, audit senior manager at 
Mazars’ Hong Kong office, does not 
consider the long-hours culture to be 
an issue, despite sometimes spending 
100 hours a week in the office during 
the peak financial reporting season.

He points out that as the business 
world becomes more complex and 
laws and regulations are tightened, 
long hours are often necessary. ‘The 
line between professional and 
personal is very thin for me,’ he says. 
‘I find my work interesting and 
enjoyable from both a professional and 
personal perspective.’

Thompson echoes this sentiment. ‘If  
you are career orientated there are 
significant opportunities in Hong Kong 
and Singapore because of  the focus on 
finance and business,’ he says, adding 
that for many professionals the 
concept of  work/life balance is actually 
not important, as they are very focused 
on their careers.

Thompson concludes: ‘Both cities 
are a great place to be if  you thrive on 
pace, pressure and financial reward.’

Nicky Burridge, journalist
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‘WE ARE FOCUSED ON RESULTS RATHER THAN FACE
TIME IN THE OFFICE. IN EXCHANGE WE EXPECT
EMPLOYEES TO TAKE PERSONAL RESPONSIBILITY’

Over the last five years, the corporate 
workspace has experienced more 
changes than in the previous two 
decades. Driven by the proliferation 
of new devices in the marketplace – 
including smartphones, tablets and 
laptops – coupled with the boom in 
wireless broadband connections, 
professionals now prefer to use 
whatever devices they’re comfortable 
with to do their work.

Commonly known as the ‘bring-your-
own-device’ (BYOD) phenomenon, the 
trend is becoming very popular among 
multinationals in Asia Pacific, with over 
70% already having policies to support 
approved employee-owned devices, 
according to a recent survey by IT 
analyst Ovum.

Mark Micallef, BYOD specialist Citrix 
System’s area vice president for 
ASEAN, notes that today’s digitally 
savvy workforce recognise that they can 
be more productive with their own 
devices due to familiarity, ease of  use 
and the demand for greater flexibility 
in accessing business applications, 
data and information. 

‘Where previously IT would respond 
by banning the use of  personal devices 
in the workplace, today they are 
accepting that this trend is here to 
stay, and that workplace mobility can 
contribute to increased productivity 
and performance,’ he says. 

Micallef  adds that pressure to 
embrace BYOD actually comes from 
two main sources in the financial 
services industry: senior executives and 
that of  millennials (Gen-Ys). This trend 
was confirmed by PwC, which recently 
introduced several ‘flex’ initiatives to 
empower its employees, including 
having partners and directors work 
from Apple iPads, enabling them to 
access office email whether they’re 
working from home, at the client site or 
in between meetings. 

PwC believes that mobility has 
become a crucial part of  the client 
engagement experience, allowing 
employees to stay updated on client 
developments and respond to their 
issues in real time.

‘The idea is that we are focused on 
results, rather than face time in the 
office,’ says Shahrin Ismail, executive 
director at PwC Advisory Services 
Malaysia. ‘In exchange, we expect our 
employees to take personal 
responsibility for their performance and 
this resonates well with our Gen-Y 
employees who make up more than 
60% of  our workforce in PwC Malaysia.’ 

First steps
Woon Tai Hai, executive director of  
KPMG risk management and consulting 
and CIO of  KPMG Malaysia, believes 
that the strategy for effective BYOD 
deployment is not to control the device 
but to control the data. ‘Certainly 
there can be no one size fits all as 
it depends on the corporate culture, 
business criticality and regulatory 
environment,’ Woon says. ‘Instead of  a 
standard policy across organisations, 
a better approach is to cherry pick the 
best practices and tailor it to suit the 
organisations’ needs and constraints.’

He adds that any organisation 
considering BYOD should set clear 
policies after evaluating the needs of  
the organisation. This includes having 
to profile employees and setting 
expectations for them to follow. 

Woon also offers a checklist of  items 
which organisations should explicitly 
outline. They are:

* conditions for bringing an 

employee’s own device to work;

* report procedure for loss of  a 
device;

* software and applications allowed;

* features allowed/not allowed;

* data security and back-up 
procedure;

* support and reimbursement for 
expenses incurred;

* disciplinary action for non-
compliance; and

* maintenance of  confidentiality of  all 
personal information.

Micallef  adds that BYOD is not 
an all-or-nothing strategy, and that 
while most organisations can and 

should implement a formal policy, not 
everyone in the organisation needs to 
take part in BYOD. For instance, BYOD 
may not be appropriate for groups of  
people who handle highly classified 
information or departments including 
those with access to very sensitive 
information such as stock traders, 
merger and acquisition plans, legal or 
human resource information.  

Besides this, Micallef  notes that 
protecting corporate data and 
intellectual property must be tackled 
because the device itself  is not owned 
by the organisation but by the 
employee. ‘For employee-owned 
devices, IT may have additional 
concerns on the lack of  antivirus or 
malware software, and the ability to 
protect against hijacking of  data,’ he 
explains. ‘Information technology 
teams should set different security 
profiles and requirements including 
policies that prohibit saving data on 
local devices, extending custom 

BYOD: here to stay
As a growing band of organisations weigh up the benefits of the ‘bring-your-own-device’ 
trend, the need for clear policies on security and employee responsibilities are vital
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security policies to employee-owned 
devices.’ 

He also says that organisations must 
design their BYOD policy with key 
stakeholders in mind, given the 
multiple departments affected. 
‘Management must get all stakeholders 
such as IT, human resources and the 
legal department to agree on a 
comprehensive set of  policies for 
administration,’ he says. ‘The policies 
must define eligibility, device and data 
ownership clauses, contractual 
obligations, general compliance and 
circumstances under which employees 
can be held accountable for a breach 
of  contract, and how the matter or any 
other disputes will be processed.’    

Milcallef  also advises that IT should 
consider implementing an enterprise 
mobility device management (MDM) 
solution. ‘In this way, enterprise 
devices, apps and data are protected 
with policy-based controls, such as the 
restriction of  application access to 
authorised users, automatic account 
deprovisioning for terminated 
employees and remote wipe for 
data and apps stored on lost devices,’ 
he says.

Woon adds: ‘There are many tools 
available to help companies in their 
BYOD journey and while MDM solutions 
are increasingly commoditised and 
horizontal across many organisations, 
there are niche players to cater for a 
growing demand of  enterprises.’

Capex versus opex
Besides the challenge of  shifting 
work cultures and the proliferation 
of  more consumer devices in the 
enterprise workspace, one of  the 
oft-cited reasons for adopting a BYOD 
strategy is the decreased burden on 
capital investment (capex) in favour 
of  an operational expenditure (opex) 
model due to people using their own 
devices.Woon says that while this 
argument is valid, it is certainly not 
true in all cases. He notes that capex 
is a balance-sheet item and does not 
appear in the profit-and-loss statement 
except for depreciation while opex on 
the other hand does. Thus, supporting 
multiple devices across multiple 
platforms can be a drain on resources 

and result in higher opex, which will 
affect the bottom line, he adds.

‘While it is not a totally zero-sum 
game, a critical analysis of  the capex 
and opex needs to be looked at in 
ensuring that a reduction from one is 
not translated into higher operating 
cost with increased risks,’ he argues. 

Micallef  concurs, adding that the 
decision to employ an opex or capex 
model also depends on how much 
budget a company has. For example, 
small- and medium-sized businesses 
with capital constraints or which do not 
have the capital to invest in a capex 
model should consider leveraging 
BYOD to provide their employees with a 
secure mobility platform on pay-per-

usage basis. Larger organisations with 
more capital, such as multinational 
banks, can consider providing their 
employees with a stipend for 
personal devices.

‘Whether or not an opex or a capex 
strategy is employed, it is important to 
source for a trusted service provider, 
who will be able to provide a holistic 
solution,’ he explains. 

‘Additionally, organisations should 
get all their bases covered, such as 
ensuring that employees purchase 
extra years of  warranties or setting up 
a self-help support group, to prevent 
the ballooning of  opex costs.’ 

Edwin Yapp, journalist

According to Forrester Research, there are six questions an organisation 
should ask when considering implementing a BYOD programme:

* Are employees telecommuting or office based?

* How much access do they have to privileged information?

* What are the regulatory requirements for those employees?

* Are there any software application dependencies such as switching from 
Windows to Macs?

* How technically savvy are employees?  

* How mobile are employees?

In terms of best practices, KPMG recommends the following:

* Allow remote wipe on all devices including full or selective wipe.

* Isolate and distinguish enterprise from personal data, providing backup and 
recovery in the event of  loss.

* Ensure that there is a comprehensive transitioning process and platform of  
data for resigning staff.

* Conduct ongoing awareness and education of  staff  on data protection and 
security breach.

* Practise self-compliance verification.

* Continuously monitor automated actions, sending notifications to the user 
and blocking the device from accessing the corporate network.

Security best practices to consider:

* What are the legal and other risks 
of  BYOD adoption, including legal 
costs and reputational risks?

* Who really owns the data: the 
individual or enterprise?  

* When crossing borders, are there 
different rules governing data? How 
do you mitigate such risks? 

* Where do you draw the 
boundary between personal and 
business usage?

   *BYOD: FOOD FOR THOUGHT
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Workers at a bus manufacturing company 
in Zhengzhou, Henan Province, China
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Q How do the challenges of recovery and 
insolvency differ from those of audit or tax?
A You have to get quickly up to speed with the 
most urgent business issues, as well as the main 
personal drivers of  the people who’ve turned 
to us for support. When you’re able to grasp 
the bigger picture and break everything down 
into manageable tasks, business owners and 
management teams feel immensely relieved that 
they’re finally dealing decisively with challenges 
that until now have been overwhelming.

Q What are the main recruitment and retention 
challenges for recovery/insolvency firms?
A There’s still a battle for talent. Clients 
increasingly look to their advisers to act as 
business partners, so communication, 
consulting and commercial skills are just 
as crucial as sound technical knowledge.

Q What advice would you give newly 
qualifieds in professional services? 
A Not everyone will want to progress 
to partnership – but there are still 
excellent management roles that 
will enhance your marketability. 
And if  you’re lucky enough to 
be given the opportunity for an 
overseas secondment, give it 
serious consideration. 

Q How do you achieve a good 
work-life balance?
A I play competitive soccer 
– sometimes, kicking a 
football is just the thing to 
relieve stress!

Q If you could do someone 
else’s job for a week, whose 
would it be?
A I’m a politics graduate, so Julia 
Gillard’s – or David Cameron’s.

FIRM FACTS
Locations: Adelaide, Brisbane, 
Melbourne, Perth and Sydney
Workforce: 1,300

STRENGTH IN NUMBERS  
PwC branches in China, the US 
and Australia have formed an 
alliance to serve the growing needs 
of  multinational companies and 
state-owned enterprises operating 
in China. ‘Companies in China are 
looking for consultants who can 
combine deep specialist capability 
with insightful industry knowledge, 
both domestically and internationally. 
They also need and expect their 
consultants to deliver sustainable 
value by working alongside them from 
strategy right through to execution,’ 
said Andrew Watkins, PwC China 
and Hong Kong consulting leader. 
The alliance will also provide greater 
career and development opportunities 
for the firm’s staff; a world-class 
consulting graduate development 
programme is currently being rolled 
out to target the next generation of  
local professionals in China.

AUDIT TALENT IN DEMAND 
Hong Kong employers will continue 
to be challenged by a skills shortage 
this year, according to the 2013 
Michael Page Salary & Employment 
Forecast. Within financial services, 
continued demand for audit and 
compliance professionals will result 
from tighter regulatory requirements. 
This includes jobs in manufacturing, 
where quality assurance, quality 
control and social compliance 
professionals are becoming more 
important. As in previous years, the 
report found, the key challenge for 
employers over 2013 will be talent 
attraction and retention. 

The view from: 
Australia: Gayle Dickerson FCCA, 
partner, financial advisory, Grant 
Thornton, Sydney
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Non-stop media and social networks 
have changed the way stakeholders 
connect with businesses. As well as 
looking for ‘reasonable’ profits, they 
now demand transparency in the 
way the business is actually run. A 
glossy corporate brochure with green 
elements will no longer suffice, as 
professional reporting on corporate 
social responsibility is also required. 
And regulators are already taking 
heed of what the public, the ultimate 
regulators, want.

In California, for instance, all 
retailers with a presence in the state 
and total global sales in excess of  
US$100m have to report their internal 
processes to ensure that forced or 
child labour is not associated with any 
of  the goods they sell. In France, too, 
regulators have defined new 
requirements for extra-financial 
reporting, covering the full scope of  
groups of  companies, including social, 
environmental and societal parameters, 
which are to be certified by an 
independent third party.

Even more demanding are the recent 
rulings of  the US Securities and 
Exchange Commission (SEC). The first 
ruling requires US-listed oil and mining 
companies to disclose all taxes and 

other fees they pay to foreign 
governments and is similar in nature to 
the Extractive Industries Transparency 
Initiative (EITI) requirements. The 
second ruling requires companies to 
disclose to their shareholders and the 
agency when any portion of  their 
manufactured goods contains minerals 
such as tin, gold and tungsten mined 
in the Democratic Republic of  Congo; it 
places companies under an even more 
powerful microscope.

This underlines a growing awareness 
that traditional financial reporting can 
only tell us so much of  a company’s 
story – the skeleton of  the business. It 
is an acknowledgment that other types 
of  reporting are also required to flesh 
out the skeleton and add features to 
the face of  a company.

Integrated approach
This is obviously leading towards 
the integrated reporting of  financial 
and environmental, social and 
governance (ESG) information, 
human resources and key performance 
indicators with an over-arching 
integrated summary report. But 
such an approach has its own 
problems. Being exceedingly complex, 
it could take years to implement 

due to the lack of  qualified auditors 
and service providers. Also, its 
complexity may well preclude direct 
overall comparison and, while some 
sectors could be comparable, simple 
conclusions could well be lost in the 
forests of  detail.

What is needed right now is 
additional reporting that augments 
the bare financial figures and 
provides an insight into the soul of  a 
company and how well it fits into the 
acceptable environment of  today’s 
world. A comprehensive human rights 
audit readily fits the bill, for if  we know 
how a company treats the familiar 
faces of  its employees, community, 
environment and the people it does 
business with, then we should gain a 
pretty good idea of  how it is likely to 
treat the numerous other faceless 
stakeholders whose futures are 
mortgaged to its operations. In the 
current climate of  corporate scandals, 
such information is priceless.

For audit purposes, an expansive 
definition of  human rights is required 
that includes the areas outlined in the 
box on this page.

The indicators must be set with care, 
and be benchmarked to all major 
international and local human rights 
laws, conventions, protocols and 
regulations. Once set, however, the 
areas to test are decided by the auditor 
based on statistical audit sample and 
risk analysis, rather than on what the 
company may wish to report, as is the 
case with many sustainability reports 
currently carried out in line with Global 
Reporting Initiative (GRI) guidelines. 
Moreover, by carrying this out on an 
unannounced basis, reliable 
information can be obtained that is in 
no way influenced by the company 
undergoing an audit. 

The whole audit process is both 
comprehensive and detailed and can 

Auditing for human rights
Some of the most trenchant insights into the ‘soul’ of a company come from  
finding out how it treats its people. Mazars’ James Kallman explains

Human rights Compliance with the United Nations’ Universal Declaration of  
Human Rights.

Labour rights The human right to work, with freedom of  association and 
without discriminatory, forced or child labour practices.

Environment Conducting environmentally responsible operations to uphold the 
human right to a healthy environment in which to both live and work.

Anti-corruption Combating all corrupt practices, including bribery and 
extortion, to ensure that only legal payments are made that will ultimately 
benefit the human rights of  the whole of  society.

  *DEFINING HUMAN RIGHTS
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THE CONCEPT OF HUMAN RIGHTS IS NOT AS
UNIVERSAL AS SOME MIGHT IMAGINE BUT IS IN
PART DEPENDENT ON CULTURAL NORMS

Feeling the heat: labourers making glass 
bracelets in the Indian city of Firozabad, where 
there has been a major campaign by the 
authorities against the use of child labour

take three to four months or even 
longer to complete.

Regional variations
The concept of  human rights is not 
as universal as some might imagine 
but is in part dependent on cultural 
norms. One company in Indonesia, for 
example, even permits children to join 
their mothers in the fields after school, 
which would be a no-no in most western 
countries. Yet this fits in with the culture 
in Indonesia with its strong mother-
child-family bond, something that is 
common in Asian society in general. 
Indeed, human rights in Asia are more 
focused on the rights of  society as a 
whole, whereas the western model is 

to protect the rights of  the individual 
within society. It is essential to obtain 
direct Asian, as well as African and 
Latin American, input when it comes 
to setting standards for a human rights 
approach, as it is important that this 
not be seen as just another imposition 
by the western world.

Human rights auditing provides an 
immediate answer to the need for 
additional information on a company’s 
performance. It provides valuable 
knowledge on the relationships between 
the company and its stakeholders; 
allied to data on its financial position 
from traditional audit procedures, 
this will permit a reasonable diagnosis 
as to the company’s health and 

prospects. Moreover, a human rights 
audit is presented in such a manner 
as to readily allow a meaningful 
company-to-company comparison, 
something that is not always possible 
with other approaches. 

Now that has to be of  value, 
especially from a capital market 
viewpoint, not only in the short and 
medium term but also in the long 
term, as it must surely form part of  
any integrated reporting package of  
the future.

James Kallman is global head of 
human rights at Mazars and president 
director of Mazars Indonesia. 
The Mazars human rights audit 
methodology was recognised at the 
International Accounting Bulletin 
Awards in March 2012 when it was 
awarded Audit Innovation of the Year. 
The judges included ACCA technical 
director Sue Almond.
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SINGAPORE

BUDGET 2013 
Budget 2013, which was 
unveiled on 25 February, 
sets out the strategies 
and directions for building 
a better Singapore to 
achieve quality growth and 
an inclusive society. The 
government will tighten 
foreign worker policies 
and support business 
restructuring through a 
S$5.9bn Quality Growth 
Programme; this includes a 
S$3.6bn Wage Credit Scheme 
to encourage businesses 
to share productivity gains 
with their workers through 
higher wages. 

Social safety nets will 
be reinforced and social 
mobility will be promoted. 
Workfare will be enhanced 
and taxes will be made 
more progressive. To help 
households cope with 
the cost of  living, the 
government will make 
S$1.7bn in household 
transfers this year. 

More details can be found 
at www.mof.gov.sg

QUALITY CONTROL 
Part 4 of  the Singapore 
Standard on Quality Control, 
SSQC 1 Quality Control for 
Firms that Perform Audits 
and Reviews of Financial 
Statements, and Other 
Assurance and Related 
Services Engagements, was 
issued by the Accounting 
and Regulatory Authority 
(ACRA) in February. It 
discusses ACRA’s inspection 
observations on the fifth 
and sixth element of  
SSQC 1 – Engagement 
Performance and Monitoring 

respectively. The Bulletin can 
be downloaded from ACRA’s 
website: www.acra.gov.sg

ACRA E-NEWSLETTER 
ACRA has launched its 
first issue ACRAConnect. 
The e-newsletter is 
targeted at accountants, 
corporate secretaries and 
lawyers. Issued twice a 
year, ACRAConnect aims 
to provide updates on 
new ACRA initiatives and 
upcoming key events. 
Useful information relevant 
to businesses, including 
insights into key policies and 
legislative changes, as well 
as best practices, will be 
provided in a regular column 
that features useful case 
studies. The e-newsletter 
can be accessed from  
www.acra.gov.sg

Joseph Alfred, head of 
policy and technical,  
ACCA Singapore

MALAYSIA

MASB ROADMAP
On 1 March, the Malaysian 
Accounting Standards 
Board (MASB) published 
a roadmap which explains 
the Board’s plan for private 
entities that meet specified 
criteria to use the Financial 
Reporting Standards for 
Small and Medium-sized 
Entities (FRS for SMEs) 
beginning in 2016. Under 
the roadmap, the financial 
reporting framework for 
private entities uses size 
threshold based on annual 
revenue of  RM500,000 as 
the differentiator. It also 
includes suggestions on 
what the MASB and other 

stakeholders could do 
to assist affected private 
entities in the migration 
from the Private Entities 
Reporting Standards (PERS) 
to the FRS for SMEs.

Interested parties are 
encouraged to provide 
feedback by 6 May. Visit 
www.masb.org.my 

Vilashini Ganespathy, head 
of professional development 
and technical, ACCA 
Malaysia

HONG KONG

AD VALOREM STAMP DUTY
With effect from 23 February 
2013, any residential 
property and non-residential 
property acquired on or 
after 23 February 2013, 
either by an individual or a 
company, will be subject to 
the new rates of  ad valorem 
stamp duty as shown below:
Up to HK$2m: 1.5%
HK$2,000,001-HK$3m: 3%
HK$3,000,001-HK$4m: 4.5%
HK$4,000,001-HK$6m: 6%
HK$6,000,001-HK$20m: 7.5%
HK$20,000,001 and above: 
8.0%

However, the new rates 
are not applicable where the 
property, whether residential 
or non-residential, is 
acquired by a Hong Kong 
permanent resident who 
does not own any other 
residential property in 
Hong Kong at the time of  
acquisition. Both the buyer 
and the seller are liable to 
pay the stamp duty at the 
new rates for transactions 
taken on or after 23 
February 2013.

In addition, the charging 
of  stamp duty on non-

residential property 
is advanced from the 
conveyance on sale to the 
agreement for sale.

Sonia Khao, head of 
technical services, ACCA 
Hong Kong

INTERNATIONAL

SMP GUIDE
The International Federation 
of  Accountants has produced 
a guide aimed at small and 
medium-sized practices 
with sections on strategic 
planning, managing 
staff, client relationship 
management, and succession 
planning. Case studies 
illustrate the concepts, and 
example checklists and 
forms are available. 

The guide is at http://
tinyurl.com/az2g2n4

IFRS FOR SMEs 
The latest update on 
support made available 
by the IFRS Foundation on 
IFRS for SMEs can be found 
at http://tiny.cc/9pvitw and 
includes latest translations 
and educational material. 
Details on the UK’s FRS 102 
can be found at http://tiny.
cc/yuvitw

RELATED PARTIES
A new factsheet is available 
that provides guidance on 
the collection and disclosure 
of  related-party transactions 
within statutory financial 
statements. The factsheet 
considers the legislative 
requirements, accounting 
standards and contains 
example disclosures. 

Visit www2.accaglobal.
com/uk/members/technical
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OECD
The Organisation for 
Economic Cooperation 
and Development (OECD) 
has released two detailed 
reports on energy taxation 
rates, breaks and subsidies 
among its 34 members. 

Taxing Energy Use is a 
systematic comparative 
analysis of  the structure 
and level of  OECD countries’ 
energy taxes, and is at 
http://tinyurl.com/abmgehh 

Inventory of Estimated 
Budgetary Support and Tax 
Expenditures for Fossil Fuels 
2013 is at www.oecd.org/
site/tadffss

Keith Nuthall, journalist

IAASB MEETING
The majority of  the 
International Auditing and 
Assurance Standards Board 
meeting, held in February 
in Brussels, Belgium, was 
devoted to progressing 
IAASB’s priority Auditor 
Reporting project. Two 
drafting teams have been set 
up – one to focus on what will 
likely be a new ISA to deal 
with Auditor Commentary, 
and the other to revise ISA 
700; former ACCA president 
Brendan Murtagh is a 
member of  the latter. 

Much work has been 
undertaken to develop 
criteria for determining 
the ‘key audit matters’ 
that would be required 
to be reported for listed 
companies, and work will 
now begin on developing 
illustrative examples. 

The IAASB continues to 
work to develop exposure 
drafts of  the revised Auditor 
Reporting standards for 
approval at its June meeting. 

The meeting was 
briefed on the preliminary 
findings from the post-
implementation review 
of  the clarified ISAs. A 
summary of  these will be 
published following the June 
meeting and the steering 
committee will take these 
into account in developing 
its strategy and work plan 
for 2015-2019 which will be 
exposed for public comment 
following the December 
2013 meeting.

The proposed change 
to the International Ethics 
Standards Board for 
Accountants Code of  Ethics 
relating to the definition 
of  ‘the engagement team’ 
had been confirmed, so 
IAASB was able to approve 
changes to ISA 610 relating 
to applying to direct 

assistance, which come into 
effect for periods ending on, 
or after, 15 December 2013.
Feedback on these or other 
IAASB matters is very 
welcome; please email sue.
almond@accaglobal.com. 

Sue Almond, ACCA 
technical director

AUSTRALIA

AASB 2012-10/11 APPROVED
The Australian Accounting 
Standards Board (AASB) 
has approved two standards: 
AASB 2012-10, Amendments 
to Australian Accounting 
Standards – Transition 
Guidance and Other 
Amendments, and AASB 
2012-11, Amendments 
to Australian Accounting 
Standards – Reduced 
Disclosure Requirements and 
Other Amendments.

AASB 2012-10 makes 
amendments to a number 
of  Australian Accounting 
Standards and Interpretation 
12, Service Concession 
Arrangements.

AASB 2012-10 applies 
to annual reporting periods 
beginning on or after 1 
January 2013. Early 
application is permitted, 
subject to conditions 

in relation to the 
amendments to AASB 10 
and related standards. 

AASB 2012-11 makes 
amendments to AASB 10, 
Consolidated Financial 
Statements, and AASB 128, 
Investments in Associates and 
Joint Ventures, to extend 
relief  from consolidation 
and the equity method for 
entities complying with the 
reduced disclosure 
requirements of  Australian 
Accounting Standards. 

These amendments reflect 
those made previously to 
now superseded standards 
in AASB 2011-6, 
Amendments to Australian 
Accounting Standards – 
Extending Relief from 
Consolidation, the Equity 
Method and Proportionate 
Consolidation – Reduced 
Disclosure Requirements.

AASB 2012-11 also makes 
editorial corrections to 
reduced disclosure 
requirements for entities 
preparing general purpose 
financial statements under 
the reduced disclosure 
requirements of  Australian 
Accounting Standards. 

These corrections do 
not change any of  
the requirements of  
the standards. 

AASB 2012-11 applies to 
annual reporting periods 
beginning on or after 1 July 
2013. Earlier application of  
the standard is permitted, 
with some conditions.

The standards have now 
been published on the 
AASB website. 

Lei Xu, technical manager, 
ACCA Australia and 
New Zealand

The OECD has published reports on member countries’ energy taxation rates
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Advancing the standards front 
Audit standard-setter ISACA is updating its standards to help auditors keep up with the 
IT systems so many internal controls are built on, as NATO’s Ian Sanderson explains 

There are three global audit and 
assurance standard-setting bodies: 

* the International Federation of  
Accountants (IFAC), which through 
its International Auditing and 
Assurance Standards Board (IAASB) 
sets International Standards on 
Auditing, assurance engagements 
and related services;

* the Institute of  Internal Auditors 
(IIA), which sets international 
standards for the professional 
practice of  internal auditing;

* ISACA (previously known as the 
Information Systems Audit and 
Control Association), which sets 
information systems audit and 
assurance standards.

Standards review and update
Each of  these standard-setting bodies 
has recently reviewed its standards:

* The IAASB’s clarified International 
Standards on Auditing became 
effective for audits of  financial 
statements for periods beginning on 
or after 15 December 2009. 

* The IIA’s revised standards came 
into effect at the start of  2013.

* ISACA plans to issue its revised 
information systems audit and 
assurance standards in early 2013. 

ISACA
Many ACCA members will be familiar 
with ISACA’s standards through 
holding its Certified Information 
System Auditor (CISA) certification 
or through knowledge of  its COBIT 

framework (previously known as 
Control Objectives for Information 
and Related Technology). The latest 
version of  the framework – COBIT 5 – 
provides an end-to-end business view 
of  the governance and management of  
enterprise IT that reflects the central 
role of  information and technology in 
creating value for organisations. 

COBIT 5 is rapidly gaining popularity 
and becoming a legitimate alternative 
to the framework of  the Committee 
of  Sponsoring Organizations (COSO) 
because many internal control and 
risk management systems are built on 
information systems.

Revision imperative
The need to revise ISACA’s information 
systems audit and assurance 
standards stems from the fact that 
information systems are rapidly 
developing, increasingly pervasive and 
have become fundamental to most 
audits, including audits of  financial 
statements, compliance-based audits 
and internal audits.

The revised IIA standards that came 
into effect in January acknowledge the 
growing importance of  information 
systems in audit by introducing a 
specific standard for IT governance. 
Standard 2110 lays down that the 
internal audit activity must assess 
whether the IT governance of  the 
organisation sustains and supports the 
organisation’s strategies and objectives.

ISACA’s information systems audit 
and assurance standards, and the 

guidelines which help an auditor to 
interpret and apply those standards, 
are regularly reviewed to ensure that 
they remain relevant and continue to 
provide value. Both relevance and value 
creation are fundamental both for 
those who perform the audit 
engagement and those who rely on the 
audit work performed.

Following the standards is 
mandatory for information systems 
auditors. While following guidelines is 
not a requirement, guidelines support 
the auditor in achieving the 
requirements of  the standards. They 
help the auditor interpret precisely 
what the requirements of  the standard 
mean or are intended to cover. 

Those who govern or manage an 
organisation need to know that the 
standards on which their internal 
controls assurance is based are 
credible. They must demonstrate 
compliance with existing legislation 
such as Sarbanes-Oxley and new laws 
resulting from the global financial 
crisis; demonstrating compliance is 
easier if  it is based on internationally 
accepted auditing standards.

Standards setters must remain 
vigilant to ensure their standards 
remain credible in the eyes of  a broad 
stakeholder group, including the 
general public. Stakeholder 
expectations can quickly evolve. We all 
remember the criticism that auditors 
received after the onset of  the global 
economic crisis, when we were accused 
of  being ‘the dog that didn’t bark’. 
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Keeping up to date
Professional standards also have to 
keep pace with developments in the 
audit profession itself. The updating 
and improving of  one standard-setting 
body’s auditing standards leads to 
justifiable expectations that the others 
will incorporate similar enhancements 
and best practices.

A good example of  this was the 
IAASB’s ‘clarity’ project, which led to 
improved requirements aimed at 
strengthening audit practices in areas 
such as:

* using materiality in planning and 
performing an audit; 

* undertaking risk assessments; 

* communicating deficiencies in 
internal control.

These improvements will benefit  
all auditors and should, where 
possible, be incorporated by other 
standard-setting bodies. Such 
alignment efforts help both the auditor 
and those who rely on the auditor’s 
work by increasing the harmonisation 
of  different standards.

What is the aim?
ISACA intends to make its professional 
standards even more accessible and 
relevant to the information systems 
auditor. The revised standards are 
designed to help an information 
systems auditor better plan, perform 
and report on an audit.

The wording of  each standard is 
being reviewed and updated to ensure 
clarity and conciseness. As the 

standards are used by most major 
audit firms and by information system 
internal audit functions at major 
businesses across the world, the 
correct words and phrases are 
fundamental to ensuring that they are 
applied consistently from one audit 
assignment to the next. 

The standards will also become 
clearer; they will eliminate ambiguity 
about the requirements for the 
information systems auditor. Without 
this level of  clarity, standards could fail 
their ultimate test of  providing 
independent and objective assurance 
to users of  the audit report.

The revised standards will also have 
an improved and more logical 
structure. For example, the standards 
will direct the auditor more clearly on 
what he or she must do, provide a 
commentary on the standard, include 
definitions of  terms used, and give 
references to support auditors who 
wish to learn more about their 
responsibilities towards the standard. 

The standards are also being split 
into defined categories, in a similar 
way to other global audit standards, so 
that there will be: 

* general standards, which represent 
the attributes of  the audit and 
assurance professional and 
organisation;

* performance standards, which show 
how an audit should be planned and 
performed;

* reporting standards, which outline 
how to report the results of  the 

audit and how to follow up on 
recommendations made in the  
audit report. 

While there will be greater 
consistency in terms of  terminology 
with other audit standards setters, 
there are limits to how far this can go. 
An information systems audit, by its 
specialised nature, requires some 
specific terminology; and even when 
terminology may appear to be common 
with other audit standards, it may be 
interpreted differently. For example, the 
concept of  materiality may be applied 
differently when conducting a financial 
statement audit as compared to an 
information systems audit. These areas 
need to be addressed.

Timeline
ISACA plans to have all of  its standards 
and the associated guidelines fully 
reviewed, updated and issued by the 
end of  2013. Draft revised standards 
were open to public exposure and 
comment until the end of  2012, and 
draft revised guidelines will be issued 
for exposure and comments in 2013. 

The ISACA professional standards 
and career management committee 
will review all comments and integrate 
those leading to improvements or 
clarification into the final, approved 
standards and guidelines.

Ian Sanderson is a member of ISACA’s 
professional standards and career 
management committee. He works for 
NATO in Brussels, Belgium

47



The difference between debt and 
equity in an entity’s statement 
of financial position is not easy 
to distinguish for preparers of 
financial statements. Many financial 
instruments have both features, 
with the result that this can lead to 
inconsistency of reporting. 

The International Accounting 
Standards Board (IASB) agreed with 
respondents from its public 
consultation on its agenda (December 
2012 report) that it needs greater 
clarity in its definitions of  assets and 
liabilities for debt instruments. This 
should therefore help eliminate some 
uncertainty when accounting for assets 
and financial liabilities or non-financial 
liabilities. The respondents felt that 

defining the nature of  liabilities would 
advance the IASB’s thinking on 
distinguishing between financial 
instruments that should be classified 
as equity and those instruments that 
should be classified as liabilities.

The objective of  IAS 32, Presentation, 
is to establish principles for presenting 
financial instruments as liabilities or 
equity and for offsetting financial 
assets and liabilities. The classification 
of  a financial instrument by the issuer 
as either debt or equity can have a 
significant impact on the entity’s 
gearing ratio, reported earnings, and 
debt covenants. Equity classification 

can avoid such an impact, but may be 
perceived negatively if  it is seen as 
diluting existing equity interests. The 
distinction between debt and equity is 
also relevant where an entity issues 
financial instruments to raise funds to 
settle a business combination using 
cash or as part consideration in a 
business combination. Understanding 
the nature of  the classification rules 
and potential effects is critical for 
management and must be borne in 
mind when evaluating alternative 
financing options. Liability 
classification normally results in any 
payments being treated as interest and 
charged to earnings, which may affect 
the entity’s ability to pay dividends on 
its equity shares.

The key feature of  debt is that the 
issuer is obliged to deliver either cash 
or another financial asset to the holder. 
The contractual obligation may arise 
from a requirement to repay principal 
or interest or dividends. Such a 
contractual obligation may be 
established explicitly or indirectly, but 
through the terms of  the agreement. 
For example, a bond that requires the 
issuer to make interest payments and 
redeem the bond for cash is classified 
as debt. In contrast, equity is any 
contract that evidences a residual 
interest in the entity’s assets after 
deducting all of  its liabilities. A 

financial instrument is an equity 
instrument only if  the instrument 
includes no contractual obligation to 
deliver cash or another financial asset 
to another entity and if  the instrument 
will or may be settled in the issuer’s 
own equity instruments.

For instance, ordinary shares, where 
all the payments are at the discretion 
of  the issuer, are classified as equity of  
the issuer. The classification is not 
quite as simple as it seems. For 
example, preference shares required to 
be converted into a fixed number of  
ordinary shares on a fixed date or on 
the occurrence of  an event certain to 
occur should be classified as equity.

A contract is not an equity 
instrument solely because it may result 
in the receipt or delivery of  the entity’s 
own equity instruments. The 
classification of  this type of  contract is 
dependent on whether there is 
variability in either the number of  
equity shares delivered or variability in 
the amount of  cash or financial assets 
received. A contract that will be settled 
by the entity receiving or delivering a 
fixed number of  its own equity 
instruments in exchange for a fixed 
amount of  cash or another financial 
asset is an equity instrument. This has 
been called the ‘fixed for fixed’ 
requirement. However, if  there is any 
variability in the amount of  cash or 
own equity instruments that will be 
delivered or received, then such a 
contract is a financial asset or liability 
as applicable.

For example, where a contract 
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Defining moment
IAS 32 sets out to bring some much needed clarity to the definitions of assets  
and liabilities in relation to debt instruments, explains Graham Holt

SOME INSTRUMENTS ARE STRUCTURED TO
CONTAIN BOTH A LIABILITY AND EQUITY ELEMENT
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requires the entity to deliver as many 
of  the entity’s own equity instruments 
as are equal in value to a certain 
amount, the holder of  the contract 
would be indifferent whether it received 
cash or shares to the value of  that 
amount. Thus, this contract would be 
treated as debt.

Other factors, which may result in an 
instrument being classified as debt, 
are:

* is redemption at the option of  the 
instrument holder

* is there a limited life to the 
instrument

* is redemption triggered by a future 
uncertain event that is beyond the 
control of  both the holder and 
issuer of  the instrument, and

* are dividends non-discretionary.
Similarly, other factors, which may 

result in the instrument being 
classified as equity, are whether the 
shares are non-redeemable, whether 
there is no liquidation date or where 
the dividends are discretionary.

The classification of  the financial 
instrument as either a liability or as 
equity is based on the principle of  
substance over form. Two exceptions 
from this principle are certain puttable 
instruments meeting specific criteria 
and certain obligations arising on 
liquidation. Some instruments have 
been structured with the intention of  
achieving particular tax, accounting or 
regulatory outcomes with the effect 
that their substance can be difficult  
to evaluate. 

The entity must make the decision as 

to the classification of  the instrument 
at the time that the instrument is 
initially recognised. The classification 
is not subsequently changed based on 
changed circumstances. For example, 
this means that a redeemable 
preference share where the holder can 
request redemption is accounted for as 
debt even though legally it may be a 
share of  the issuer. 

In determining whether a 
mandatorily redeemable preference 
share is a financial liability or an equity 
instrument, it is necessary to examine 
the particular contractual rights 
attached to the instrument’s principal 
and return elements. The critical 
feature that distinguishes a liability 
from an equity instrument is the fact 
that the issuer does not have an 
unconditional right to avoid delivering 
cash or another financial asset to settle 
a contractual obligation. Such a 
contractual obligation could be 
established explicitly or indirectly. 
However, the obligation must be 
established through the terms and 
conditions of  the financial instrument. 
Economic necessity does not result in 
a financial liability being classified as a 
liability. Also a restriction on the ability 
of  an entity to satisfy a contractual 
obligation, such as the company not 
having sufficient distributable profits or 
reserves, does not negate the entity’s 
contractual obligation.

Some instruments are structured to 
contain elements of  both a liability and 
equity in a single instrument. Such 
instruments – for example, bonds that 
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are convertible into a fixed number of  
equity shares and carry interest – are 
accounted for as separate liability and 
equity components. Split accounting is 
used to measure the liability and the 
equity components upon initial 
recognition of  the instrument. This 
method allocates the fair value of  the 
consideration for the compound 
instrument into its liability and equity 
components. The fair value of  the 
consideration in respect of  the liability 
component is measured at the fair 
value of  a similar liability that does not 
have any associated equity conversion 
option. The equity component is 
assigned the residual amount.

IAS 32 requires an entity to offset a 
financial asset and financial liability in 
the statement of  financial position only 
when the entity currently has a legally 
enforceable right of  set-off  and intends 
either to settle the asset and liability 
on a net basis or to realise the asset 
and settle the liability simultaneously. 
An amendment to IAS 32 has clarified 

that the right of  set-off  must not be 
contingent on a future event and must 
be immediately available. It also must 
be legally enforceable for all the parties 
in the normal course of  business, as 
well as in the event of  default, 
insolvency or bankruptcy. Netting 
agreements where the legal right of  
offset is only enforceable on the 
occurrence of  some future event, such 
as default of  a party, do not meet the 
offsetting requirements. 

Rights issues can still be classified 
as equity when the price is 
denominated in a currency other than 
the entity’s functional currency. The 
price of  the right is denominated in 
currencies other than the issuer’s 
functional currency when the entity is 
listed in more than one jurisdiction or 
is required to do so by law or 
regulation. A fixed price in a non-
functional currency would normally fail 
the fixed number of  shares for a fixed 
amount of  cash requirement in IAS 32 
to be treated as an equity instrument. 

As a result, it is treated as an exception 
in IAS 32. 

Two measurement categories exist 
for financial liabilities: fair value 
through profit or loss (FVTPL) and 
amortised cost. Financial liabilities 
held for trading are measured at 
FVTPL, and all other financial liabilities 
are measured at amortised cost unless 
the fair value option is applied. 

The IASB and US Financial 
Accounting Standards Board have been 
working on a project to replace IAS 32 
and converge IFRS and US GAAP for a 
number of  years. The ‘Financial 
instruments with characteristics of  
equity’ project (‘FICE’) resulted in a 
discussion paper in 2008, but has 
been put on hold. 

Graham Holt is an examiner for ACCA, 
and associate dean and head of the 
accounting, finance and economics 
department at Manchester 
Metropolitan University Business 
School

       TO GET THE QUESTIONS GO TO 
  www.accaglobal.com/cpd/financialreporting

50 Technical

http://www.accaglobal.com/abcpd
http://www.accaglobal.com/abcpd


CPD
units on the web

All about EVA
In the first in a new series, Dr Tony Grundy looks at economic value added – what it  
is and what role it should play in the thinking and activity of strategic accountants

Economic value (or ‘shareholder 
value’) is defined as ‘the present 
value of the future cashflows of a 
company, of a particular project or 
decision’. That means the calculation 
of economic value may be applied 
to something much smaller than an 
entire business’s valuation, such 
as a specific commercial decision. 
Such a decision could be whether to 
invest in a brand, whether to make 
some organisational change or simply 
whether to hire in some special 
skills. It is often referred to as EVA or 
‘economic value added’.

Present value can be seen from 
either a management or a shareholder 
perspective. So that means that the 
valuation assessment can be arrived at 
from internal data or from purely 
outside estimations, in which case 
there are bound to be differences. 
Where internal figures are superior to 
external data, the company could well 
be undervalued. 

EVA is the key
This series will take you on a much 
more detailed journey of  what 
economic value is and how it can 
provide an extra dimension on top of  
or instead of  reliance on accounting 
profit for making key business 
judgments. It follows on naturally 
from my earlier series on strategy and 
strategic thinking. All strategic options 
need some financial quantification, and 
the purest and the best way of  doing 
this is through EVA. Indeed, this series 
starts where we left off  last month – in 

being able to turn into numbers the 
financial attractiveness that we saw in 
the strategic option grid.

Where does it come from?
Economic profit comes from two main 
sources of  value:

* the forecast value of  net cashflows 
(over a planning period)

* the lump of  value at the end of  that 
period (the ‘terminal value’).

The forecast period is that over which 
estimates of  cashflows can be made 
based on meaningful assumptions and 
taking into account the degree of  
uncertainty that surrounds these. It 
could be anything from as little as 
three years to as many as 10 – or even 
more in exceptional situations, such as 
in the aero-engine industry.

The cashflow is discounted (or 
reduced) from the future value to the 
current or ‘present’ value by the 
following formula: the end year one 
cashflow X 1/(1 + the cost of  capital).

 Here the ‘cost of  capital’ is the 
return needed by suppliers of  capital 
to compensate them for:

* the rate of  inflation;

* risk;

* parting with that money for a period 
of  time.

The third element – the deprival cost 
over time – is called, rather 
enigmatically, the ‘time value of  
money’– economists love their jargon! 

Normally we expect to have a cash 
stream that goes on for a period, so 
the second year’s cashflows need to be 
reduced to present value terms 

effectively twice or: the end year two 
cashflow X 1/(1 + the cost of  capital) X 
1/(1 + the cost of  capital). Or, end 
year two cashflow times the discount 
factor, squared.

While this isn’t the most exhilarating 
of  calculations to do – thankfully, 
computers can do it – the way in which 
the compounding works is of  interest. 
For instance, if  we take the discount 
factor first as 8% and second as 10%, 
it would have the following effect for a 
cashflow of  £100 at year 10:

* for 8%, £100 X 0.68 = £68;

* for 10%, £100 X 0.57 = £57.
 Two things are of  interest here:

1 There is a sizable reduction in value 
as a result of  the compounding 
effect over time and thus longer-
term investments have to be extra 
laden with incoming cash to support 
this burden.

2 Different costs of  capital have  
an impact on the economic  
value of  a business as a result  
of  the compounding effect, so  
while not being the most important 
value driver, the cost of  capital is 
still significant.

The ‘terminal value’ is significant, 
too. Even with a planning horizon of  10 
years the terminal value – which is the 
value of  cashflows often carrying on 
into perpetuity – is often 40% and 
more of  the total value. 

Where the planning horizon is as 
short as, say, five years, the terminal 
value can be worth as much as 70% of  
the total value. As most of  the focus 
and thinking is likely to be on the more 
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ALL STRATEGIC OPTIONS NEED SOME FINANCIAL 
QUANTIFICATION. THE PUREST AND THE BEST WAY
TO DO THIS IS THROUGH ECONOMIC VALUE ADDED

immediate planning horizon, then the 
fact that the terminal value may 
contain, at best, softer assumptions 
can be forgotten. Arguably, more 
thinking about the environmental and 
competitive factors at the end of  the 
formal planning horizon is therefore 
needed, too.  

The seven key value drivers
The seven key value drivers that need 
to be thought about in an economic 
valuation are:
1 the sales growth rate (SGR);
2 the operating profit margin (OPM);
3 the incremental working capital 

investment (IWCI);
4 the fixed capital investment – the 

replacement fixed capital investment 
(RFCI) and the incremental fixed 
capital investment (IFCI);

5	 the corporate tax rate;
6	 the cost of  capital;
7	 the competitive advantage period 

(CAP). 
The SGR is taken from the profit and 

loss account. It is the percentage of  
sales growth (the increase) divided by 
the base sales, times 100, and is 
expressed as a percentage. It can be 
calculated historically from the year-on-
year growth experienced over the past 
few years – assuming that this is a 
good guide to the future. Normally you 
would take a quick look at this to 
understand the trends and what might 

have been behind these, and then take 
a deeper look at the new trends and 
factors going forward. In particular, 
one-off  factors in the past should be 
identified and isolated out.

Unlike conventional accounting 
evaluations, the SGR calculation 
enables the growth dynamics of  a 
business or of  a decision to be 
factored directly into the valuation.

The OPM is also taken from the 
profit and loss account. It is the 
percentage which the operating profit 
is of  that year’s sales. The operating 
profit is that profit line before interest 
and tax – and also before depreciation. 
Depreciation, which is a non-cash item, 
therefore needs to be excluded.

Again, the same forecasting 
principles apply for this calculation: 
look at past trends, isolate any 
one-offs, then take a more forward-
looking view which factors in any 
discontinuities. Obviously the resulting 
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ECONOMIC VALUE ADDED IS A TOOL FOR 
STRATEGIC THINKING AND SHOULD BE USED BY 
ACCOUNTANTS TO SUPPORT MANAGERS 
DOING JUST THAT

numbers are only as good as the 
quality of  the underlying assumptions.

Both the SGR and the OPM are 
normally very important indeed in 
economic evaluation. They are also 
typically the hardest assumptions 
(along with the competitive advantage 
period) to arrive at.

After considering the operation value 

drivers listed above, calculate the 
investment of  cash required to sustain 
and grow the business for the resulting 
net cashflows. To do this, you take out 
any investment in any additional 
working capital – usually pro rata to 
the increases – to support sales 
growth. Likewise, some fixed capital is 
normally needed both to replace 
equipment as it wears out and also to 
increase any assumed additional 
capacity to meet sales growth.

The IWCI and the IFCI are usually 
derived on a percentage basis from 
past trends. The RFCI is either worked 
out from specific known needs or a 
crude estimation is made by assuming 
that it approximates to the rate of  
depreciation. Isolating the right figures 
from the profit and loss account can be 
a little fiddly and you are advised to do 

a second check of  this once you are 
finished. Even for an experienced 
analyst it is very easy to pull the wrong 
figures out from a complex profit and 
loss account.

The capital adjustments will vary a 
lot in their relative significance. For 
instance, in the MBA case study of  
valuing the acquisition of  Marvel 

Entertainments the capital 
assumptions are relatively minor. Of  
course, in capital-intensive industries 
such as pharmaceuticals, oil or utilities 
these assumptions can play a huge 
role. In one joint venture once 
contemplated by aero-engine maker 
Rolls-Royce, for example, the effect of  
the IWCI was huge as there were 18 
months’ worth of  debtors!

The corporate tax rate is usually 
relatively straightforward: the tax 
charge divided by the OPM. Obviously, 
that’s a bit of  a simplification, and  
we will be looking at the cost of  capital 
in greater detail in the next article in 
this series. 

So bringing it all together in a full 
EVA model you have, year-on-year for 
the forecasting period:

* the new sales, based on the SGR;

* operating profit margin, based on 
the new sales times;

* the new OPM percentage.
From this you have to subtract:

* investment adjustment assumptions 
(IWCI+RFCI+IFCI);

* corporate tax charge on operating 
profit (at the assumed tax rate).

This calculation would give the forecast 
future cashflows. These would then be 
discounted over the planning period and 
would be added to the terminal value to 
give the total value of  the strategy.

Space precludes this article from 
going into the detailed calculations for 
the capital movement adjustments 
needed too. 

Strategic EVA
EVA is a tool for strategic thinking 
and should be used by accountants to 
support managers doing just that.

It is cashflow-based, brings in a 
longer-term time horizon, and takes 
into account the need for a balance of  
return to risk for shareholders in a way 
unlike accounting profit.

It responds to seven strategic value 
drivers – two operational, two 
investment-based, two financial and 
one competitively based.

In the next article we will learn more 
about this elegant model and also 
illustrate its application in practice.  

Dr Tony Grundy is an independent 
consultant and trainer, and lectures  
at Henley Business School in the UK 
www.tonygrundy.com
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											www.accaglobal.com/cpd/strategy
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Bitter pill
The law that will soon force all larger companies operating in the US to offer all full-time 
staff a health insurance plan adds a further layer of complexity to business operations

Britain has a national health service. 
America’s answer is a corporate 
healthcare service in which most 
citizens get medical insurance through 
their employer. Despite the system’s 
many drawbacks, President Barack 
Obama’s Affordable Care Act will set 
it in stone. 

For most of  the modern period, 
companies saw offering healthcare 
coverage to employees as an optional 
perk as a way of  winning over the best 
workers. Come 1 January 2014, when 
the new law comes into full effect, large 
employers must offer coverage or face 
a hefty tax penalty. 

Most companies have been dreading 
the implementation of  Obamacare, 
as the law has been dubbed. Jeff  
Saviano, global director of  indirect, 
state and local tax for Ernst & Young, 
says: ‘This is not just a law that affects 
what health insurance companies offer. 
Even companies with great healthcare 
schemes will need to collect and hand 
over a great deal of  information. It 
will take many departments working 
together to prepare for this.’ 

Unprepared
The first challenge is one of  timing. 
The healthcare act was the big 
achievement of  Obama’s first term, 
passed back in March 2010. So in 
theory companies have had nearly 
four years to prepare for it. In reality 
many companies were unsure whether 
the act would survive. Opponents took 
their case all the way to the Supreme 
Court, which only gave Obamacare the 
green light in June 2012. Even then 
Republican US presidential candidate 
Mitt Romney said he would repeal it if  
elected last year. 

‘As a result, it is only really over 
the past few months that employers 
have really resigned themselves to 
implementing this law,’ says Judith 
Solomon, the health policy director 
for the Center on Budget and Policy 
Priorities, a think-tank in Washington. 
‘That does not leave much time for 
implementation considering the 
complexity of  the regulations.’ 

Employers are at the heart of  the US 

The reform of health insurance was a major feature of the US 
presidential election campaign last year
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9am and 3pm. This is a headache for 
companies – particularly in the retail 
and hospitality sectors – with large 
numbers of  lower paid staff, whose 
schedules are hard to predict over the 
course of  a year. Some shopworkers 
might qualify for insurance one month 
and not the next. 

‘For companies that have a lot of  
seasonal workers this can be really 
hard to track,’ says Saviano. ‘This 
calculation could end up causing a lot 
of  heartburn.’ Thankfully, employers 
will be given a certain period of  time 
to judge the hours that an individual 
is working if  they are in a grey zone 
between full and part-time. 

Having figured out whether the 
act applies to their organisation, 
companies need to calculate what 
to offer. They are obliged to offer 
insurance only to full-time employees 
and their dependants; this covers any 
children, including foster children, but 
not spouses. The law also requires 
the insurance to be affordable and 
of  minimum value. In terms of  
affordability, the insurance premium 
should not cost workers more than 
9.5% of  their household income. In 
terms of  minimum value, employers 
must foot the bill for at least 60% of  
the cost of  benefits. 

The company’s responsibility does 
not end there. Since all Americans 
will be required to buy some form of  
coverage, workers whose employers 
have not offered coverage will have to 
seek an alternative. At this point they 

Top: President Obama defends his 
expansion of the US healthcare system 
from a perk to compulsory benefit

‘THIS WILL BE A HOT POTATO WITHIN MANY 
COMPANIES. SOME COMPANIES MAY NOT EVEN BE 
ABLE TO FIND THE POTATO’

healthcare system. Currently almost 
60% of  citizens under retirement age 
are provided with healthcare insurance 
by their employer. During World War 
II Uncle Sam placed restrictions on 
salary increases for Americans, so 
many companies started to offer fringe 
benefits such as healthcare to retain 
skilled workers and attract new staff. 

The system was given another boost 
in 1943 when employer contributions 

to healthcare were made tax-free. 
Individuals paying privately for 
insurance were not entitled to a similar 
tax privilege. 

Among the many problems with 
this employer-centric system is that 
it blinds citizens to the true cost of  
their healthcare, and many blame it for 
over-consumption and spiralling costs. 
Workers also lose their healthcare if  
they lose their job, and it has become a 
bureaucratic burden for companies. 

Still, the system has become 
so entrenched that the Obama 
administration had no alternative 
but to work with it. The Affordable 
Care Act further formalises the role 

of  companies in providing health 
insurance. After 1 January 2014 
large companies that fail to provide 
affordable and minimum quality 
coverage will be penalised. ‘The act 
gives corporate health insurance the 
air of  a public requirement,’ says 
Gary Claxton, a scholar at the Kaiser 
Family Foundation and a former deputy 
assistant secretary for health policy at 
the US Department of  Health. ‘That 
means far more public scrutiny and 
degree of  stigma for those who don’t 
offer coverage.’ 

The law applies to any employer – US 

or foreign-controlled – with more than 
50 full-time staff  or equivalent part-
time staff. Even charities and other 
non-profit organisations not subject to 
income tax have to comply. Nor can 
companies escape the law by counting 
each subsidiary as a separate entity – 
workforce size is based on the overall 
size of  the parent or controlling group. 

While most companies would 
consider an employee full-time only if  
they worked at least 40 hours a week, 
the act considers an employee to be 
full-time if  they put in more than 30 
hours a week over the course of  a 
month – a total of  130 hours a month, 
or the equivalent of  working between 
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can turn to health insurance exchanges 
(forums that each state must set 
up) that will provide a market where 
insurers can offer their wares. The 
exchanges will also assess whether 
individuals qualify for government 
assistance in buying coverage – a 
premium tax credit. To do so a worker 
must earn between 100% and 400% 
of  the national minimum wage (at 
present US$11,000 a year). They must 
also work for an employer either not 
offering insurance or whose policies  
do not meet the affordability and 
quality standards. 

Punitive
If  a company does not offer coverage, 
all it will take is a single employee 
qualifying for this tax credit at an 
exchange to land them with an extra 
tax bill. This bill will be equivalent to 
$2,000 for each full-time employee 
that works at the company – a 
potentially formidable penalty. Where a 
company does offer insurance but does 
not meet the quality or affordability 
standard, the tax is equal to $3,000 
for each employee who qualifies for the 
credit or $2,000 for the total number 
of  full-time staff  – whichever is the 
lesser amount. 

Since it is these exchanges that will 
trigger penalty taxes, companies need 
to ensure that they properly manage 
their communications with these 
bodies. Once an employee goes to an 
exchange and claims that a company’s 
coverage is sub-par, the exchange will 

contact the employer to verify this. 
Companies will then have 90 days 
to challenge any claim they are not 
offering adequate coverage. 

‘Companies may get data from 
multiple exchanges since every state 
will have one,’ says Helen Morrison, 
a principal at Ernst & Young and a 
former official at the US Treasury. 

Handling notices from the exchanges 
might not be easy. There will be 50 
exchanges and some employers will 
have multiple locations. ‘This will be 
a hot potato within many companies,’ 
says Saviano. ‘Some companies may 
not even be able to find the potato.’

The upshot is that this complicated 
law will put additional requirements 
on companies to collect and interpret 

data about their employees. For many 
organisations this may require new 
systems and IT processes, Ernst & 
Young warns. Employers will have 
to monitor communications with a 
host of  insurance exchanges. ‘Many 
parts of  an organisation will need to 
be mobilised to cope with these new 
pressures,’ warns Saviano. 

The healthcare law is likely to have 
many positive effects. Most notably it 
will help ensure coverage for many of  
the near 50 million Americans who lack 
insurance. But it will also add another 
layer of  complexity and regulation for 
companies operating in the US.

Christopher Alkan, journalist based in 
New York

Q What is the deadline? 
A Employers must comply with the 
new law by 1 January 2014.

Q Who does it apply to? 
A Employers with 50 or more full-
time workers – or the equivalent 
in part-time staff  – must offer 
coverage to these employees and 
their dependants. 

Q What is full time? 
A Over 30 hours a week per month: 
130 hours a month for a year.

Q When constitutes non-compliance? 
A If  at least one of  the business’s 
employees with an income between 
100% and 400% of  the minimum 

    *COMPLIANCE Q&A
wage qualifies for a premium tax credit 
when buying their own health cover.

Q What is the penalty? 
A If  an employer fails to offer minimum 
coverage, the tax is $2,000 multiplied 
by the number of  full-time employees. 
Alternatively, if  the company offers 
coverage that is unaffordable or 
below a certain value, it must pay the 
lesser of  $3,000 times the number 
of  employees getting state assistance 
with premiums or $2,000 times the 
total number of  full-time employees. 

Q What is affordability and value? 
A Premiums may not cost over 9.5% of  
household income and a plan must pay 
for at least 60% of  the cost of  benefits. 
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One door closes, another opens
[What happened to the finance people left disillusioned – and even jobless – after the financial crisis hit?  

We spoke to three Hong-Kong based professionals whose careers have changed for the better

Wine had always been a passion 
for Weber. He’d recently invested in 
a friend’s wine business start-up 
in Shanghai – now seemed as good 
a time as any to be more than a 
silent partner.

Deciding to give his entrepreneurial 
ambition a shot, he joined Via 
Pacifica Selections as managing 
director for Asia, based in Hong 
Kong. Since its formation in 2008, 
the company has grown exponentially. 
The wine it imports primarily from 
California’s Napa Valley is now 
distributed in key cities of  Greater 
China through divisions in Hong 
Kong, Macau and mainland cities 
Shanghai, Beijing and Chengdu.

The future looks bright. China is 
the fastest-growing wine market in 
the world, and Hong Kong, being a 
duty-free port, offers the most 
cost-effective entry point in  
the region.

In his new role, Weber is doing 
much more of  the legwork than he 
ever did as an executive. ‘We are 
building a new company in the 
fastest growing market for our 
product, so I’m doing everything 
from making sales calls, coordinating 
events and meeting with distributors,’ 
he says. ‘Sometimes I spend all day 
putting out fires but, overall, I’m 
loving it.’ Customers even comment on 
Weber’s obvious enthusiasm. 

With the benefit of  hindsight, 
Weber realises that he had been 
disillusioned working in an industry 
that in the past was relationship-driven 
and had now become ‘commoditised’. 
He is not only a survivor of  the global 
financial crisis, but has emerged far 
happier as a result. 

Q Could you envisage a time when you 
would return to your former career?
A Wayne Weber: No, never.

Wayne Weber 
Managing director, Asia, Via 
Pacifica Selections (HK)
Formerly: senior vice-president of 
sales, Bowne & Co

Wayne Weber was the quintessential 
2008 career ‘victim’. An executive 
in a company engaged in financial 
printing for initial public offering 
(IPO) business, Weber, an American, 
was winging his way to a Hong 
Kong posting when the financial 
world imploded. ‘Almost as my 
plane landed, Lehman Brothers 
tanked,’ he says. ‘Within months, 
the IPO market had crashed.’

Having arrived on a four-year 
contract, Weber soon found himself  
out of  a job. He felt gutted. Even 
though his company was acquired – 
and as supportive wife Janelle 
pointed out, ‘That’s what happens in 
recessions’ – it was hard not to take 
it personally.

He contemplated working for 
a competitor or doing something 
else entirely. Of  one thing he 
felt certain: Hong Kong was 
the best place to find that 
doorway opening.

Vivienne Fitzpatrick
Lead partner, H-Kore

Formerly: Director, equity sales, 
Barclays Capital Asia

Originally from Dublin, Ireland, 
Vivienne Fitzpatrick voluntarily 
stepped away from her investment 
banking career. She’d been playing 
in the major league since joining JP 
Morgan in 2003 and, for a long time, 
it fulfilled her. ‘Investment banking 
is great, an exciting place to be. I 
definitely loved it for a long time,’ 
she recalls.

But post-2008, the banking 
environment wasn’t what it used 
to be. ‘I got tired of  doing 10-  
to 12-hour days, especially when 
the markets weren’t great,’ 
she says. 

Life after banking became the 
elephant in the room whenever 
colleagues gathered. ‘A lot of  people 
were thinking of  alternative careers,’ 
she recalls. ‘We all got a knock after 
2008 – seeing colleagues change 
jobs more often and companies 
being taken over. That’s not an 
environment that’s conducive to 
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Michael Haskamp
Managing director, Legend 
Entertainment
Formerly: Associate, Lehman 
Brothers/Nomura

Michael Haskamp joined Lehman 
Brothers in New York in 2005, 
transferring to Hong Kong in 2008. 
He rolled into Nomura as part of 
its acquisition of Lehman’s Asian 
operations but within a matter of 
months, the axe fell.

‘Strange as this might sound, I was 
actually relieved to have been let go,’ 
Haskamp says. When he’d requested 
the Hong Kong transfer, Haskamp was 
already questioning his commitment to 
banking. ‘I hoped that a change of  
scenery and a move closer to my family 
and childhood home would reinvigorate 
my interest. But after a few months, 
the same doubts resurfaced. Being laid 
off  essentially forced me into the 
decision that I was having a hard time 
making on my own – to walk away 
from banking.’

Haskamp’s default position was to 
interview for finance roles but he soon 
accepted that he had no interest in the 
jobs he was applying for. ‘I began 

coming home at the end of  the day 
and feeling you’d achieved as much 
as you did before.’

There was a personal toll, too: 
banking, a profession once held in 
public esteem, was now viewed 
with suspicion. ‘Bankers were getting 
hit on for causing some of  the 
issues,’ Fitzpatrick says. ‘It was 
quite a negative atmosphere to be in, 
on a daily basis. ‘I worked with 
smart and funny people but 
projected what banking might look 
like in five to 10 years. If  you love 
what you’re doing, you roll with the 
punches and hope it turns back. 
But for me, I decided I wanted to 
get out of  an office environment and 
into fitness.’

Always an active sportsperson, 
Fitzpatrick had become friends with 
fellow banker Adrian Valenzuela who 
introduced her to Lagree Fitness, a 
Pilates-like workout which 
‘transformed’ her body in three 
months. Together with business 
partner Vanessa Valenzuela, she 
decided to bring the franchise to 
Hong Kong, and H-Kore opened in 
Central in January. 

Her banking friends were surprised 
when, in August 2012, Fitzpatrick 
resigned from her job. Even though 
‘Plan B’ was by now ‘a massive 
topic of  conversation’, few took the 
leap voluntarily. 

‘For me, I’m much happier,’ 
Fitzpatrick said. ‘I’m interacting with 
a broader spectrum of  people, and 
running a project that is within my 
control and very enjoyable.’

Q Could you envisage a time when 
you would return to your former 
career?
A Vivienne Fitzpatrick: Never say 
never.

thinking: with a totally clean slate to 
work with, what did I really want to do 
with my life?’

He’d long had an urge to be an 
entrepreneur, and the seed of  an idea 
to combine business with his passion 
for martial arts began to form. On a 
trip back to New York, over a beer with 
management consultant and ex-
classmate Chris Pollak, he considered 
whether, given the history and 
grassroots participation of  martial arts 
in Asia, there were opportunities. 
‘Chris flew over for a short trip and we 
spent some time doing our research. 
We liked what we saw. Chris went back 
to NYC to quit his job, and the rest is 
history,’ Haskamp recalls.

The pair co-founded Legend Fighting 
Championship in July 2009. ‘Legend is 
much like any other major sports 
organisation, generating revenues from 
three primary areas: gate, TV licensing 
and sponsorship,’ Haskamp explains. 
‘All three revenue streams have grown 
significantly since our first event in 
January 2010. We’ve gone from a live 
audience of  about 1,000 people to a 
potential reach that numbers in the 
hundreds of  millions.’

Is he happier now? ‘Absolutely, both 
professionally and personally. Every 
day brings new challenges and new 
adventures,’ he says.

‘I’m not necessarily a believer in fate 
or destiny, but I do believe that you 
have to seize every opportunity that life 
gives you with both hands. As tough as 
things might be, feeling sorry for 
yourself  but doing nothing about it 
isn’t going to make them any better.’

Q Could you envisage a time when you 
would return to your former career? 
A Michael Haskamp: I have a very hard 
time picturing that! 

Peta Tomlinson, journalist
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The ACCA Regulatory Board 
provides independent oversight over 
ACCA’s disciplinary and regulatory 
arrangements. In 2012, it carried out 
a review of ACCA’s regulatory and 
disciplinary procedures to ensure they 
are fit for purpose, independent, fair, 
proportionate and in the public interest.

The board made a number of  
recommendations, including the 
introduction of  independent legal 
advisers into ACCA’s regulatory and 
disciplinary committees. This enhances 
the independence of  the lay-majority 
committees by moving the provision of  
legal and procedural advice to external 
legal advisers. Legal advisers were 
introduced into the regulatory and 
disciplinary committees from January.

Two of  the board’s recommendations, 
which represent a significant change to 
ACCA’s current regulatory and 
disciplinary arrangements, are in regard 
to publishing forthcoming hearings and 
the outcome of  committee decisions.

Naming the member, firm or 
student due to appear before 
a disciplinary or regulatory 
committee in the pre-hearing 
news release
It is ACCA’s current practice to an-
onymise all pre-hearing news releases. 
If  an enquiry is made as to whether a 
particular member is due to appear be-
fore a committee, that information will 
be given, but the general news release 
is anonymous.

Once the hearing has taken place, and 
only if  an adverse finding has been made 
against the member, the decision of  the 
committee is published naming the 
member. In exceptional circumstances, 
the decision is anonymised, but this is 
very rare. It applies only in situations 
where publication of  the name would 
lead to an unusual adverse impact upon 
the member or a third party, over and 

Publicity protocols change in 2014
ACCA’s Sundeep Takwani reports on the ACCA Regulatory Board’s recommendations 
concerning the publicising of disciplinary and regulatory hearings and their outcomes

above the adverse impacts which would 
flow naturally as a result of  named 
publication (for example, an unusual 
impact upon a person’s health or safety).  

ACCA carried out benchmarking on 
the board’s behalf  and it was noted that 
ACCA was the only regulator of  those 
benchmarked, including the Institute of  
Chartered Accountants in England and 
Wales and the UK’s Financial Reporting 
Council, that did not name the member 
in pre-hearing publicity. The board’s 
view is this position is no longer tenable 
and is one with which ACCA concurs.

Publicising orders of  the 
disciplinary and regulatory 
committees as soon as the 
public hearing has taken place
Currently, ACCA does not publish the 
decision of  a disciplinary and regula-
tory committee until the committee’s 
decision has become effective. This is 
normally after the appeal period has 
expired or at the conclusion of  the 
appeal process (except in cases where 
there is a continuing risk to the public 
and the committee has ordered that its 

decision is effective immediately).
The board is concerned that such 

delay, coupled with the anonymity of  
the pre-hearing publicity, can mean 
that members of  the public may be 
unaware of  the matter. The board 
therefore recommends that, where a 
hearing has been held in public, the 
decision made at that hearing should 
be published immediately, irrespective 
of  when the decision becomes effective. 
ACCA concurs with the board’s view.

The effect of  accepting the 
recommendation would be that the 
public would become aware of  a 
decision made against a member even 
though it might subsequently be 
overturned on appeal. Therefore, any 
news release would clearly indicate that 
the decision was subject to appeal. 

ACCA agrees with the board’s 
recommendations but they represent a 
significant change of  approach. The 
public interest is paramount in any 
regulatory and disciplinary system, and 
transparency is a cornerstone of  such a 
system. The UK Courts have recognised 
that a profession’s reputation, and 
therefore the reputation and interests of  
its members as a whole, outweighs the 
interests of  any one individual member. 
In addition, transparent disciplinary 
and regulatory arrangements enhance 
public trust and confidence in ACCA 
and the profession, particularly where 
the profession regulates itself. 

ACCA believes the changes proposed 
are necessary to enhance the 
transparency of  ACCA’s regulatory and 
disciplinary arrangements and ACCA’s 
reputation as a robust and reliable 
regulator. ACCA aims to introduce the 
new publicity protocols in 2014. If  you 
have any strong views on these proposed 
changes, please pass them on to me at 
sundeep.takwani@accaglobal.com.

Sundeep Takwani, director – regulation
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There is no denying that attending 
face-to-face courses can help keep 
your knowledge up to date and 
provides lots of valuable networking 
opportunities. However, if you also 
factor in travel it’s probably one of the 
most expensive and time-consuming 
ways to keep your knowledge updated. 

Most of  us equate CPD with 
attending courses but this is not the 
case with ACCA CPD opportunities. 
ACCA can accommodate any learning 
so long as you can prove that it is 
relevant to your career. The learning 
opportunities described here all offer 
ways to meet your CPD requirements.

 
Accounting and Business
You can acquire verifiable CPD units 
by reading technical articles in this 
magazine. Don’t forget that features on 
soft skills and career development may 
be just as relevant for you and therefore 
just as applicable to your CPD.

MyDevelopment
E-learning can be an inexpensive way 
to learn and get CPD without the 
hassle. We’ve gathered courses from 
award-winning e-learning providers 

and negotiated exclusive discounts 
when you purchase training through 
MyDevelopment. Find the course or 
webinar that fits your needs by visiting 
www.accaglobal.com/cpd 

Podcasts and YouTube
Whether you are commuting
or jogging, at home or in your car,
podcasts and videos can be a great 
way to keep abreast of  developments 
in your sector. Look for podcasts 
online or through your mobile device’s 
catalogue – you’ll be surprised how 
much there is.

Coaching and mentoring
By acting as a coach or mentor, not 
only will you reap the benefits of  
working with junior colleagues, who 
will become more able, enthusiastic 
and ambitious as a result, but you’ll 
also develop the characteristics and 
behaviours required of  today’s rounded 
business professional. Examples of  
how you can gain CPD from coaching 
and mentoring include:

* researching for or preparing for a 
coaching session;

* conducting a coaching session – as 
long as this is new to you or you are 
attempting new techniques.

Consider becoming a 

workplace mentor – that way you’ll not 
only coach a younger colleague and get 
CPD but will also help them on their 
way to ACCA membership and do your 
bit for the accounting profession in 
general. 

BPP online courses
These exclusive BPP courses for 
ACCA members include audiovisual 
presentations, reports, podcasts 
and interactive modules. They cover 
auditing, business and finance, financial 
reporting and taxation, law, marketing, 
and operational and strategic 
management. For more, visit www.
bppprofessionaldevelopment.com/ACCA

Learning on the job or when 
you’re in a new role
You might think it doesn’t count but 
you learn a lot when you start a new 
role – new IT systems, new procedures 
at work, even your job induction can 
count towards your CPD. Many of  us 
keep learning as working practices 
evolve over time. Remember: if  it is 
relevant to your career and you can 
demonstrate this, then any learning 
can count towards your CPD.

The many routes to CPD success
The wide variety of CPD sources available to ACCA members means you don’t have to 
pay a premium – or find the valuable time – for a classroom course if you don’t want to

 LOOKING FOR A NEW JOB?
www.accacareers.com/china-hong-kong
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BEIJING
ANNUAL CONFERENCE
ACCA president Barry Cooper welcomed nearly 250 members and 
guests to the annual conference in Beijing on 26 February. A full-
day event entitled ‘Strategy and Innovation: Accountants Create 
Business Value’, the conference brought together government 
officials, members and key employers to share their experience 
and expertise on how accountants can help grow the business. 

ACCA achievement awards were presented to Dr Chen Yugui, 
deputy president and secretary general of  CICPA, and Luo Xi, 
deputy head of  ICBC, for the outstanding contributions they have 
made to the profession. 

Keynote speakers at the conference included: Qin Rongsheng, 
general secretary of  the CPC of  Beijing National Accounting 
Institute; Yang Chenhui, deputy secretary general of  CICPA; Wang 
Huacheng, secretary general of  the China MPAcc steering 
committee; Qian Yingyi, dean of  the School of  Economics and 
Management, Tsinghua University; Ba Shusong, vice director-
general and research fellow, Financial Research Institute, 
Development Research Centre of  the State Council.

Barry Cooper presents Yang Chenhui with an ACCA 
achievement award for his contribution to the profession

The annual conference attracted 250 attendees

David Wu, Annie Sun, Gu Shu, James Loh, Wilfred Chiu 
and Zhang Qinglong took part in the panel discussion at 
the conference

YANG MIN IN TALKS WITH ACCA
ACCA president Barry Cooper held talks with Yang 
Min, director general of the accounting regulatory 
department at the Ministry of Finance, the day 
before the annual conference got under way.

Yang expressed appreciation for ACCA’s support for 
the development of  the Chinese accounting 
profession and introduced the latest developments in 
Chinese profession, especially the Leading 
Accounting Talents (LAT) programme. Cooper briefed 
Yang about ACCA’s development in China and around 
the globe. Both sides exchanged views on how to 
enhance the working relationship and collaboration. Hand of ACCA-China friendship: Barry Cooper and Yang Min
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HONG KONG

SHANGHAI
BDO CHINA GAINS APPROVED EMPLOYER STATUS
ACCA and BDO China Shu Lun Pan have signed a memorandum of 
understanding giving Shu Lun Pan ACCA Approved Employer rating at platinum 
level. Approved Employer status affords Shu Lun Pan access to personnel 
training and recruiting provided by ACCA. Both sides have also agreed to set 
up a strategic partnership to cultivate senior audit and consulting talents with 
international vision and to build the profession’s international image.

ACCA-SNAI HOLD 
JOINT CONFERENCE
ACCA Shanghai and the Shanghai 
National Accounting Institute held  
a joint annual conference earlier  
this year. 

ACCA president Barry Cooper 
welcomed over 200 financial 
professionals to the event, sharing his 
views on global economic change and 
the future for accountants. 

The conference, entitled ‘CFOs Help 
Business Growth in Economy 
Transformation’, saw government 
officials, members and key employers 
bringing their experience and 
expertise to the topic of  the CFO’s 
role in helping business grow. 

Keynote speakers included: Dr 
Zhang Weiguo of  the International 
Accounting Standards Board; 
Professor Hua Min, director of  the 
World Economy Institute at Fu Dan 
University; Wang Juan, general 
manager, finance, Shenhua Group; 
Norman Sze, managing partner, 
consulting, China, Deloitte; and  
Dean Lee, CFO, Starwood Hotels 
Management Group.

CHARITY FUN DAY 
APPRECIATION LUNCH
The 16th ACCA Charity Fun Day on 13 
January was a great success, raising 
more than HK$1.1m.

Thousands of  members of  the 
public, ACCA members and their 
families all had an enjoyable day.  

To thank major sponsors for their 
support, an appreciation lunch was 
held to give sponsors the opportunity 
to meet representatives from those 
organisations that will benefit from the 
funds raised.

William Mak, chairman of ACCA Hong 
Kong (first row, second from the right), 
pictured with representatives from major 
sponsors and beneficiary organisations of 
the 16th ACCA Charity Fun Day

Ada Leung, 
head of 
ACCA 
China, at 
the signing 
ceremony 
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THIS SPECIAL ISSUE AVAILABLE AT:
www.accaglobal.com/abcorporate

The challenges facing business leaders and the 
skillsets they now need from the finance function 
are highlighted in an Accounting and Business 
special edition, available online.

AB Corporate includes ‘hotseat’ viewpoints from 
finance chiefs at leading companies including Tata, 
Hong Kong Television Network, Standard Chartered 
Bank and China’s CNOOC Enertech. 

It also looks at how ACCA is working to meet those 
needs of  business leaders.

PwC International chairman Dennis Nally writes 
about the need for resilience in business, while 
HSBC chief  accounting officer Russell Picot looks 
at the business case for diversity. 

ACCA chief  executive Helen Brand offers a briefing 
on a new ACCA report, The complete finance 
professional, which makes it clear that breadth as 
well as depth of  knowledge is required in the 
modern accountancy profession. The report is based 
on an ACCA survey of  nearly 500 CFOs in the UK, 
Malaysia, Russia, China and the UAE. 

And there is a case study on how analytics have 
improved insights and decision-making at Accenture.

Get the special 
corporate issue
A special edition explores what 
business leaders really need from 
today’s finance professionals 

RECORD NUMBER OF FINALISTS 
A record number of students around 
the world successfully completed their 
final ACCA exams in December 2012.

More than 7,200 students passed the 
exams, beating the previous record set 
in June 2012 and setting them on the 
next step to ACCA membership. In all, 
over 198,000 candidates took almost 
367,000 papers, with more than 60,000 
students sitting computer-based exams. 

Pass rates were in line with 
expectations, but ACCA will be looking 
at what it can do to assist students 
and learning providers so that more 
students can reach the standard in 
papers that have lower success rates.

Alan Hatfield, ACCA director – 
learning, said: ‘All students who have 
passed their exams deserve praise, 
particularly the 7,200 who completed 
their finals and demonstrated they have 
a comprehensive range of  skills and a 
full understanding of  the finance chain 
– in short, that they are the complete 
finance professionals that employers 
have stressed they need in a difficult 
economic environment.’

NEW FACES AT FORUM
New members have been appointed 
to the ACCA/IMA Accountants for 
Business Global Forum, which aims to 
bring direct insights and new thinking 
to the key challenges facing finance 
leaders and global finance functions. 

The new members are: Richard 
Aitken-Davies FCCA, independent 
chairman of  Electricity Pensions; Teuta 
Bakalli FCCA, CFO at Pepper Europe; 
Holger Lindner, CFO of  TÜV SÜD’s 
product services division; Jennifer Tan 
Yuen Chun FCCA, managing director of  
fixed business at Hutchison Telecoms 
Hong Kong; Neil MacLean FCCA, vice 
president for finance transformation at 
Capgemini Consulting; Oliver Colling 
FCCA, who leads Grant Thornton’s 
finance transformation team in the 
UK; Paul Mok FCCA, group financial 
controller at OOCL; Dr Solaiman 
Altwaijri, IMA board member and CEO 
of  Saudi Amiantit; and Raymond Jack, 
executive director – finance and 
operations at ACCA.

The forum is co-chaired by Eircom 
CFO Richard Moat FCCA and ACCA head 
of  corporate sector Jamie Lyon FCCA.
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