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For Maria Pinelli, Ernst & Young’s global vice chair of growth markets, it is vital that the 
entrepreneurial companies she works with think globally and act locally – and even 
more so with the expansion of business in emerging economies. See page 12

SPIRIT OF ENTERPRISE
In April’s edition we highlighted the achievements of women 
entrepreneurs in Nepal, who have been more successful than their 
male counterparts in creating thriving businesses in one of the world’s 
poorest countries. To continue the theme this month, we’ve interviewed 
another impressive woman – Maria Pinelli, Ernst & Young’s global vice 
chair of growth markets. 

Noticing that few women ever featured in the firm’s ‘Entrepreneur 
Of  The Year’ award – which she oversees – in 2008 she founded EY’s 
Entrepreneurial Winning Women programme. She is a keen advocate 
of  encouraging women to achieve in business and, on a personal level, 
supports quotas to get more onto company boards. Read Pinelli’s 
views on this and on the pivotal role of  entrepreneurial companies in 
the global economy, beginning on page 12.

Such companies are often formed in the emerging markets, where 
entrepreneurs face myriad challenges – including infrastructure. In 
Africa, governments have been looking for innovative ways to bridge the 
infrastructure gap, and over the past decade they have to some extent 
found one in the the public-private partnership (PPP) structure. Our 
feature, on page 16, examines the success stories and challenges.

Last month saw the launch of  the International Integrated Reporting 
Council’s consultation draft of  the IR framework – a landmark in the 
global evolution of  corporate reporting. Our report, on page 22, starts 
with an introduction by the IIRC’s chief  executive Paul Druckman, 
followed by key extracts from the consultation draft, which pick out the 
essential threads that will weave a more effective reporting structure.

Eurozone woes continue to dominate the headlines, and the crisis 
in Cyprus has raised red flags over the island’s ability to retain 
its financial sector – sure evidence if  ever it was needed of  the 
importance of  a strong and transparent financial reporting structure. 
Our news analysis on page 20 finds a dysfunctional state system, 
human error and the 2011 ‘haircut’ to blame.

Lesley Bolton, lesley.bolton@accaglobal.com

FIGHTING FRAUD
Fraud is a 
major problem 
in India, with 
investigations by 
Big Four firms 
highlighting 
fears that far 
more goes 
unreported
Page 34

LIGHTEN THE LOAD
Rather than 
being bogged 
down with 
compliance 
concerns, CFOs 
must ensure that 
they stay close to 
the roots of the 
business.  
Page 40

BIG 
AMBITIONS?
For your next 
move, check out 
www.accacareers.
com/international

FUTURE OF 
ACCOUNTANTS
Our new iPad app 
explores the 100 drivers 
of change shaping the 
landscape for businesses 
and professional 
accountants over the next decade, and includes 
exclusive video interviews from leading experts. 
Visit www.accaglobal.com/riapp

3Editor’s choice

mailto:lesley.bolton@accaglobal.com
http://www.accacareers.com/international
www.accaglobal.com/riapp


Audit period 
July 2011 to  
June 2012
148,106

International editor Lesley Bolton 
lesley.bolton@accaglobal.com +44 (0)20 7059 5965 

Editor-in-chief Chris Quick 
chris.quick@accaglobal.com +44 (0)20 7059 5966

Asia editor Colette Steckel 
colette.steckel@accaglobal.com +44 (0)20 7059 5896

Sub-editors Loveday Cuming, Dean Gurden, Peter 
Kernan, Eva Peaty, Vivienne Riddoch

Design manager Jackie Dollar 
jackie.dollar@accaglobal.com +44 (0)20 7059 5620

Designer Robert Mills

Production manager Anthony Kay 
anthony.kay@accaglobal.com

Advertising Richard McEvoy 
rmcevoy@educate-direct.com +44 (0)20 7902 1221

Head of publishing Adam Williams 
adam.williams@accaglobal.com +44 (0)20 7059 5601

Printing Wyndeham Group

Pictures Corbis

ACCA 
President Barry Cooper FCCA 
Deputy president Martin Turner FCCA 
Vice president Anthony Harbinson FCCA 
Chief executive Helen Brand OBE

ACCA Connect 
Tel +44 (0)141 582 2000   
Fax +44 (0)141 582 2222 
members@accaglobal.com 
students@accaglobal.com 
info@accaglobal.com

Accounting and Business is published by ACCA 10 times per year. All 
views expressed within the title are those of the contributors. 

The Council of ACCA and the publishers do not guarantee the accuracy 
of statements by contributors or advertisers, or accept responsibility for 
any statement that they may express in this publication. The publication 
of an advertisement does not imply endorsement by ACCA of a product 
or service.

Copyright ACCA 2013 
Accounting and Business. No part of this publication may be reproduced, 
stored or distributed without the express written permission of ACCA.

Accounting and Business is published by Certified Accountant 
(Publications) Ltd, a subsidiary of the Association of Chartered Certified 
Accountants.

Accounting and Business (ISSN no. 1460-406X, USPS no. 008-761) is 
published monthly, except July/August and November/December 
combined issues, by Certified Accountant (Publications) Ltd and distributed 
in the USA by SP/Asendia. Periodicals postage paid at New Brunswick, NJ.  
POSTMASTER: send address changes to Accounting and Business,  
17B South Middlesex Avenue, MONROE NJ 08831

29 Lincoln’s Inn Fields
London, WC2A 3EE, UK
+44 (0) 20 7059 5000
www.accaglobal.com 

Features
12 Guiding force Maria 
Pinelli, Ernst & Young’s global 
vice chair of strategic growth 
markets, on the challenge of 
working with entrepreneurs 

16 Infrastructure innovator 
Public-private partnerships 
have the potential for success 
in Africa

20 Cyprus struggles The 
roots of the country’s financial 
troubles go deep and wide

22 Integrated reporting How 
the IIRC’s draft framework aims 
to advance corporate reporting

26 Global Economic 
Conditions Survey ACCA’s 
Manos Schizas on why current 
optimism may be shortlived

28 Trading places Removing 
barriers between Europe and 
the US won’t be easy

VOLUME 16 ISSUE 5

AB INTERNATIONAL EDITION
CONTENTS 
MAY 2013

mailto:lesley.bolton@accaglobal.com
mailto:chris.quick@accaglobal.com
mailto:colette.steckel@accaglobal.com
mailto:jackie.dollar@accaglobal.com
mailto:anthony.kay@accaglobal.com
mailto:mcevoy@educate-direct.com
mailto:adam.williams@accaglobal.com
mailto:members@accaglobal.com
http://www.accaglobal.com


TECHNICAL
46 CPD: Impairment for financial 
assets The IASB has published a 
proposal for a new accounting model 

49 Startups: phantom shares In the 
second of a two-part series, we look 
at the implications for entrepreneurs 
and employees

51 Update The latest on financial 
reporting, auditing, tax and law

CAREERS
54 The postgrad pages Social 
media is an asset if managed well

33 PRACTICE
33 The view from Omar Mahmood of 
KPMG, Doha, plus news in brief

34 Tip of the iceberg The extent 
of fraud in India is beginning to be 
uncovered by Big Four firms

37 CORPORATE
37 The view from Elfira Dudnik of 
Japan Tobacco Inc, Kazakhstan, plus 
news in brief

38 China looks to Europe Chinese 
companies’ expansion plans are being 
hampered by EU regulations 

40  Lightening the load CFOs 
should avoid being bogged down by 
compliance 

44  Talent trends New ACCA research 
looks to the future 

Regulars

Worldwide
There are six different versions of 
Accounting and Business: China, Ireland, 
International, Malaysia, Singapore and UK. 
See them all at www.accaglobal.com/ab

Your sector

ACCA NEWS
59 Competency Framework ACCA’s new 
framework highlights the 10 key competencies for 
finance professionals

60 Health reform in Ghana An ACCA event 
highlighted the role of accountants in the country

63 Council highlights The chairman of ACCA 
Regulatory Board presents its annual report 
for 2012

66 News Call for Council nominations; ACCA Islamabad holds new 
member ceremony; ACCA joins Global Board Ready Women; Global 
Reporting Initiative to hold conference in Amsterdam

CPD
Accounting and Business is a rich source of 
CPD. If you read it to keep yourself up to 
date, it will contribute to your non-verifiable 
CPD. If you read an article, learn something 
new and apply that learning in some way, it 
will contribute to your verifiable CPD. Each 
month, we also publish an article or two with 
related questions to answer. If they are 
relevant to your development needs, they 
can also contribute to your verifiable CPD. 
One hour of learning equates to one unit of 
CPD. For more, go to  
www.accaglobal.com/members/cpd

BRIEFING
06 News in pictures  
A different view of recent headlines

08 News in graphics 
We show a story as well as tell it using 
innovative graphs 

10 News round-up 
A digest of all the latest news and 
developments 

VIEWPOINT
31 Ramona Dzinkowski Rules of 
disclosure on conflict minerals are on 
the way 

32 Barry Cooper Engaging in the 
IIRC consultation is vital, says the 
ACCA president

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


01 Pictured with 
then US president 

Ronald Reagan, former 
British prime minister 
Margaret Thatcher, who 
helped in the reshaping 
of  Eastern Europe in the 
1980s, died last month

02Former KPMG 
auditor Scott 

London has been 
charged with leaking 
client information for 
insider trading in the US. 
See page 10 for more 

03 Australian Adam 
Scott’s victory 

in the US Masters golf  
tournament in Augusta, 
Florida is thought to have 
earned him A$4m in 
endorsement fees alone

News in pictures6



04 Russian president 
Vladimir Putin 

and Brazilian president 
Dilma Rousseff  at the 
BRICS summit in South 
Africa that has agreed 
to launch a BRICS 
development bank 
as one of  its global 
economic recovery 
initiatives. See page 11

05 Woman holding 
canvas with 

part of  face of  late 
Venezuelan president 
Hugo Chavez during 
the campaign to elect 
a new president which 
produced a close victory 
for acting president and 
Chavez’ hand-picked 
protegé Nicolas Manduro 

06 Pro-democracy 
protesters in 

Bahrain once again 
targeted the country’s F1 
race, having forced the 
cancellation of  the event 
once before, in 2011

07 The strength of  
the currency is 

squeezing Australia’s 
film industry, whose 
previous successes 
include The Revenge of 
the Sith, the third Star 
Wars outing for robot 
character C-3PO
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€368.5m
The value 
of  11 new 
investments 
in Poland 
in the first 
three months 
of  2013, 
according to 
the Polish 
Information 
and Foreign 
Investment 
Agency.
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DIGITAL DIVIDE
South East Asian countries are not taking full advantage of the potential of digital technologies, 
according to the ASEAN Business Survey 2012 by Accenture.

Use online-
based 

communication 
tools

Use internal 
social media 

platforms 
for greater 
knowledge 

sharing

Allow home-
working or  

staff  to work 
flexible hours

Use social 
media to  

attract fresh 
talent

Allow 
employees 
to access 
customer  
sales data 
remotely

Allow 
employees to 

bring their own 
hardware and 
software to  
use at work

PULLING POWER
Switzerland has pipped Germany as favoured tourist destination of the world, according to a report by the World Economic 
Forum. The Travel and Tourism Competitiveness Report for 2013 placed the US, Canada and Barbados in first, second and 
third spots in The Americas; and the Seychelles and Mauritius, first and second in the Sub-Saharan region of Africa.

48%63% 42% 39% 35% 27%

1 SWITZERLAND
2 GERMANY
3 AUSTRIA
4 SPAIN
5  UK
6 US
7 FRANCE
8 CANADA
9 SWEDEN
10 SINGAPORE
11 AUSTRALIA
12 NEW ZEALAND
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PROTECTING THE NATURAL ENVIRONMENT
The private sector has a responsibility to protect the natural environment is the finding of a recent ACCA paper called 
Natural Capital – what do accountants think? Survey respondents also identified the top five risks that natural capital 
poses to operations in the private sector (see above). View the report at www.accaglobal.com/accountability

KEY BARRIERS TO REPORTING ON NATURAL CAPITAL
Respondents highlighted a number of barriers to reporting on natural capital, the most significant being a lack of 
disclosure guidance, a lack of understanding and a lack of methodologies.

CORPORATE SUCCESS
63% agreed or strongly agreed that the long-term success of their organisations 
is dependent on the natural world. 81% agreed or strongly agreed that the 
private sector has a responsibility to protect the natural environment.

50 countries were 
surveyed including the 
UK (15%); Malaysia 
10%; Ireland (8%); 
Mauritius (6%); and 
Pakistan (4%).

68% 
REPUTATIONAL 

RISK  

61%
DISRUPTION OF 

OPERATIONS

50%
INCREASED COST 
OF RESOURCES  

47%
SUPPLY CHAIN

RISK  

46%
FINANCING

RISK

51%
LACK OF DISCLOSURE 

GUIDANCE

49%
LACK OF 

UNDERSTANDING

48%
LACK OF VALUATION 

METHODOLOGIES  

45%
NO STAKEHOLDER 

PRESSURE

34%
THE ISSUE IS  

NOT MATERIAL 

17 sectors were 
covered, including: 
construction; oil and 
gas; public sector; 
consulting; transport; 
and manufacturing.

13% of respondents 
were CFOs or FDs;  
5% were CEOs or 
other board directors; 
and 8% were financial 
controllers.
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have now introduced tighter spending 
controls. The report warned that 
controls remain insufficient in some 
EU countries, including Slovenia and 
Slovakia, and that cuts to wages 
for judges and police officers could 
generate new incentives for corruption.

INTANGIBLES CONCERN GROWS
Multinational corporations expect tax 
authorities to pay increased attention 
to the reporting treatment of  patents, 
licences, trademarks, copyright and 
other intangible assets. Tighter control 
of  the tax treatment of  intangibles 
offers one of  the few remaining 
opportunities for governments to 
generate additional tax revenues, says 
Taxand, a network of  tax advisers. 
Some 63% of  corporates expect an 
increased focus on intangibles, but 
70% said they did not have a clear view 
of  their intangible assets. Corporations 
are worried that the increased attention 
to the tax treatment of  intangibles will 
lead to brand damage.

BANKS’ REPORTING ‘A JOKE’
European banks’ accounting and 
disclosure practices have been 
described by Moody’s former vice 
chairman as ‘a joke’. ‘There is little 
relationship between a European 
bank’s credit-worthiness and its 
financial reporting,’ wrote Christopher 
T Mahoney on the analytical website 
Project Syndicate. He was responding 
to the measures adopted by the 
European Union, the European Central 
Bank and the IMF to rescue insolvent 
Cypriot banks. 

‘Both dead Cyprus banks were 

KPMG HIT BY AUDITOR’S LEAK
KPMG has resigned as auditor of  
Herbalife and Skechers USA after 
it emerged that a partner had 
supplied confidential market-sensitive 
information to a golf  partner for use in 
share trading. Scott London was lead 
audit partner for the companies and 
managed KPMG’s Los Angeles business 
unit. KPMG withdrew its audit reports 
for Herbalife for the 2010/11/12 years 
and audit reports for Skechers for the 
2011/12 years, though there is no 
suggestion that the financial reports 
will need to be restated. London has 
admitted he supplied the information 
for cash and Rolex watches. KPMG’s 
chairman and CEO for the US, John 
Veihmeyer, said: ‘We unequivocally 
condemn his actions, and deeply regret 
the impact that his violations of  trust 
and the law have had on our clients and 
our people. KPMG will be bringing legal 
actions against London in the future.’

IR DRAFT PUBLISHED
The draft International Integrated 
Reporting Framework has been 
published. The framework provides 
the foundations for the new reporting 
model that offers a more concise and 
consistent method for communicating 
the creation of  value over time. Paul 
Druckman, CEO of  the International 
Integrated Reporting Council, said: 
‘Over the last three years, the IIRC 
has built consensus around the idea 
that the current corporate reporting 
model must change to meet the needs 
of  today’s business and investment 
environment.’ Coca-Cola, Unilever, 
Goldman Sachs and Deutsche Bank 
have been involved in developing 
and testing the framework. ACCA 
chief  executive Helen Brand urged 
other stakeholders to take part in the 
consultation: ‘Having already produced 
our own annual report last year using 
the integrated reporting principles, we 
have seen the value this can bring.’ 
(See feature, page 22.)

OUTSOURCING TO EXCEED $25BN
The market for outsourcing accounting 
and finance functions will exceed 
$25bn this year, according to KPMG. 

More than 100 major contracts will 
be signed this year, predicts the 
firm’s report, Finance and Accounting 
BPO Market Landscape 2013: Market 
Evaluation, Forecast and Competitive 
Analysis. Corporations are under 
pressure to cut costs and standardise 
processes. To date, outsourcing 
has typically reduced costs and 
met performance targets. The move 
towards outsourcing has slowed under 
the pressure of  the recession, but 
corporations are now increasingly 
planning for growth.

AUSTERITY CUTS CORRUPTION
Corruption is falling victim to austerity 
programmes, according to a report 
presented to the European Parliament 
by the Hertie School of  Governance, 
based in Berlin. The report, The 
Good, the Bad and the Ugly: Controlling 
Corruption in the European Union, found 
that bribery has fallen in countries 
bailed out in the euro crisis, including 
Italy, Spain and Portugal, and they 

solvent according to their latest 
financials, and both passed the 
European Banking Authority’s 2011 
stress test,’ he argued. Mahoney said 
that the raid on deposits put the onus 
on bank clients to assess the credit-
worthiness of their financial institution – 
but that this was in practice impossible 
because of the misleading character 
of banks’ financial reports. He added 
that bank customers cannot use credit 
ratings as most banks do not use 
Moody’s or their competitors – and the 
agencies rely on the same inadequate 
information. (More on Cyprus, page 20.)

Bank workers protest in Cyprus

10 News round-up
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TAX HEDGING WARNING
The Organisation for Economic Co-
operation and Development has warned 
that aggressive tax planning schemes 
based on after-tax hedging pose a 
threat to countries’ tax revenues. 
Hundreds of  millions of  dollars are at 
risk, calculates the OECD. The banking 
sector is blamed for the origination of  
the hedging products, but their use has 
spread to other sectors and beyond 
corporations to mid-sized businesses. 
Any country that taxes the results of  
a hedging instrument differently from 
the results of  the hedged transaction 
or risk is potentially exposed to such 
schemes, warns the OECD.

FASB ‘WILL CUT BANK RESERVES’
US banks’ capital positions and profit 
levels will be damaged if  the Financial 
Accounting Standards Board’s (FASB) 
proposed impairment standard takes 
effect, Fitch Ratings has warned. The 
FASB has proposed that loan losses are 
recognised at an early stage, whereas 
the International Accounting Standards 
Board (IASB) proposes a different 
expected credit loss model. It said 
that the different approaches adopted 
by the FASB and IASB ‘could lead to 
less clarity in comparing bank balance 
sheets and income statements around 
the world’.

EXCESSIVE SLIMMING WARNING
Standard-setters and regulators have 
been warned against excessive slimming 
down of  SMEs’ reporting requirements. 
The concerns are raised in an ACCA 
report, Protecting stakeholder interests 
in SME companies, which stresses the 
need for SMEs to continue to meet 
effective reporting requirements. John 
Davies, ACCA’s head of  technical, said: 
‘This process of  re-evaluating the costs 
and benefits of  statutory accounting 
and audit rules is going on in many 
countries.’ When Singapore and Australia 
adopted simpler reporting obligations, 
compensatory measures were introduced 
to protect shareholders’ interests.

VAT PREFERRED TO CT 
Middle East countries are increasingly 
looking to adopt VAT to enable them 

to cut corporation tax rates to attract 
inward investment, according to a 
presentation by Ernst & Young to its 
Middle East and North Africa (MENA) 
tax conference. The Gulf  States 
have been particularly successful in 
attracting foreign direct investment 
based on low corporation tax rates, 
says EY. Sherif  El-Kilany, MENA tax 
leader at the firm, said: ‘GCC countries 
are collectively studying the possibility 
of  VAT implementation by 2015 and 
this determination will influence the 
tax landscape of  the entire region.’

BRICS BANK ‘TO BE BIG’
A new development bank has been 
established by the BRICS nations, 
which is predicted to be as influential 
as the World Bank. The announcement 
was made in Durban after a meeting 
of  the leaders of  Brazil, Russia, 
India, China and South Africa. The 
bank is expected to help meet an 
estimated $4.5 trillion need for 

new infrastructure in the signatory 
countries over the next five years. 
‘The potential of  BRICS development 
is infinite,’ said Chinese president Xi 
Jinping. ‘The real potential of  BRICS 
cooperation is yet to be realised.’

AUDIT STANDARDS CONSOLIDATION
The US Public Company Accounting 
Oversight Board has proposed the 
reorganisation of  auditing standards. 
This would create a framework for 
PCAOB-issued standards, using a 
single integrated numbering system 

adopting an order that follows the flow 
of  the audit process. ‘This proposed 
reorganisation is intended to help 
users navigate the standards more 
easily,’ said PCAOB chairman James 
R Doty. He added that this is the first 
step of  a process to make the use of  
audit standards easier.

Compiled by Paul Gosling, journalist

YOUNG ACCOUNTANT OF YEAR
ACCA affiliate Masuzyo Mulenga of 
Zambia has won the International 
Accounting Bulletin’s Young 
Accountant of the Year award. 
The award was recognition of 
her excellent financial reporting 
standards knowledge. The 25-year-
old is an audit and assurance 
manager at HLB Reliance, the 
Zambian member firm of the HLB 
International network. She was 
recently appointed by the company 
to help develop strategic growth and 
leadership, both for her firm and for 
HLB International in Southern and 
Eastern Africa. 

Masuzyo said: ‘I am greatly 
honoured and humbled by this 
award. Many thanks to International 
Accounting Bulletin and to HLB 
International for honouring me in 
this great way.’ Mukaba Mukaba, 
head of ACCA Zambia, said: ‘This is 
a great achievement for Masuzyo and 
we are very pleased at ACCA that she 
has been given this award – she truly 
deserves it.’

Masuzyo Mulenga proudly 
displays her Young Accountant 
of the Year award

11Analysis
ISLAND MENTALITY
As Cyprus valiantly attempts to hold on to its once prosperous financial sector,  
its recent banking collapse has exposed a worrying dysfunctional core at  
the heart of  the Cypriot state and the political culture of  the island.



M
aria Pinelli is sitting 
in Ernst & Young’s 
global headquarters on 
London’s South Bank 

with the Thames and the Palace of 
Westminster glittering behind her. It’s 
the ideal backdrop for a woman who 
is the perfect global citizen. She is 
clearly very bright, is fluent in three 
languages (English, French and Italian) 
and has an encyclopaedic knowledge 
of entrepreneurial markets around 
the world, not to mention the ability 
to rattle off a string of impressive 
statistics at the drop of a hat. 

But what is most striking is her 
obvious passion for entrepreneurial 
businesses. Her eyes light up as 
she talks about them, the way most 
people’s do when they are describing 
their children (of  which, incidentally, 
she has two – plus a grandchild). ‘You 
are operating in and on the business 
rather than as an outside adviser,’ she 
explains. ‘It really is a labour of  love.’

Now, Pinelli holds the illustrious title 
of  EY’s global vice chair of  strategic 
growth markets. But her career was 
not necessarily destined to head in 
that direction. By her own admission, 
she ‘didn’t fall into accounting easily’ 
despite being good at mathematics 
and having strong analytical skills. 
And as a newly qualified accountant, 
she seriously considered leaving 
the world of  practice for a plum 
job in industry because she wanted 
more strategic work and a change 
from audit. In the end, however, she 
heeded the advice of  her mother 
whose philosophy was: ‘Never sell 
the farm in winter’. So instead she 
took on a special assignment that 

involved the acquisition of  a business, 
negotiating the final purchase price 
and helping to create the financing 
behind it. ‘It was one of  the most 
exciting assignments I had been on,’ 
Pinelli recalls. ‘I’m so glad I stayed 
with Ernst & Young. I’ve learned some 
of  the most critical operational and 
process skills that are so important to 
understanding business.’ 

Top of  the ladder
To say that Pinelli hasn’t looked back 
since making that formative decision is 
an understatement. She has notched 
up 26 years with EY and that special 
assignment was the first rung on a 

career ladder that has taken her to the 
top of  the advisory world for high-
growth businesses. Over the years, she 
has helped entrepreneurs to expand 
internationally, undertake capital 
transactions and carry out initial public 
offerings in Canada, China, the UK 
and the US. She was made partner in 
1997, less than 10 years after joining, 
and in 2006 left Canada to take up the 
role of  EY’s Americas leader – strategic 
growth markets, based in New York. 
Here, she had responsibility for the 
firm’s North American, South American 
and Israeli entrepreneurial practices, 
a role she describes as ‘working with 
tomorrow’s market leaders today’. 
Since 2011, she has been based in 
London with a global remit. 

The turnover among the 
constituents of  the indices listing 
the world’s most valuable companies 
is surprisingly high. More than 55% 
of  the global Forbes 2000 list (the 
pre-eminent ranking of  the world’s 
biggest public companies) turns over 
every five years while the FTSE 350 
has turned over 50% since 2008 and 
in Bombay the top public companies 
turn over at a rate in excess of  90%. 
‘The market leaders of  today are not 
the leaders of  tomorrow and change 
is inevitable,’ observes Pinelli. EY’s 
strategic growth markets practice is 
focused on working with new entrants 
to indexes around the world before 

they become market leaders. Many 
of  the internet giants that feature in 
Fortune magazine’s Most Admired 
companies list are clients that the 
firm has nurtured to date. 

Working with entrepreneurial 
companies, often in emerging markets, 
sounds pretty exciting (and it generally 
is) but it is also a challenge. ‘We have 
to think globally and act locally,’ says 
Pinelli. ‘We can’t lose sight of  the fact 
that our business is done every day 
on the ground in communities, with 
people and with clients.’ 

Entrepreneurs also face myriad 
challenges themselves, as Pinelli 
points out. They want to maintain their 
entrepreneurial spirit and innovation 
while sustaining their growth and 

DYNAMIC ADVISER
When it comes to working with entrepreneurs, Maria Pinelli, Ernst & Young’s global vice 
chair of strategic growth markets, knows how to make a difference

‘I’M SO GLAD I STAYED WITH ERNST & YOUNG. I’VE
LEARNED SOME OF THE MOST CRITICAL SKILLS THAT
ARE SO IMPORTANT TO UNDERSTANDING BUSINESS’

12 Interview
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The CV
2011

Appointed global vice chair of 
strategic growth markets at EY, 
based in London.

2006
Moved to New York to take up the 
role of Americas leader – strategic 
growth markets.

1997
Made a partner in the Canadian 
practice of Ernst & Young 
(Worked in Hamilton, Toronto and 
Vancouver).

1986
Joined Clarkson Gordon, an Ernst 
& Young predecessor firm, in 
Hamilton, Ontario after studying 
commerce and French at McMaster 
University. 

building processes, infrastructure and 
controls to support that growth. Then 
there are the questions of  where and 
how to grow ‘because the choices 
are abundant’. She cites access to 
capital and the right use of  capital 
as particular issues in the current 
economic climate. Then there is the 
search for talent – people who will 
bring with them industry expertise 
and the ability to take innovative ideas 
and turn them into actionable services 
and products. 

Cultural sensitivity
Entrepreneurs from developed 
markets also have plenty of  hurdles 
to jump when looking to expand their 
businesses into the developed world. 
‘It’s naïve to think a Western company 
can just drop into an emerging market 
and teach it about the Western way 
to be successful,’ observes Pinelli. 
‘Everything from research and 
development, to customer insight, to 
the business model has to be developed 
with a local lens.’ She believes that 
Western entrepreneurs have plenty 
to learn from their peers in the 
developing world, not least techniques 
for delivering products and services to 
the masses at a low price. ‘How they 
innovate is different,’ she says. ‘It’s a 
concept we call frugal innovation.’

And expansion into new markets 
doesn’t just work in one direction. 
‘Emerging markets are coming into 
developed markets and taking over,’ 
says Pinelli. ‘Already we are seeing 
the influence of  the emerging market 
buyer in the big brands now.’ She says 
the countries to watch in future are 
the BRIC economies of  Brazil, Russia, 
India and China, as well as the next 
tier of  emerging markets including 
Indonesia, Vietnam, Thailand and 
Turkey, which are showing excellent 
growth projections. ‘Africa is a very hot 
market,’ she points out. ‘Seven African 
countries are among the 10 fastest-
growing economies.’

inspire others and receive the 
recognition they deserve. Globally, 
EY commits more than US$100m 
annually to entrepreneurship. ‘We 
are committed to advising, guiding 
and recognising the world’s best 
entrepreneurs,’ says Pinelli, ‘because 
they use their fresh thinking and hard 
work to create positive social change – 
bringing new concepts and products to 
market, and creating jobs and wealth.’

In 2008, Pinelli founded EY’s 
Entrepreneurial Winning Women 
programme after noticing that few 
women ever featured in Entrepreneur 
Of  The Year. A keen advocate of  
encouraging women to achieve in 
business (on a personal level, she 
supports quotas to get more women 
onto company boards), she’s surprised 
that it took her many years to get 
round to it. ‘I don’t know what took me 
so long,’ she reflects now.

Drive, determination, passion
Female entrepreneurs tend to have 
drive, determination, passion and 
vision, notes Pinelli. They are also 
more willing than men to give up the 
economic comfort of  certainty to 
aspire to something uncertain. ‘Women 
entrepreneurs do very well. They tend to 

Turning to the business sectors 
that are set to perform best over 
the next decade, Pinelli says: ‘We 
are very bullish on real estate and 
infrastructure. In the developed 
economies, we are seeing those 
markets come back. We are also 
bullish on healthcare and the need 
for more innovative services.’ She 
points out that retirement facilities are 
set to become big business in China 
where the one-child policy means 
that families can no longer take care 
of  ailing parents. She also says that 
technology is important because it will 
drive innovation in financial services 
and mobile, while clean technology and 
sustainability will impact on energies.

Pinelli oversees EY’s prestigious 
Entrepreneur Of  The Year programme, 
which was established in 1986 to 
celebrate successful entrepreneurs, 
so that they could share their stories, 
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The tips
*‘Always keep a positive 
attitude. Fear, uncertainty and 
doubt can kill your spirit.’

*‘Have a passion for what you 
do, but never let perfect get in the 
way of great.’

*‘If you’re an entrepreneur, 
have a plan but know that plan will 
change. Make sure that innovation 
is at the core of everything you do 
so that you can differentiate.’

*‘If your business fails, try 
again because it’s important to fail. 
Most people don’t make it on their 
first try.’

*‘Surround yourself with the 
right mentors. When choosing 
advisers, make sure that they can 
understand your plan.’

The basics
ENTREPRENEURS 
AND EY  

*In 2012, EY’s international 
network enjoyed combined revenues 
of US$24.4bn and employed over 
167,000 people around the world.

*In 2012, the firm launched its 
Global Centre for Entrepreneurship 
and Innovation.

*It has committed US$100m 
annually to helping entrepreneurs.

*The Entrepreneur of the Year 
programme is held in more than 
140 cities and over 50 countries 
worldwide. The awards cover 94% of 
the global economy.

pay down debt quicker, hire more and, 
according to some early research, be 
more transparent,’ she adds. By 2028, 
women will control around 75% of  
discretionary spend worldwide and they 
already own approximately a third of  all 
businesses in the world, nearly half  of  
which are in developing markets. 

Over the next decade, the impact 
of  women on the global economy (as 
producers, entrepreneurs, employees 
and consumers) will be at least 
as significant as that of  the huge 
populations of  China and India, if  
not more so. Tapping into women’s 
economic potential would be the 
equivalent of  having an extra billion 
individuals in business and in the 
workforce, contributing to the global 
economy and stimulating growth, 
Pinelli explains.

But the challenge for women comes 
with building scale. ‘They don’t think 
big,’ Pinelli observes. ‘And they need 
to think big. They need to work on the 
business, not in the business. That’s a 
key mind shift.’

Entrepreneurial Winning Women 
is now in its sixth year. Through the 
programme, EY identifies a select 
group of  female entrepreneurs with 
established, successful businesses 
and clear potential to scale – and 
then helps them to do it. ‘Women who 
have been part of  our programme 
have grown their sales by an average 
of  50% a year,’ Pinelli reveals with 
obvious satisfaction. ‘By providing 
the right information, networks and 
guidance, we’re able to help these 
talented women access mentors, 
networks and capital. If  women started 
businesses with the same capital as 
men, we would have six million more 
jobs in the US alone.’ She continues: 
‘We’ve had some phenomenal stories. 
We’ve had scientists and women in 
trucking, hazardous waste, energy and 
consumer products.’ 

Pinelli is a keen user of  social 
media and has over 1,000 followers 

on Twitter. She describes the site 
as her main ‘source of  news’. ‘I 
love the fact that I can get my news 
in 140 characters,’ she says. ‘It’s 
good for my breadth of  knowledge.’ 
Her advice for other users is to 
‘communicate something that’s worth 
communicating about’. 

Meanwhile, there’s no doubt that 
Pinelli herself  has plenty to say. In 
fact, she’s a fountain of  knowledge on 
entrepreneurs and owners of  high-
growth businesses would probably 
struggle to find a more passionate 
adviser. 

‘Someone once said to me that you 
can make a difference just by how you 
show up,’ she reflects. And you can’t 
help getting the feeling that Maria 
Pinelli is a woman who has made a big 
difference over the years.

Sally Percy, journalist

‘WOMEN TEND TO PAY
DOWN DEBT QUICKER,
HIRE MORE AND,
ACCORDING TO SOME
EARLY RESEARCH, BE
MORE TRANSPARENT’
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A
s most African nations strive 
to meet the millennium 
development goals set out 
by the United Nations, they 

are severely constrained by powerful 
political and economic factors, not 
least of which are mounting external 
debts. According to the Economic 
Report on Africa 2011 published by 
the UN Economic Commission for 
Africa, the continent’s external debts 
stood at US$324bn as at 2010. 

Servicing these debts has greatly 
impeded the ability of  governments 
in Africa to build schools, provide 
water and other basic infrastructure. 
Consequently, African governments 
have been looking for innovative ways 
to bridge the infrastructure gap, and 
over the past decade they have to some 
extent found one in the public-private 
partnership (PPP) structure.

As the name implies, PPP is an 
alliance between a government 
institution and a private entity to 
complete a project that will serve 
the public. In most cases, a special 
purpose vehicle (SPV) is set up by the 
private entity; the SPV’s sole purpose 
is to deliver and manage the project. 

This is favourable for the government 
institution because it transfers the 
financial, technical and operational 
risks to the private entity. The private 
entity also has to bear significant 
political risks in what may be politically 
unstable and volatile climes. The 
advantage for the private entities is 
that they are guaranteed a certain 
period to recoup and make a profit on 
their investment, as agreed with the 
government institution. 

This model is particularly suited to 
many sub-Saharan African countries 
because it eases the financial strain 
on government resources in building 
public infrastructure. It also helps fuel 
growth in a continent battling with a 
declining Human Development Index (a 
composite statistic of  life expectancy, 
education, and income indices).

The case for PPP is further 
strengthened because private sector 
involvement brings more discipline into 
the management of  capital projects. 
There have been so many cases of  poor 
execution or maintenance of  capital 
projects by government agencies that 
the involvement of  a more disciplined 
and profit-oriented private sector is 

seen as a big advantage. To this end, 
African governments more than ever 
before are forging partnerships with the 
private sector to fund capital projects, 
hence bridging the infrastructure gap. 
This move has helped in a continent 
where there are so many competing 
needs for the resources available. 

Success stories
There are many PPP delivery models 
but the most common is BOT (build, 
operate and transfer). Under the BOT 
model, a private company is awarded 
a concession to invest in a public 
infrastructure project, to run that 
project and then to transfer it back to 
the government after a given period 
of  time. The precise PPP model that a 
government adopts largely depends on 
its strategy. 

For example, Lagos State in 
Nigeria deployed the BOT model of  
infrastructure delivery for its Lekki toll 
road. The project is one in a series of  
efforts to fund the urban infrastructure 
of  a state overburdened by massive 
population growth – it has 18 million 
inhabitants and is the economic nerve 
centre of  the country. 

BUILDING ON PPP
The public-private partnership has a big role to play in infrastructure development in 
Africa but getting the implementation right presents major challenges
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Time to tap the private sector: replacing 
unsafe water pits such as this one in Dar 

es Salaam, Tanzania, with piped water 
requires substantial capital spend that the 

public sector can ill afford

The Lekki toll road concession 
involves the upgrade and creation 
of  new road infrastructure along a 
50km stretch known as the Lekki-Epe 
Expressway. The concession is for 30 
years, following which the assets will 
be transferred to Lagos State. 

The project was deemed necessary 
because the Lekki-Epe axis is the 
fastest growing economic corridor 
in Nigeria. There are several 
developments around this axis 
including the establishment of  a 
free trade area known as the Lekki 
Free Trade Zone, the construction of  
many private residential estates and 
a proposed international airport. The 
expected economic activity around 
this axis is such that upgrading the 
road infrastructure was of  paramount 
importance to the government. 
Arguably, the project probably wouldn’t 

have seen the light of  day without 
private sector investment. 

Other examples of  PPP abound in 
Nigeria and other African countries. 
For example, in 2003 Nigeria’s national 
government awarded Bi-Courtney the 
concession to finance, manage and 
operate Lagos Airport Terminal 2. The 
concession is for 36 years. 

Another example is the Gautrain 
rapid rail link project in Gauteng, 
South Africa. This 80km rail system 
was built to provide a public transport 
link between Johannesburg, its 
international airport and Pretoria. The 
operating concession was for a period 
of  15 years after construction.

Challenges
The urgent need for roads, rail, airports 
and other basic utilities such as water 
and electricity continue to drive the 

trend towards PPP and there have been 
many success stories. Nevertheless, 
there are also many challenges 
inherent in successfully implementing 
PPP projects which have led to cases 
of  failed concessions in Africa. Some 
of  these challenges include a weak 
regulatory environment for PPPs as 
well as the failure of  some African 
governments to honour agreements, 
which makes investors wary of  doing 
business with them. 

To show their commitment to 
PPP, African governments are now 
taking measures to strengthen the 
regulatory environment. For example, 
Nigeria has set up the Infrastructure 
Concession Regulatory Commission 
(ICRC), backed up by the Infrastructure 
Concession Regulatory Commission 
Law of  2005, which provides the 
framework for concessions and other 
PPP arrangements. The commission 
was created to accelerate investment 
in the country’s infrastructure through 
private sector finance. This includes 
the creation of  infrastructure as well 
as the expansion and refurbishment of  
existing government assets.

Despite the success and continuing 

ACCA is a platinum sponsor of this event, which takes place at the Accra 
International Conference Center on 14-16 May. Following the successful first 
congress held in Nairobi, Kenya in November 2011, it is being hosted by the 
Institute of Chartered Accountants of Ghana, under the auspices of the Pan 
African Federation of Accountants (PAFA). The theme is ‘Africa’s economic 
growth, accountability and democracy’. More at www.acoa13.com/

             *2ND AFRICAN CONGRESS OF ACCOUNTANTS
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caption style

Trip with zip: the Gautrain, Africa’s first high-
speed commuter train, makes the journey between 
Johannesburg and Pretoria in 35 minutes

THE PRIVATE OPERATOR ENJOYS A MONOPOLY OF 
THE SERVICE AND IT CAN BE EXTREMELY DIFFICULT 
TO TERMINATE SUCH CONTRACTS

adoption of  PPP, failure to handle the 
challenges well can turn promising 
projects into colossal failures. What’s 
more, competition is limited to the 
initial bidding process, so once a 
concessionaire has been selected, the 
private operator enjoys a monopoly 
of  the service and it can be extremely 
difficult to terminate such contracts. 

Take the Dar es Salaam water 
distribution project in Tanzania. This 
involved leasing the infrastructure 
of  the Dar es Salaam Water and 
Sewerage Authority (DAWASA) for water 
distribution to a private consortium 
led by Biwater, a British company. The 
contract was terminated within two 
years of  operation, even though it was 
supposed to run for 10 years. This led 
to complicated arbitration between the 
government and the entities involved. 

Another example is the cross-border 
PPP project between Kenya and Uganda 
to build the Kenya-Uganda Railway. 
This project went through protracted 
negotiations as Rift Valley Railways 
– the South Africa-led consortium 
that won the right to run the railway – 
experienced considerable operational 
and legal difficulties. The governments 
involved did not take similar positions 
on key issues, which brought the deal 
perilously close to collapse. 

Lessons learnt
These challenges have brought about 
many lessons. Governments in many 
instances are not performing their 
oversight functions, perhaps due to 
weak concession laws. Also, some 
governments enter into agreements 
without possessing the skills internally 
to manage the very complex PPP 
arrangements. Even PPP success 

stories such as the Lekki toll project 
generated a lot of  lessons. For 
example, the project was structured to 
be financially attractive for the private 
sector partner but the tolls would have 
been so burdensome to the road’s 
users that it resulted in protests that 
ultimately forced the introduction of  
the tolls to be postponed.

Against this background, 
considerable care needs to be applied 
in structuring PPP transactions, with 
applicable risk mitigation measures in 
place to ensure the financial feasibility 
and success of  the transactions. 

There must also be political 
commitment on the part of  
governments in the form of  clear laws, 
processes and terms within countries 
to create an enabling environment for 
PPPs to thrive. If  African governments 
adopt this mindset the financing gaps 
they face as a result of  competing 
demands from security, education, 
health and the rest will be bridged. 

The future
More partnerships between public and 
private sectors should be expected. 

The PPP model will continue to be 
successful and the African continent 
will continue to see improvements in 
the quality of  public services such as 
roads, power, agriculture, transport 
and urban development. 

A UN-Habitat report The State 
of African Cities 2010: Governance, 
Inequality and Urban Land Markets 
estimates that the population of  
African cities will more than triple 
over the next 40 years. Urbanisation 
on this scale will ensure that African 
governments keep exploring new ways 
of  meeting the infrastructure needs of  
the future. 

African governments have realised 
that physical infrastructure plays 
a major role in the development of  
any nation and are conscious of  the 
enormous strain that would be placed 
on public finances if  governments 
alone were to finance all capital 
projects. Whatever form and whatever 
delivery variant it may take, PPP is 
here to stay in Africa.

Kayode Yusuf ACCA, finance 
professional and journalist

PPP infrastructure projects are capital-intensive and have risks associated with 
them. A separate legal entity is therefore often formed by the private sponsors of 
the project under a special purpose vehicle (SPV). This structure allows the risks 
of the project to be limited to the SPV and permits the pooling of resources and 
expertise from many different areas within the one entity.

  *SPECIAL PURPOSE VEHICLES
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T
he latest financial crisis to 
hit the eurozone – hitting the 
diplomatically recognised 
portion of Cyprus – is perhaps 

a case study in how to mismanage a 
banking-reliant economy and of how 
the international community can err 
when applying a fix.

As Accounting and Business went 
to press, the divided Mediterranean 
island was faced with the prospect 
of  having to stop all government 
payments unless fresh money pours in 
by 24 April. It was facing the possible 
collapse of  its banking sector and an 
outflow of  foreign (mainly Russian) and 
local capital from its banks. 

Cyprus is well known for its large 
financial system, estimated to amount, 
according to the European Central 
Bank (ECB) to seven to eight times 
the country’s annual GDP. This on its 
own may not have been a problem 
European banking sources told 
Accounting and Business. After all, 
they say, not only was the size of  the 
banking system well known but other 
countries with an even larger banking 
sector, such as Luxembourg, which has 
a banking sector equivalent to more 
than 20 times the size of  its GDP, do 
not face similar problems.

Analysts agree that the turning point 
for the Cypriot bank collapse was the 
so-called ‘haircut’ imposed in 2011 on 
Greek bonds, aiming to make the Greek 

debt more manageable. Cypriot banks 
– especially the two currently collapsing 
banks, Bank of  Cyprus and the Laiki 
Bank (Popular Bank) – were heavily 
exposed to these, with estimates putting 
the combined losses at around €5bn.

Greek bonds mystery
The international consulting company 
Alvarez & Marsal (A&M), hired by 
the Cypriot government to probe the 
collapse of  the Bank of  Cyprus, found 
that while up to 2009 Greek bonds 
held by the Bank of  Cyprus were 
worth less than €500m, they had 
reached €1.75m by the first half  of  the 
same year. The documents examined 
did not provide a clear rationale for 
the decision to amass Greek bonds 
said A&M, indicating that a possible 
explanation could have been the high 
interest rates offered at the time. To 
make things worse, A&M’s report said 
that the bank’s supervision department 
was potentially under-resourced, both 
in terms of  numbers and experience of  
staff  members.

The banking collapse has exposed 
worrying dysfunction in the Cypriot 
state and the political culture 
of  the island. Cypriot MEP Takis 
Hadjigeorgiou, vice-chair of  the 
Confederal Group of  the European 
United Left – Nordic Green Left group 
at the European Parliament, says 
the crisis showed that ‘Cyprus lacks 

the quick and efficient coordination 
required to discuss, identify and 
resolve problems in time, in this 
very complex world. Those who were 
actually recognising the threats were 
not allowed by the system to express 
their concerns and see specific action 
being taken on it.’ 

As an analyst close to the Cypriot 
finance ministry adds, there were 
human errors involved and ‘unresolved 
structural issues that nobody was 
willing to touch as the system seemed 
to be working’.

Adding further complexity is the 
division of  the Mediterranean island. 
The northern part declared itself  the 
(internationally unrecognised) Turkish 
Republic of  Northern Cyprus following 
a Turkish invasion in 1974. The Greek-
Cypriot side, trying not to appear weak 
in an ongoing diplomatic battle for 
reunion, allowed fiscal deficits to be 
‘covered-up’ and the ‘banks to develop 
the way they did’, the analyst told 
Accounting and Business.

But even so, they insisted, the 
system may well still been working if  
the Greek ‘haircut’ had not occurred. 
‘It was the bomb that blew up the 
foundations of  the banking system,’ 
they say.

There is no denying political pressure 
played an active part in how the crisis 
is unfolding. The banking system 
of  Cyprus has often been accused 

 
ROOT CAUSES
While Cyprus struggles to retain its financial sector as a result of the European bailout 
crisis, analysts blame a dysfunctional state system, human error and the 2011 ‘haircut’
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Cypriot students protest 
against the island’s financial 
bailout conditions and 
knock-on effects during a 
rally in Nicosia

of  turning a blind eye to money 
laundering, especially by Russian 
investors. Yuri Botiuk, partner at the 
international law firm Pinsent Masons, 
points out that ‘the amount of  Russian 
money in Cyprus’s banks was not a 
surprise to the European Union (EU) or 
the Cypriot government. That money 
has been in Cyprus since the 1990s 
so must have been taken into account 
when Cyprus joined the EU in 2004 
and when it joined the euro in 2008. 
That money was “clean” enough for 
both the EU and Cyprus at those 
crucial dates. Furthermore Russia was 
not part of  the “troika” [the ECB, the 
International Monetary Fund and the 
European Commission] carrying out 
the bailout talks. This could not have 
been accidental.’ 

Russian capital makes up around 
40% of  Cyprus’s financial market, 
according to Botiuk and is heavily 
affected by the measures agreed by 
the Cypriot government to face the 
crisis. ‘The justification in this case 
was apparently that the savings were 
“dirty” Russian money,’ says Botiuk, 
noting that ‘only time will tell the future 
of  Cyprus as an offshore jurisdiction’.

MEP Hadjigeorgiou notes that 
were the Cypriot economy sound, ‘it 
would not be possible for [effective] 
political arguments to be put forward’. 
In contrast to the prevailing thinking 
among many European leaders, he 
says Cypriot citizens were not really 
benefiting from the foreign capital 
as the interest offered to them was 
around 5.5%, resulting in loans to 
Cypriots being at high rates of  more 
than 6%. The main advantage, he 
says, was the creation of  a substantial 
number of  jobs. Hadjigeorgiou thinks 
that ‘Cyprus is certainly also paying 
for the need of  Russia not to disturb 
its relations with Europe’ and maybe 
also for Moscow’s unwillingness to see 
the island becoming a new natural gas 
producing country. 

And many international investors 
had been taking precautionary 
steps. Paul Dennis, senior director 
at member-based advisory firm CEB, 
says that ‘many CFOs of  companies 
with operations in stressed eurozone 
countries, such as Cyprus, took the 
action last year to move cash out of  
these economies in the event that the 
banking system shut down. This does 
not mean that they saw the crisis 
coming, but rather they had adapted 
their cash management approach to 
reflect the new reality of  the sovereign 
debt crisis in Europe.’

Onerous conditions
The troika has of  course imposed 
harsh conditions on Cyprus for its 
help. One of  the most controversial has 
been the imposition of  a levy on bank 
savings. A legal battle has already been 
started by angry investors defending 
their assets. Pinsent Masons’ Botiuk 
says that although it is too early to 
provide any certainty on timings ‘time 
for litigation is measured in months 
and years rather than hours and 
weeks’. ‘That being said, with billions 
in potential losses, a prudent Russian 
may wish to take action, obtain a 
judgment and then seek to enforce it 

when Cyprus develops its oil and gas. A 
judgment could give a tradeable asset 
whereas at present there is, apparently, 
expropriation without appeal.’ 

For Cyprus there is no easy way out. 
The ongoing crisis has soured feelings 
towards Greece and has opened the 
way for a more energetic Turkish 
diplomacy on the split island. While 
many seem to advocate an exit from 
the euro, Hadjigeorgiou believes it 
would not solve any of  the problems 
that were created by joining the euro 
but ‘it may also lead to Cyprus not 
being able to extract any natural 
gas. Given Turkey’s willingness to 
be annoyingly present in this issue 
there may be problems if  we lose this 
political protective shell of  being part 
of  the eurozone.’

There is currently little cause 
for optimism. The analyst close to 
the finance ministry insists that 
Cyprus may not become Greece v2 
as the country had already started 
implementing structural reforms before 
agreeing to its loan terms with the 
IMF, the EU and the ECB. The truth 
is, however, that all involved are in 
uncharted waters. 

Michael Kosmides, journalist

‘THE HAIRCUT [AIMING TO MAKE THE GREEK DEBT
MORE MANAGEABLE] WAS THE BOMB THAT BLEW UP
THE FOUNDATIONS OF THE BANKING SYSTEM’ 
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H
ow many times 
have you woken 
up to the sound of 
the day’s business 

news being reported on 
the television or radio? In 
the vast majority of cases, 
the journalist will focus 
exclusively on the numbers 
coming out of the business 
– the previous quarter’s 
turnover, profits and earnings per 
share figures will be dissected in 
minute detail, before the inevitable 
prediction is made about how the 
company’s share price will perform 
when the markets open.

Yet how many times have you 
checked later in the day to see whether 
these predictions have come true? 
Unless you work in the financial 
markets, or for the particular company 
concerned, probably not that often. 

Predictions confounded
Take my word for it: more often 
than not, the markets will respond 
very differently from the confident 
predictions made only hours earlier 
on the breakfast news. It isn’t that 
markets have a mind of  their own, but 
that they take into account a broader 
range of  factors than just the financials 
when determining the value of  a 
particular stock. 

The way businesses report has failed 
to keep up with this reality. Integrated 
reporting paves the way towards more 
meaningful, concise and material 

disclosures, bringing 
corporate reporting up to 
date.

Let me be clear. Numbers 
are an absolutely essential 
part of  today’s corporate 
reporting landscape. They 
provide a measurable 
benchmark from one 
reporting period to another, 
they are trusted by investors, 

and assurance can be provided around 
the process of  preparing the financial 
statements, which helps to underpin 
confidence. And, thanks to the work 
of  financial reporting standard setters 
around the world, the International 
Accounting Standards Board (IASB) 
and Financial Accounting Standards 
Board (FASB) especially, the quality of  
financial reporting today is very high. I 
am proud that both the IASB and FASB 
are represented around our table at 
the International Integrated Reporting 
Council (IIRC) and that earlier this year 
we cemented our relationship with 
the IASB through a memorandum of  
understanding.

But think of  a business today – for 
example, one of  the major businesses 
involved in the IIRC’s pilot programme 
such as Coca-Cola, Hyundai, Microsoft 
or Unilever – and what you see is a 
melting pot of  creativity, talent, ideas, 
financial resources, global brands and 
reputation, all of  which contribute to 
the value placed on them as businesses. 
The numbers in the financial statements 
tell only a fraction of  the story and the 

predictive quality of  these statements in 
terms of  the long-term resilience of  the 
business is waning. 

It is also the case that population 
growth, the shortage of  natural 
resources and climate change are 
presenting businesses with very real 
challenges, both in terms of  managing 
risks and in demonstrating to investors 
the viability of  business models over 
the short, medium and long term. 

Rebuilding trust
Today’s reporting model was 
created at a time when financial and 
manufactured resources represented 
over 80% of  the value of  a business, 
yet in the early 21st century it 
is estimated that these physical 
resources typically represent only 
around a fifth of  a business’s market 
value. It is surely time to put in place 
a different vision that supports the 
rebuilding of  trust and confidence in 
reporting, enables more efficient and 
productive capital allocation decisions 
by investors, and creates efficiencies by 
breaking down silos in the business. 

That is the IIRC’s ambition and we are 
not alone. The IIRC is an international 
coalition of  businesses, investors, 
accounting bodies, regulators, standard 
setters and other market participants 
working together on creating a new 
reporting framework. Together with 
more than 90 internationally renowned 
businesses, and over 50 institutional 
investors, the IIRC is consulting over the 
next three months on the consultation 

VISION FOR THE FUTURE
It is time to unite behind the integrated reporting vision, says IIRC chief executive  
Paul Druckman, as the organisation launches its draft international framework
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caption style

draft of  its international integrated 
reporting framework.

I encourage you to take part in this 
consultation, which runs until 15 July 
2013. In the first place, you can read 
the consultation draft, which is at  
www.theiirc.org/consultationdraft2013. 
Please respond to the questions: if  you 
have strong views on only one aspect 
of  the draft, then you can just address 
that issue. We will be grateful for all 
contributions, and it is important that 
all voices are heard as we move forward 
towards the release of  the initial 
international integrated reporting 
framework this December. You can also 
participate in events all over the world 
during the consultation period – you 
can find the details of  workshops and 
other events on the IIRC’s website.

Business underpinning
Reporting matters to business and 
to the success of  the economy. It 
matters to investors, who must use 
the information to make capital 
allocation decisions. It matters to 
businesses themselves, which need to 
communicate how the business model 
and strategy are creating value over 
time. And it matters to society, because 
a properly functioning corporate 
reporting framework can underpin 
business resilience, financial stability 
and sustainable development. 

Businesses spend a lot of  time, 
money and energy on collecting 
management information and the 
corporate reporting cycle each year. 

Many readers will feel the burden 
of  reporting has increased to an 
unsustainable level over the past 20 
years and may question the wisdom 
of  embarking on a new initiative. But 
integrated reporting is designed by 
business for business. It is a market-
led evolution in reporting that seeks to 
address today’s challenges. 

I do not pretend that we have all the 
answers, but we are confident enough 
to invite you to shape the future of  
corporate reporting by taking part in 
our consultation, which will do so much 
to improve the business, investment 
and economic landscape for the future.
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The current and future application of capitals in integrated reporting have 
been set out in a recent background paper published by ACCA with the 
Netherlands Institute of Chartered Accountants. 

It explores the multiple capitals recognised by the International Integrated 
Reporting Council (IIRC) as fundamental to integrated reporting: financial 
capital, manufactured capital, intellectual capital, human capital, social and 
relationship capital, and natural capital. All organisations depend on various 
forms of  capital for their success, including ones they do not own, and the 
different capitals should be part of  the business model and strategy.

The report provides a sound basis for the role of  capitals in the integrated 
reporting framework. It suggests new proposals for improving the categorisation 
and descriptions of  capitals adopted by the IIRC and provides more background 
to what may be unfamiliar concepts to help in their practical application.

Rachel Jackson, head of  sustainability at ACCA and a member of  this 
paper’s steering group, says: ‘Although companies depend on the six capitals 
to different extents, collectively these capitals affect the long-term survival of  
any company and influence its value creation. Reporting on them is therefore 
a crucial element in future corporate reporting and will be necessary to meet 
stakeholders’ expectations.’

You can view the paper at www.accaglobal.com/capitalsir

  *CAPITALS APPRECIATION

Left: Hyundai is one of two South Korean 
businesses on the IIRC pilot programme; 
the other is SK Telecom

Above: Zhong Hua is a toothpaste brand 
from Unilever, which, along with more 
than 90 businesses and 30 institutional 
investors, is part of the IIRC pilot 
programme testing the principles, content 
and practical application of integrated 
reporting. The pilot programme will run 
until September 2014, so participants 
can test the draft framework in their 
reporting cycles

www.accaglobal.com/capitalsir


The framework lays the foundations 
for a new reporting model that will 
enable businesses to communicate 
concisely how they create value over 
time. An organisation’s business 
model is the vehicle by which it 
creates value. That value is embodied 
in the capitals that the organisation 
uses and affects. The assessment 
of an organisation’s ability to create 
value in the short, medium and long 
term depends on understanding the 
connectivity between the business 
model and a wide range of internal 
and external factors. 

An integrated report prepared in 
accordance with the framework will 
disclose those factors:

* Integrated reporting recognises that 
value is not created by or within an 
organisation alone, but is:

* influenced by the external 
environment (including economic 
conditions, technological change, 
societal issues and environmental 
challenges), which creates 
the context within which the 
organisation operates;

* created through relationships 
with others, including employees, 
customers, suppliers, business 
partners, and local communities;

* dependent on the availability, 
affordability, quality and 
management of  various 
resources.

* Integrated reporting therefore 
aims to provide insight about the 
following factors:

* the external environment that 
affects the organisation;

* the resources and relationships 
used and affected by the 
organisation, referred to in the 
framework as the ‘capitals’;

* how the organisation interacts with 
the external environment and the 
capitals to create value over the 
short, medium and long term.

*An integrated report results in a 
broader explanation of  performance 
than traditional reporting by 
describing, and measuring where 
practicable, the material elements of  
value creation and the relationships 

between them. In particular, it makes 
visible all the capitals on which value 
creation (past, present and future) 
depends, how the organisation uses 
them and its effects on them.

*The mission and vision 
encompassing the entire 
organisation set out its purpose and 
intention in clear, concise terms.

*Those charged with governance 
are responsible for creating an 
appropriate oversight structure, 
within which the various elements 
are in dynamic flux. 

*Continuous monitoring and analysis 
of  the external environment in 
the context of  the organisation’s 
mission and vision identifies relevant 
opportunities and risks. 

*The organisation’s strategy 
identifies how it intends to maximise 
opportunities and mitigate or 
manage risks. It sets out strategic 
objectives and strategies to achieve 
them, implemented through resource 
allocation plans. 

Framework fundamentals
We provide key extracts from the consultation draft of the integrated reporting framework, 
picking out the essential threads that will weave a more effective reporting structure
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FINANCIAL
MANUFACTURED
INTELLECTUAL
HUMAN
SOCIAL AND RELATIONSHIP
NATURAL

      THE CONSULTATION DRAFT, WITH
        DETAILS OF HOW TO COMMENT, IS AT
          www.theiirc.org/consultationdraft2013

*At the core of  the organisation is 
its business model, which draws 
on various capitals in one form or 
another as inputs and, through its 
business activities, converts them 
to outputs (products, services, 
by-products and waste). The 
organisation’s activities and outputs 
affect the capitals. Some capitals 
belong to the organisation while 
others belong to stakeholders 

             * THE SIX CAPITALS

or to society more broadly. The 
organisation and society therefore 
share the cost of  input capitals and 
the value created by the organisation.

*The organisation needs information 
about its performance, which 
involves setting up measurement 
and monitoring systems to provide 
information for decision-making. 

*The system is not static; regular 
review of  each element and its 
interactions with other elements,  
and a focus on the organisation’s 
future outlook, leads to revision  
and refinement.

The consultation deadline is 15 July.

The essence of integrated reporting is that an organisation creates (or 
destroys) value over time by using, and affecting, the six capitals (or resources 
and relationships) listed here in the context of its external environment (those 
aspects of the legal, commercial, social, environmental and political context 
that affect it). 

The value that is created, or destroyed, is stored in the capitals that flow 
through the organisation. Changes in the capitals over time are, therefore, the 
measure of  value created or destroyed by the organisation.

What goes on inside the organisation determines how it interacts with the 
external environment, what capitals it uses and how it affects them. This is the 
organisation’s unique value creation story, which integrated reporting, and in 
particular the integrated report, seeks to demonstrate.
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Left: Coca-Cola already publishes a 
sustainability report and has been 
engaged in gap analysis to help identify 
what the business needs to be able to 
produce a fully fledged integrated report

Above: Microsoft, like many IT 
companies, recognises that human and 
intellectual capitals are its lifeblood, 
and is seeking to clarify the links and 
interdependencies with financial capital

www.theiirc.org/consultationdraft2013
www.theiirc.org/consultationdraft2013


In his latest quarterly report, ACCA’s Manos Schizas explains why 
the surge in optimism about prospects for the global economy 
recorded earlier this year is likely to prove short-lived

Just under 2,000 finance 
professionals took the 17th edition 
of the ACCA/IMA Global Economic 
Conditions Survey in late February and 
early March – and painted a picture 
of increasing optimism across most 
parts of the world. Nearly one-quarter 
(24%) of respondents said they were 
more confident about the prospects 
for their organisations than they had 
been three months earlier, up from 
19% in late 2012. Over two-fifths 
(43%) believed the global economy 
was improving or about to do so, up 
from 30% in the previous quarter.

This wave of  optimism was evident 
across the board, with members in 
large corporates perhaps a little more 
buoyant than others. The Americas, 
Western Europe and South Asia led the 
recovery, while Africa, weighed down 
by a very challenging environment 
for SMEs and non-profits, provided a 
significant and worrying exception.  

While the rise in global business 
confidence remained significant even 
after controlling for changes in the 
composition of  our sample, it also 

CONFIDENCE GAINS WERE 
NOT, ON THE WHOLE, DUE TO 
IMPROVED FUNDAMENTALS

 *THE VIEW FROM AFRICA
Africa was the only region in which business confidence actually 
fell in early 2013, dragged down mostly by struggling small and 
medium-sized enterprises (SMEs) and non-profits. Cameroon, 
Uganda and Nigeria lagged a little behind other African countries.

This result, though disappointing, is not surprising. There has 
been a whole year of  mounting pressure on cashflow and new 
orders. However, respondents also saw business opportunities 
dwindle yet again after reaching their peak in late 2012.  

The good news is that access to growth capital is easier than 
in the recent past and shows signs of  stabilising. Inflation and FX 
volatility are also down, although the overall trend over the last 
year and a half  is not encouraging.

Despite this difficult environment, business capacity building 
(including capital spending, recruitment and staff  development) 
rose strongly in the six months to March 2013, and was still up 
year on year in Q1 2013. However, this trend is not strong and 
could reverse.

remained significant after taking into 
account such fundamental factors as 
changes in business revenues, access 
to finance, cashflow conditions and a 
range of  value-added opportunities. 
This is not good news as it means the 
confidence gains were bigger than could 
be justified by improved fundamentals.

This is not to say the fundamentals 
did not improve at the global level. 
Access to finance has become easier 
since late 2012, and although capital 

spending is flat, employment and 
investment in staff  development are 
both growing, driven by rising orders.   

The problem is that all this new-
found optimism depends crucially 
on expectations of  a stronger global 
recovery, and I believe that much of  
this optimism is seasonal; it showed 
up in early 2012 and in previous 
first-quarter surveys, and is generally 
reversed as the year draws to a close. 
Remember, many finance professionals 
work in industries that hire and pay 
bonuses in the first quarter; that’s 
bound to lighten the mood, even before 
one counts the festive boost observed 
in much of  Asia around the time of  the 
Chinese New Year.

There is one more reason to expect 
a significant loss of  confidence in the 
second quarter of  2013. Fieldwork 
for Q1 was already almost complete 
on 16 March when news emerged of  
the controversial Eurogroup decision 
to impose a depositor levy as part 
of  the resolution plan for troubled 
banks in Cyprus. It’s obvious that 
this measure, later adjusted to a 
depositor and bondholder bail-in, has 
strongly influenced confidence in the 
banking sector of  eurozone countries, 
but it’s unclear how businesses have 
responded. Our Q2 survey will consider 
the issue in detail.

26 Taking the pulse 
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THE DANGER 
DOWNPOINT

THE ACCA/IMA GLOBAL ECONOMIC CONDITIONS SURVEY – HOW TO TAKE PART

G
LO

BA
L 

-1
3

IR
EL

A
N

D
 8

M
ID

D
LE

 E
A

ST
 5

 

M
A

IN
LA

N
D

 C
H

IN
A

 -5
 

A
FR

IC
A

 -6
 

  U
K

 -1
2

PA
K

IS
TA

N
 -2

1 

SI
N

G
A

PO
RE

 -2
4 

H
O

N
G

 K
O

N
G

 -2
6 

EA
ST

ER
N

 E
U

RO
PE

 -3
0 

M
A

LA
YS

IA
 -4

2

The views of ACCA members are 
highly valued and receive widespread 
media coverage – in fact, our quarterly 
economic survey is ACCA’s most cited 

publication. So why not have your 
say when the next quarterly survey 
opens in late May 2013? Everyone can 
participate – simply look for the link 

in AB Direct or watch out for the email 
invitation. The survey is carried out in 
association with the US-based Institute 
of Management Accountants (IMA).
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GOVERNMENT SPENDING
While a slim majority of ACCA members in Western
Europe support further spending cuts in their 
countries over the next five years, their appetite for 
austerity has lessened as Europe’s recovery has 
weakened – and they think politicians will follow suit.
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THE ACCA CONFIDENCE INDEX
The Confidence Index assesses business confidence among ACCA members by subtracting 
the percentage saying they have lost confidence from the percentage who still have it

The ACCA Confidence Index 
correlates strongly with 
economic growth globally. 
A reading of below -13 
suggests the economies 
of the developed world are 
contracting and the global 
economy is grinding to a halt.

TAKING THE GLOBAL TEMPERATURE
The ACCA Confidence Index reveals much less 
pessimism in mainland China than in the rest of South 
East Asia, although few regions were optimistic.

Total Q4 2010–Q1 2013 sample: 17,657 responses from ACCA members around the world

27Taking the pulse 
of the global economy



T
rade talks have been nobody’s 
idea of fun in recent years. The 
Doha global trade negotiations 
have now dragged on for over a 

decade, creating plenty of frustration 
and no agreement. 

So US president Barack Obama 
and his European counterparts might 
seem like suckers for punishment 
by launching an ambitious new set 
of  discussions aimed at a trade 
agreement between the world’s two 
largest economic blocks. Yet both sides 
are running short of  options to kick 
start growth. 

‘There is an element of  desperation 
in these talks,’ says Ted Alden, a 
fellow at the Council on Foreign 
Relations in New York. ‘The easier 

options for providing an economic 
stimulus, such as low interest rates 
and higher government spending, 
have already been exhausted. Trade 
negotiations are far more laborious.’ 
To make matters harder still, Europe 
and America already have a very 
open trade relationship – leaving 
only ultra-sensitive issues left to 
resolve. America’s trade diplomats 
will have to convince reluctant 
Europeans to accept their nation’s 
genetically modified crops. Europeans, 
meanwhile, will have to persuade 
patriotic American state governments 
to open their government contracts to 
French and German bidders.

If  negotiators do pull off  such heroic 
feats of  persuasion, however, the 

economic rewards will be great. Trade 
between the two titans hit €730bn in 
2011 – accounting for roughly a third 
of  all global commerce. Traditional 
tariffs are already low, less than 3% 
on average. Even so, scrapping these 
traditional barriers to trade would 
generate an annual boost of  around 
0.4% of  national income for the 
European Union (EU) and as much 
as 1% for the US. Bigger rewards still 
could be gleaned from eliminating 
safety and product standards – which 
are often little more than a front 
for blocking foreign competitors. 
Eliminating just half  of  these rules 
could lift gross domestic product by 
as much as 3% on both sides of  the 
Atlantic – a huge boost. 

TRADING PLACES
The economic rewards of a new transatlantic trade and investment partnership could be 
momentous. But sweeping away the barriers between the US and Europe won’t be easy
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‘A really successful agreement could 
provide a far more lasting benefit to 
the economy than any fiscal stimulus,’ 
says Sallie James, a fellow at the Cato 
Institute in Washington DC and a 
former top Australian trade diplomat. 
‘The question is whether talks can 
succeed where Doha flopped.’ 

There are some reasons for cautious 
optimism, trade experts say. For a 
start, the top politicians on both sides 
of  the Atlantic have staked plenty 
of  political capital on a successful 
outcome, so failure would now be 
embarrassing. Obama announced 
the initiative in his State of  the 
Union address – traditionally the 
president’s most high-profile speech 

of  the year. ‘This is a signal that the 
president is putting his full weight 
behind a proposal,’ says Alden. ‘So 
far all Obama has done is tidy up the 
agreements signed by his predecessor 
George W Bush so he could do with a 
big win.’ 

The fact that the talks are between 
two rich economic blocs also makes 
matters easier. Trade unions in wealthy 
nations often fight against fully open 
trade with poorer nations, for fear that 
competition from cheaper workers 
will drive down wages and boost 
unemployment. Obama’s Democratic 
Party, which gets much of  its funding 
from unions, has been particularly 
sensitive to opening up to rivals 
with lower wages or environmental 
standards. ‘Negotiations with Europe 
are far easier to sell politically,’ says 
Douglas Irwin, a professor of  trade 
policy at Dartmouth College. 

EU politicians have an even greater 
incentive to broker a deal. While 
neither economy has fully overcome 
the effects of  the 2008 financial 
crisis, the European nations are in far 
worse shape. Over the coming year 
the eurozone is expected to contract 

by 0.2% while the UK will only grow 
by 1%, according to the International 
Monetary Fund. That compares to 
2% for the US –  still far less than 
Americans have become accustomed 
to expect. 

There is another reason for hope. 
Many of  the negotiations are likely to 
end up revolving around the industries 
of  the future – including electric cars 
and advanced next-generation wireless 
technology. ‘Since these industries have 
not yet fully taken off, vested interests 
have not become fully entrenched,’ 
says Simon Evenett, a professor of  
trade at the University of  St Gallen in 
Switzerland. ‘That makes things much 
easier.’ Yet the gains from agreeing on 

unified systems could be colossal for 
the future. A unified market for electric 
cars, for example, would mean huge 
savings for global carmakers and also 
lower prices for drivers. 

Common-sense approach
Trade experts also believe there 
are good prospects for progress 
in other areas too, most notably 
pharmaceuticals. The process of  
testing new drugs is staggeringly 
expensive. The ordeal of  winning 
regulatory approval on both sides of  
the Atlantic adds to these costs. ‘There 
would be huge gains if  drugs deemed 
safe and effective in the US were 
automatically approved in Europe too,’ 
says James at Cato. ‘This is an area 
where real progress could be made and 
the savings would be in the multiple 
billions of  dollars.’

Despite this broad optimism, many 
areas of  discussion are likely to be 
slow grind. ‘The low hanging fruit has 
all gone,’ he says. ‘The remaining 
issues are far harder to agree on.’ 
While overall tariffs are low, the ones 
that remain high have endured for a 
good reason. Tariff  peaks in agriculture 

and cars reflect the political power 
of  the industrial lobbies that have 
supported them. Farming lobbies are 
particularly influential on both sides of  
the Atlantic. 

Sweeping away the regulatory 
barriers to trade will be even more of  
an uphill struggle. The EU has long 
resisted the spread of  genetically 
modified crops, which were pioneered 
by American firms such as Monsanto. 
‘Overall the Europeans have tended to 
be less tolerant than US consumers 
of  new technology in food production, 
whether that is agricultural chemicals 
or genetically modified crops,’ says 
Professor Irwin. ‘This has the benefit 
of  helping Europe’s farmers at the 
expense of  foreign rivals. But it also 
gets to the heart of  the continent’s 
cultural values and so is very hard to 
shift,’ says Irwin. 

Equally vexing is the issue of  
geographical indicators. The most 
famous example of  this tension by 
French champagne producers is that 
foreign rivals – even ones loyal to 
their method of  production – should 
not be allowed to use the famous 
brand. Instead they have had to 
use other names for their sparkling 
wines. It is hard to see the patriotic 
François Hollande, France’s new 
president, signing away such brands 
as champagne or Roquefort. ‘Steam 
comes out of  the ears of  many 
European politicians if  you even 
suggest they make concessions on this 
issue,’ warns James. 

The Europeans also have a tense 
relationship with American technology 
firms such as Google and Amazon. 
Such companies rely for much of  their 
profit in the US on their ability to track 
what users are viewing and tailor the 
advertisements to fit. Most Americans 
are relatively comfortable with this. In 
Europe this raises deeper worries about 
privacy. ‘The profits of  these firms 
would be much higher in Europe and 
costs much lower if  we could agree 
upon a common standard,’ says Robert 
Atkinson, president of  the Information 
Technology and Innovation Foundation 
in Washington. ‘Such privacy worries 

‘THERE WOULD BE HUGE GAINS IF DRUGS DEEMED
SAFE IN THE US WERE AUTOMATICALLY APPROVED
IN EUROPE TOO. REAL PROGRESS COULD BE MADE’
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are way overdone and can justly be 
considered a barrier to trade.’ 

America is no free trade saint 
either. The Europeans would dearly 
like American states to open up 
government contracts to foreign 
bidders. So-called ‘buy American’ rules 
are often relatively draconian, barring 
even companies that source too much 
from overseas suppliers. The French, 
who boast large infrastructure, waste 
water and sewage companies, would 
be well-placed to benefit from any 
liberalisation. 

Such issues raise one of  the biggest 
hurdles to a meaningful accord. The 
federal government is not authorised 
to make policy for the 50 American 
state governments. Equally the EU 
team will have to carry along its 27 
member states. ‘There is no single 
negotiator on each side,’ observes 
Alden at the Council on Foreign 
Relations. ‘In reality you will have a 
cacophony of  voices. To make real 
progress, each side will need to be 
extremely skilled at selling the benefits 

of  a deal to all of  their stakeholders.’ 
Still, neither Europe nor America can 

afford to pass on the opportunity to 
boost growth. Five years after the 2008 
financial crisis and policymakers have 
exhausted all other options to stimulate 
their economies. ‘Whatever happens to 
the talks, it is at least reassuring that 
the response to stagnation has been 
to consider opening markets,’ says 
Professor Irwin. ‘By contrast, the knee 
jerk reaction after the 1929 crash was 

to erect trade barriers, as the US did 
in the notorious Smoot-Hawley Tariff  
Act.’ Many years of  talks may lie ahead 
between the US and Europe and few 
believe that the initial goal of  signing a 
treaty within two years will be met. But 
politicians have a precious opportunity 
to improve the economic prospects of  
their nations for decades to come. 

Christopher Alkan, journalist based in 
New York

* Total US investment in the EU is three times higher than in all of  Asia.  

* EU investment in the US is around eight times the amount of  EU investment 
in India and China together. 

* The EU and the US economies account together for 47% of  world GDP and 
for nearly a third of  world trade flows. 

* Each day goods and services of  almost €2bn are traded bilaterally. Total 
bilateral trade in goods and services was €737bn in 2011, according to 
official European statistics.  

* A successful deal would boost EU exports to the US by 28%, equivalent to 
an additional €187bn worth of  exports of  EU goods and services, according 
to an official estimate.  

  *US-EU TRADE – THE FACTS
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Comment

On 2 April, the European Commission 
(EC) issued a consultation paper 
requesting comment on potential new 
disclosure rules regarding the use of 
conflict minerals in the manufacture of 
goods listed on European exchanges. 
This initiative follows the US 
Securities and Exchange Commission’s 
final 2012 rule on conflict minerals 
that requires companies listed 
in the US to disclose their use of 
conflict minerals manufactured in the 
Democratic Republic of Congo (DRC) 
and adjoining countries.

The US rule fulfills the requirements 
laid out in the Dodd-Frank Act 2008, 
which required companies using 
minerals from Africa’s Great Lakes 
region to publicise their due diligence 
practices to ensure the minerals 
they use in their products have 
not financed illegal armed 
groups engaged in the Congo’s 
war. These minerals include tin, 
tantalum, tungsten and gold, 
which are often used in the 
manufacture of  a wide range 
of  products. It is anticipated 
that the rule will affect 
approximately 6,000 issuers 
in the US who will have 
to file their first minerals 
report in May 2014.

The gist of  the US 
rules upon which the EC 
has framed its proposed 
disclosure requirements is 
that companies must determine 
whether or not they manufacture 
or contract to manufacture 
products that contain conflict 
minerals, whether these minerals 
originated from the specified 
conflict region or were obtained  
in scrap or recycled sources,  
and whether or not the conflict 
minerals benefited armed groups  
in the region.

More disclosure on horizon 
[Ramona Dzinkowski asks ‘what’s new for spring?’ and finds that, if the US lead is taken on 

conflict minerals, European CFOs can expect life to get a whole lot more complicated

While many have lauded the 
initiative, others see it as a prohibitively 
tall order and are concerned about 
the costs of  the disclosure and the 
implications for using the reporting 
system in this way. Similar issues are 

unlikely to go unnoticed by affected 
parties in Europe. 

In response to the proposed ruling, 
the US-based National Association of  
Manufacturers pointed out that, among 
other things, the SEC has ignored the 
complexity of  manufacturing supply 
chains. More specifically, they say, 
there are three major challenges for 
downstream users attempting to 
establish a chain of  custody from 
the mine to the product; namely: ‘(1) 
identifying which mines are conflict 
mines – that is mines whose output 
is controlled by or taxed by warring 
factions; (2) tracing ores from the 
mine to the smelter; and (3) tracing 
conflict minerals from smelter through 
complicated supply chains to the 
finished product. …Implementation 
of  the legislative language must, 
therefore, take into account these on-
the-ground realities.’

Some CFOs are questioning why 
the financial reporting system is 
being used to resolve political 
conflicts in the first place. For 
instance, how would CFOs be 
able to answer the question 
of  which are conflict mines, 
and tracking down the sort of  
information required is not a 

traditional finance function. 
There’s also the level-playing-field 

argument that suggests that North 
American and European companies will 
now be at a competitive disadvantage 
against companies originating from 
countries that have no such disclosure 
requirement, like China, Brazil, 
Indonesia and Canada.

In Europe, the EC is requesting 
all interested parties to comment on 
whether they should craft similar rules. 
Comments are due by 26 June 2013.

Ramona Dzinkowski is an economist 
and business journalist
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[Engaging in the IIRC’s consultation is vital in 
developing the integrated reporting framwork, 
says ACCA president Barry Cooper

It has always been a source of pride to me that ACCA 
has been at the forefront of developments within the 
accountancy profession – the move to ensuring that 
our syllabus was based on International Financial 
Reporting Standards (IFRS) being just one.

Now ACCA is once again demonstrating its 
pioneering credentials by not only being one of  the 
first adopters of  integrated reporting (IR) – having 
produced our most recent annual report to IR 
principles – but also by calling for the business 
community, companies and investors alike to ensure 
they help shape the future of  IR.

 We have urged these groups to respond to the 
International Integrated Reporting Council (IIRC) 
consultation draft on an integrated reporting 
framework to help develop a new corporate reporting 
model. This will enable organisations to communicate 
their activities more effectively and provide clear 
information to stakeholders.

 ACCA, as a committed member of  the IIRC, believes 
that responding to the draft is important, so that any 
resulting reporting framework reflects the needs of  an 
increasingly complex and demanding global market. 

 In my meetings with members, employers and tuition 
providers, many have commented favourably on our first 
annual report produced along IR lines – which enabled our 
stakeholders to see the bigger picture brought together in 
what is hopefully an easily digested document. Our next 
report will be another step along the IR route.

 But this initiative is not only an opportunity to demonstrate 
leadership and innovation in the accountancy profession. 

 It is also critical that those you advise play their part in helping 
to shape the future of  integrated reporting, by looking at issues 
and challenges which can be addressed now and which 
ensure that the IIRC gets the full picture.

 You have a critical role to play, and I urge 
you and your companies to engage in the 
consultation process.

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

Don’t ignore the draft
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Lusaka, Zambia

Q What are the major 
challenges facing financial 
services clients in Qatar? 
A For banks and investment 
companies, it’s mainly about 
the impact of  changes in 
global regulation, as well as 
foreign tax compliance. They 
have the technical capability 
for local regulations and 
tax rules – but it’s on the 

international side that they call on us for help. 
From an advisory perspective, they increasingly 
need advice on corporate strategy. Priorities 
include streamlining structures and systems, and 
of  course implementation of  cost-saving efficiency 
measures. The billions of  dollars being invested in 
infrastructure for the 2022 World Cup haven’t yet 
filtered down to the wider economy, but there’s a 
strong sense of  anticipation and optimism. 

Q How would you describe competition for talent?  
A It’s not difficult to attract interest; it’s more a 
question of  finding the right mix of  skills. The Big 
Four firms in the region look to their own global 
mobility programmes; I’m on secondment from 
London. We face competition from Dubai and Abu 
Dhabi, and to a smaller extent Saudi Arabia. Qatar 
has been successfully promoting itself  on the world 
stage; it’s open, stable and flourishing – qualities 
that finance professionals increasingly recognise. 

Q What advice would you give new accountants?  
A Take steps to acquire international experience. 
While emerging markets provide great career 
opportunities, they need people who can 
assimilate culturally, adapt to local business 
practices and understand the complexities of  local 
and regional economies. 

FIRM FACTS
KPMG Qatar: Established for over 40 years, now 
employing 140 people.
MESA network: More than 1,700 people at 14 
locations throughout Middle East (Bahrain, Kuwait, 
Lebanon, Oman, Saudi Arabia, UAE and Yemen) 
and South Asia (Afghanistan, Bangladesh, Pakistan 
and Sri Lanka).

DELOITTE EXPANDS IN ZAMBIA 
Deloitte Southern Africa has opened 
expanded offices in Zambia’s capital, 
Lusaka, recognising the country’s 
role as an important developing 
economic centre due to its mining 
and agricultural sectors. ‘The main 
driver behind the office move was 
a desire to provide superior service 
to clients through being better 
positioned and in closer proximity,’ 
says Chisanga Chungu, managing 
partner of  Deloitte Zambia, who 
leads the practice. Lwazi Bam, CEO 
of  Deloitte Southern Africa, says the 
company sees East and Southern 
Africa as key drivers of  growth on 
the continent. The completion of  
major projects at the Kansanshi, 
Lumwana and Konkola mines will 
make the country an influential 
producer of  copper, cobalt, nickel, 
gold and uranium. Deloitte expects 
Zambian gross domestic product 
to grow at 6.9% this year and 
accelerate to a rate of  8% from 
2014 to 2016. 

EY OPENS IN SOUTH SUDAN 
Ernst & Young has opened an office in 
Juba in South Sudan. Patrick Kamau, 
its country managing partner, said: 
‘East Africa is one of  the most exciting 
and rapidly growing regions in the 
world. The five countries – Burundi, 
Kenya, Rwanda, Tanzania and Uganda 
– that currently form part of  the 
East African community alone form a 
common market of  130 million people. 
Given the unexploited mineral wealth, 
mainly in oil extraction, South Sudan 
has the potential to be a substantial 
market in the next few years.’

The view from: 
Qatar: Omar Mahmood, head of 
financial services (Middle East and 
South Asia), KPMG, Doha
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‘PEOPLE WANT TO KNOW IF FRAUDS ARE INCREASING
OR NOT, WHICH SECTORS THEY ARE AFFECTING
AND WHAT THE NEW FRAUD TECHNIQUES ARE’ 

It is clear that accountancy firms in 
India consider fraud a significant and 
continuing problem. The country’s 
newspapers are quick to highlight 
increasingly regular fraud reports, 
with articles carrying headlines such 
as: ‘Corporate India still napping on 
fraud prevention: KPMG study’; ‘India 
Inc worst affected by frauds after 
Africa: Kroll report’; ‘Investors are 
biggest sufferers of frauds: Ernst & 
Young’; and even ‘Cos feel frauds are 
“inevitable cost” of doing biz: KPMG’, 
to name a few. 

Given the weaknesses in Indian law 
enforcement regarding the investigation 
and prosecution of  fraud and the ever 
increasing social pressure to get rich 
quickly, fraud remains a constant 
danger to businesses. ‘The confidence 
of  international investors and domestic 
entrepreneurs has been low in the last 
two years, thanks to the various scams 
that have come to light during this 
period,’ says the introduction of  
KPMG’s India Fraud Survey 2012. 

The report was based on the 
responses from high-ranking executives 
from 293 Indian corporations. It 
focused on regulatory frameworks, 
emerging frauds, bribery and 
corruption, identity theft, intellectual 
property fraud, counterfeiting, piracy 
and cybercrimes. KPMG concluded that 
Indian corporations are not equipped to 
deal with futuristic frauds and are even 
reluctant to discuss bribery and 
corruption.

Indeed, when compiling its report, 
80% of  KPMG’s interview requests to 
companies were either ignored or 
declined. The general unwillingness of  
the companies to participate in the 
survey has raised fears that the results 
could be skewed towards those with a 
clean record: ‘They are not even 
including unlisted companies where 
more frauds are happening,’ says 
Sharat Kumar Pakalapati, an 

accountant in Hyderabad and a senior 
fraud investigator in the US$1bn 
Satyam Computer Services scam: 
‘Their data sample should also be 
segregated region-wise and segment-
wise,’ he adds.

But KPMG says it is aware of  the 
shortcomings of  survey-based fraud 
reports, and so attributes very specific 
functions to them. ‘They try to answer 
how rampant fraud is; what the 
perception of  corporations with respect 
to fraud is; and what the areas are that 
they believe are yet to be plugged,’ says 

Deepankar Sanwalka, partner and head 
of  the risk consulting practice at KPMG 
in India. 

EY confirms findings
In March 2012, Ernst & Young 
released its own interview-based 
report, Fraud and corporate governance: 
Changing paradigm in India. That 
report, based on 114 interviews with 
Indian corporate executives, came to 
similar conclusions to KPMG – that 
technology-related fraud is increasing 
and companies avoid reporting 
offences because such openness could 
damage their reputation.

Although these surveys only convey 
the impression of  the respondents, they 
do help to share best practices to 
contain fraud, according to Arpinder 
Singh, partner and national director of  
EY India’s fraud investigation and 
dispute services department. The firm 
has also tried to present hard facts with 
comparative data analysis on fraud in 
India. In October last year, EY released 
the India Fraud Indicator 2012, which 
looked at more than 200 cases of  fraud, 

drawn from 180,000 news reports. 
‘It split the reported fraud by states, 

by industry, and by the profile of  
perpetrators,’ explains Singh. The 
report estimated that India lost 
US$1.2bn to fraud during the financial 
year ending March 2012. Of  the frauds, 
63% were reported in the financial 
sector and most of  the perpetrators 
were people under 35 years old.

The report referred to official data 
compiled by the Reserve Bank of  India, 
to measure banking frauds. ‘It could be 
a good indicator as fraud in any 

industry directly or indirectly impacts 
the banking industry,’ says Singh. The 
only limitation, according to him, is that 
the bank does not share all the 
information, such as the name of  the 
defrauded companies, which makes 
thorough analysis difficult. 

EY, however, also admitted 
shortcomings in its indicator 
methodology, such that most of  the 
cases still needed to be proved in a 
court of  law. 

For more comprehensive reports in 
the future, big accountancy firms in 
India are hoping to access other 
indicators and sources of  fraud-related 
data. ‘The details of  whistleblowing 
complaints to the companies could one 
day be made public,’ says Singh. 

Regarding the filtering of  any 
anomaly in the data supplied to firms, 
Singh said that every year, EY India 
investigates about 150 frauds, which 
gives him and his colleagues enough 
insight to detect any unrealistic figures 
or indicators. ‘I have not seen any 
report that has been disjointed or 
drastically wrong,’ he says.

Tip of the iceberg
Fraud reports by the big accountancy firms are prolific in India, but there are limits to the 
information produced and fears that much corruption is still going unreported
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India’s Unique Identification system aims 
to stop fraudsters siphoning off billions of 
dollars from welfare schemes

KPMG goes a step further in utilising 
its in-house data in preparing separate 
reports. It uses all the information 
collected while investigating frauds for 
its clients to prepare a global report on 
the profile of  a typical fraudster. ‘We try 
to compile the data briefly, both at 
country and global level,’ says Sanwalka.

That said, even if  such reports can be 
trusted, questions remain about their 
usefulness. ‘People want to know if  
frauds are increasing or not, which 
sectors they are affecting more and 
what the new fraud techniques are,’ 
Singh explains.

And the figures and broad indicators 
arouse keen interest. ‘We definitely look 
at those numbers published in the 
reports as they are indicative of  what is 
happening,’ says Nilimesh Baruah, 
director of  India’s Serious Fraud 
Investigation Office. However he adds: 
‘We cannot say if  they are realistic 
numbers as there is no way of  
verifying them.’

The reports are well circulated and 
have been quoted in the Indian 
parliament during various fraud-related 
debates. After their release, there are 
consultations between the firms and 
different trade associations, which seek 
advice on the possible legal and 
administrative actions to contain the 
frauds, says Singh. ‘We received lots of  

queries when the new companies bill 
was being framed [in 2010-2011].’

Target audience
Ultimately, the target audience of  these 
reports is the leadership of  Indian 
corporations, says Singh. ‘CEO, CFO 
and compliance heads treat them as 
a benchmark to compare the situation 
within their companies.’ After the 
media release, these executives are 
the first people to be presented with 
the reports. KPMG printed 7,000 hard 
copies of  its fraud survey report for 
special distribution and it relies on PDF 
downloads to reach the wider audience. 
It has even created an iPad application 
to attract more readers.

Significantly, all this information is 
available for free. ‘We are happy just 
with the feedback we receive,’ says 
Singh. However, critics say it is clearly a 
marketing exercise. ‘While their effort is 
laudable the reasoning is not idealistic 
– it is commercial,’ says Pakalapati. 
‘They publish these reports to create 
more work for themselves.’ 

They are a constant reminder to 
clients and major accountancy firms 
that they should invest in fraud 
prevention initiatives – and who better 
to offer such advice than the company 
releasing a comprehensive anti-fraud 
report. Mayur Joshi, director of  

Indiaforensic, says: ‘In case a director 
wants to convince his board to get a 
review done by one of  the firms, he can 
use their report to argue his case.’

It is also these executives who offer 
the most valuable information and they 
are usually the respondents sought out. 
While gathering reliable information and 
maintaining checks and balances, 
KPMG sends a questionnaire to the 
person with the right work experience 
and who is in a management role where 
he or she has an overall perspective of  
the company, according to Dinesh 
Anand, partner and co-head of  forensic 
services at KPMG in India.

According to Singh, sometimes firms 
even hire an outside agency to collect 
the feedback. Independent researchers 
can overcome the reluctance of  
executives to share their companies’ 
information. To encourage responses 
there are some confidentiality rules: 
‘The respondents are not required to 
write their names on the questionaires 
and data is treated very confidentially,’ 
says Anand. And no doubt, more 
information is available, if  the right 
questions are asked: ‘There is much 
more to capture about the quantum of  
fraud than what is reported,’ he adds.

Raghavendra Verma, journalist based 
in New Delhi
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Dubai, UAE

Q What are the main challenges 
facing multinationals in 
Kazakhstan? 
A The country’s size and 
population spread make 
logistics and distribution 
complicated and costly; also, 
although our customs union 
with Russia and Belarus 
means easier flows of  goods 
and labour, it increases 

competition. It’s been 18 years since independence 
but in certain aspects of  the economy, there’s still 
a sense of  transition.

Q How would you describe competition for talent?  
A Finding qualified finance managers is a major 
challenge, especially with strong ethical and 
leadership qualities. Competition is fierce; local 
firms often don’t have the resources to compete 
with foreign companies – although multinationals 
like ours typically look for experience of  working in 
an international business environment, often with 
language skills, too. 

Q What advice would you give new accountants? 
A Don’t think you’ve crossed the finishing line! 
Keep up to date with technical and regulatory 
aspects, especially as they so quickly become 
obsolete. Prioritise your broader development, as 
soft skills and leadership qualities will become 
increasingly critical. And stay aware of  how 
domestic and international politics and economics 
impact on corporate challenges and objectives. 

Q Who sets an inspiring example? 
A Anatoli Boukreev, a Kazakhstani mountaineer 
who climbed without oxygen. He always displayed 
courage, determination and team spirit. Those 
qualities have immense application in business. 

FAST FACTS
Kazakhstan business: Manufacture and packing of  
tobacco products
Global operation: 25,000 employees, 120 
countries (headquartered in Geneva)
Market standing: The world’s third-largest 
international tobacco company.

TRANSFORMATION RAISES RISK 
Organisational change and 
restructuring are generating new 
risks, warns a report from PwC. 
However, a major global economic 
downturn remains the most serious 
risk facing major corporates, says 
the survey, Risk in review. More than 
800 executives and risk managers 
in businesses worldwide were 
surveyed. The report found that more 
than two-thirds of  companies have 
undergone a major transformation 
in the past 18 months, with another 
10% planning to do so over the next 
18 to 24 months. Dean Simone, 
leader of  PwC’s US risk assurance 
practice, said: ‘Changes in business 
direction have exposed companies 
to new risks, and the interplay of  
market and business transformation 
is creating complex risk linkages 
that can be fragile and difficult 
to predict.’

SUCCESSION PLANNING WEAK 
Succession planning is not being 
addressed adequately by Middle East 
businesses, says a Deloitte report, 
Director 360o: Degrees of progress. 
In a survey, 67% of  CEOs in Middle 
East businesses said they do not 
believe their boards are considering 
succession planning sufficiently. The 
report also concluded that there is 
inadequate attention to business 
practice sustainability in the Middle 
East, that further attention needs to 
be paid to the design of  remuneration 
packages to take into account risk 
exposure and that the evaluation of  
board performance is not regarded 
as a priority. 

The view from: 
Kazakhstan: Elfira Dudnik FCCA, 
CFO (Central Asia), Japan Tobacco 
Inc (JTI), Almaty
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UNDER THE FIVE-YEAR PLAN, CHINESE ODI WILL 
GROW 17% PER YEAR TO US$160BN PER YEAR IN 2015

The European Union (EU) offers a more 
favourable investment environment 
compared to North America or South-
East Asia in the eyes of Chinese 
investors, according to a recent study 
of Chinese companies investing in 
Europe. Africa, however, is seen by 
85% of them as the most welcoming 
destination for Chinese investment, 
according to the survey of 74 firms 
carried out by the EU Chamber of 
Commerce in China (EUCCC), in 
cooperation with KPMG and Roland 
Berger Strategy Consultants. 

Also in the report, Chinese investors 
warn that EU antitrust investigations 
could potentially create ‘huge 
challenges’ for Chinese state-owned 
firms seeking to invest in the EU. And 
any EU national security review (similar 
to that in the US) of  potential Chinese 
investment could have a major 
dampening effect on Chinese overseas 
direct investment (ODI) into the EU.

Launching the study in Beijing, 
EUCCC president Davide Cucino said: 
‘Greater Chinese investment in the EU 
is a positive trend and this survey 
clearly shows that Chinese companies 
face few regulatory market access 
barriers in Europe.’ He stressed that 
official figures showed Chinese ODI 
(minus financial investments such as 
purchases of  US Treasury bonds) on 
the previous year, even as inflows of  
foreign direct investment into China 
fell for the first time in several years.

But it is still not easy for Chinese 
investors to work in Europe. Cucino 
conceded that some 78% of  those 
surveyed said they faced operational 
difficulties, including high personnel 
costs, difficulties obtaining visas and 
work permits for Chinese employees, 
complex European labour and tax laws, 
plus ‘cultural differences in management 
style’. Significantly, one suggested the 
EU ‘relax labour law requirements and 
contributions, if  not for local employees 

at least for Chinese employees’. 
Of  the respondent firms, the three 

most well represented sectors were: IT 
and telecoms; financial services and 
machinery; and a ‘mining/metals/
commodities’ category. State-owned 
firms account for 75% of  Chinese ODI 
deals in the EU in value terms, but 
privately owned Chinese firms sign a 
larger number of  overseas investments. 

Quoted in the report, a respondent to 
the survey noted that ‘the financial and 
economic crisis has made it cheaper 

to invest’ in the EU. Private firms 
accounted for 9.5% of  China’s overall 
ODI globally in 2012, but that is up 
significantly from 4% two years before.

Five-Year Plan
And Chinese ODI is set to rise further 
and fast, noted KPMG partner Thomas 
Rodemer at the launch, pointing to the 
government’s 12th Five-Year Plan, which 
makes it ‘part of  government strategy’. 
Under this blueprint, Chinese ODI will 
grow 17% per year to total US$160bn 
per year in 2015. The government 
encourages firms to buy overseas 
brands, resources and technology, he 
says. Likewise, he adds: ‘Enterprises 
invest overseas mainly to gain market 
share because of  increased competition 
at home and to differentiate themselves 
from competitors to help avoid forced 
government industry consolidations.’

Certainly, Chinese ODI is in its early 
stages – China lags Belgium and Spain 
in terms of  overseas holdings. Yet 
Chinese companies will invest as much 
as US$2 trillion overseas in the decade 
to 2020, a report by New York-based 
Rhodium Group estimated last year. 
The EU currently accounts for a small 

portion of  Chinese ODI: from 2004 to 
2011, 72% of  the country’s overseas 
investments went to Asia, compared to 
5% to the EU. In 2011, EU investments 
into China (which account for 20% of  
China’s overall foreign direct investment) 
totalled €17.5bn, compared to €3.2bn 
Chinese investment into the EU. 

In value terms, the European 
countries most benefiting from Chinese 
investment are France, the UK, Germany 
and Sweden. In terms of  number of  
deals, the ranking is Germany, the UK, 

France and the Netherlands. In terms of  
completed ODI deals, communications 
equipment tops the list of  sectors 
benefiting from Chinese investment, 
followed by industrial machinery and 
alternative/renewable energy. 

In value terms, the list is topped by 
chemicals, plastics, rubber, utilities and 
automobile OEM equipment makers. 
Leading recent deals include the 
purchase by Sany Heavy Industry of  
German machinery maker Putzmeister, 
while state-run First Tractor (also 
known as YTO) bought France-based 
engine specialist McCormick France 
SAS. Carmaker Geely, meanwhile, now 
owns Swedish carmaker Volvo. 

That said, China’s ODI remains 
focused on greenfield sites rather than 
M&A, in terms of  value and number of  
deals (1,867 compared to 603 between 
2005 and 2011). Charles Edouard-
Bouée, president of  Asian operations at 
Roland Berger, said some 85% of  
Chinese investors said they were 
investing in the EU to get market share, 
while 47% said the investment was to 
service the Chinese market. ‘A third of  
respondents also cited the wish to 
acquire technology and R&D resources.’

China looks to Europe
A survey has found that while 85% of Chinese companies are investing in Europe to boost 
market share, complicated legal and tax regulations are making their task challenging
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Chinese car manufacturer Geely now owns Swedish carmaker Volvo – an example of 
how China’s private sector is aiming to build a presence and market share in the EU
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While Chinese ODI into the US 
has totalled US$50bn since 2005, 
that figure is a mere 2% of  investment 
in the US, according to the US-based 
Heritage Foundation, which noted 
that more than US$200bn-worth of  
potential deals – especially with 
Chinese state-owned firms – had 
fallen through as a result of  
regulatory obstacles. 

China’s strong growth
Yet cash-rich Chinese firms look set to 
persist in the US: China’s commerce 
minister, Chen Deming, recently 
predicted Chinese investment in the 
US would equal American investment 
in China in the next five to 10 years. 
This is possible, given China’s strong 
growth: in the period 2004–11, China’s 
GDP grew by US$3.8bn in absolute 
terms, compared to US$1.1bn for the 
US and US$575bn for the EU. 

To attract more money to Europe, 
the survey’s authors recommend that 
the EU tries to minimise the 
complexities of  member states’ 
multiple legal and tax regimes and 
establish a ‘one-stop shop for legal and 
other regulatory information’, and 

‘address inefficiencies’ in the FDI 
approval process. 

Meanwhile, survey respondents 
suggested EU governments should give 
more guidance to Chinese investors on 
their investment environment, finance 
and tax systems, and labour and 
environment systems ‘to reduce the 
amount paid to intermediaries’.

Yet there is a key obstacle to 
realising this. The 27 EU nations are, 
notes the report, ‘actively competing 
with each other for Chinese investment, 
and in some circumstances they may 
not wish to see greater European 
cooperation efforts which would help 
Chinese investors’. Representatives of  
European government agencies 
interviewed for the survey noted that 
moves to a united EU body providing 
information to Chinese investors 
might be opposed by EU member 
states with well-established 
investment promotion activities in 
China, because it ‘undermines their 
competitive advantages’.

The EU can clearly look forward to 
more investment from China, judging 
by the intentions of  respondent firms. 
According to one: ‘We may consider 

investing in innovative, high-tech and 
high-quality manufacturing companies 
with clear potential in the Chinese 
market, and not only limit ourselves 
to our traditional sector.’ 

Meanwhile an expected rein-in of  
China’s powerful state-owned sector 
looks set to push more of  them to 
invest overseas, suggests Edouard-
Bouée. ‘Certain sectors in China are 
dominated by state-owned enterprises, 
and greater competition in the market 
should lead to increased efficiency and 
capacity to compete overseas.’ Private 
firms will be treated with less suspicion. 

Respondent firms recommended the 
Chinese government liberalise controls 
on foreign exchange and integrate 
approvals for the ministry of  commerce 
and the state foreign exchange regulator. 
One called on Chinese officials ‘to fight 
Chinese misperceptions of  Western 
political systems and intellectual 
property protection, while improving 
English-language skills’. Others called 
for the establishment of  a Chinese 
Chamber of  Commerce in the EU. 

Mark Godfrey, journalist based 
in Beijing



‘CFOs OF SMALLER COMPANIES NEED TO ROLL UP
THEIR SLEEVES AND DIVE INTO MUNDANE TASKS.
THEY ARE CHIEF COOKS AND BOTTLE WASHERS’

In October last year, ACCA and the 
Institute of Management Accountants 
(IMA) released a joint study examining 
the current and future role of the 
senior finance officer in companies 
around the world (The changing role 
of the CFO, www.accaglobal.com/
transformation). It shows that CFOs 
will continue to be challenged by the 
tug of war between their role as senior 
strategist and business partner, and 
the ever-increasing demands placed 
on them by greater compliance, 
control and regulatory complexity. 

Nancy Lala, CFO of  Canadian 
telecomms provider About 
Communications, believes that CFOs 
have become Jacks of  all trades, 
particularly in small companies 
like hers. She says that more than 

ever, CFOs are required to have split 
personalities to encompass the roles 
of  compliance enforcement officer, 
public spokesperson and company 
cheerleader. ‘CFOs need to have a 
strong public presence to deal with 
investors and lenders whether the 
company is large or small. However, 
CFOs of  smaller companies also need 
to roll up their sleeves and dive into 
more mundane tasks. They are chief  
cooks and bottle washers.’

‘Over the past 10 years particularly, 
with the dot.com crash, Sarbanes 
Oxley, US bank failures and 
International Financial Reporting 
Standards, CFOs have become 
accustomed to a constant barrage of  
change, and I don’t see this letting 
up any time soon,’ she says. ‘Also 
for smaller companies, the focus on 

cashflow is a constant and for CFOs, 
cash management is king,’ says Lala. 

Harold Earley, CFO of  US foam 
products manufacturer FXI Holdings 
Inc, says that CFOs, particularly in 
private companies, have become much 
more hands on with the business, 
beyond overseeing the numbers, 
forecasting and cashflow. ‘I’m in 
every one of  our plants at least once 
a year if  not more, and the big plants 
probably two or three times a year. So 
I’m really getting to know the people 
running the plants, what their issues 
and requirements are,’ says Earley. 
‘I really understand what’s going on 
in that business, in that plant, which 
helps me make decisions a lot faster.’ 
At the same time, he explains, his role 
as CFO is also to support and help 

drive the sales function. ‘When issues 
arise around capital expenditures or 
special projects, I spend a lot of  time 
working with the sales team, so I really 
understand what the competition 
is that they’re facing and what their 
challenges are.’

Compliance burden
For large public companies, 
compliance continues to dominate the 
CFO’s agenda. Alex Davern, CFO of  
automated test equipment producer 
National Instruments (NI), has 
witnessed a dramatic change in the 
regulatory environment over the past 
10 years. ‘From where I sit, for CFOs, 
the compliance burden has exploded 
massively since 2003 with the first 
implementation of  the Sarbanes-
Oxley Act.’ Although, over time, 

the implementation of  the act has 
become less of  a burden, he explains, 
companies everywhere continue to 
get bombarded by incremental new 
regulations. ‘In the US, for example, 
with the 2010 Dodd-Frank Act, 
we’ve seen a significant ramp up in 
enforcement activity. So it goes without 
saying that we take compliance very, 
very seriously.’ 

Regulatory changes
While CFO certification has raised 
the risk profile for CFOs in the US, 
upcoming regulatory changes from 
the US Securities and Exchange 
Commission (SEC) will raise the stakes 
even further, explains Davern. ‘More 
and more non-financial elements are 
being added to the architecture or 
structure of  regulatory compliance 
for financial statements, in an effort 
to solve other problems,’ he says. 
‘For example, next year CFOs will be 
signing off  on financial statements that 
contain disclosures related to conflict 
minerals.’ (On 22 August 2012 the 
SEC adopted a rule mandated by the 
Dodd-Frank Act to require companies 
to publicly disclose their use of  
conflict minerals that originated in 
the Democratic Republic of  the Congo 
(DRC) or an adjoining country.) 

‘Tracking down exactly where all 
the metals included in your products 
come from is not a traditional financial 
function. I believe it distracts the 
attention of  the CFO away from their 
primary job. It’s a trend that I find 
worrying and hope that it won’t be 
continued forward,’ he says.

Against this backdrop, CFOs  
have still had to keep their eye on 
managing the business, he explains. 
‘When we speak directly to the 
role of  the CFO, for them to be a 
business partner and help run a large 
corporation like NI, the reality is that 

Up, up and away
Although CFOs are weighed down by growing compliance, control and regulatory 
demands, it is vital that they free themselves to keep business growth in sight
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‘CFOs CAN’T ALLOW THEMSELVES TO BECOME
COMPLIANCE EXECUTORS. IT’S BEEN NECESSARY
FOR THE CFO TO DELEGATE THAT ROLE DOWN’

they can’t allow themselves to become 
a compliance executor. It’s been 
necessary for the CFO to delegate that 
role down to a very effective set of  
management who will handle those 
compliance challenges.

‘CFOs need to be conscious that 
these are properly managed and 
executed, but they need to also be 
determined to free up the vast majority 
of  their time to focus on the growth 
of  the business, the execution of  the 
vision of  the company, and on driving 
value for shareholders. So they have  
to be responsible for compliance, but 
they also have to effectively delegate 
that to be able to do their own job 
as a CFO.’

For financial services 
companies particularly, the financial 
crises have intensified the compliance 
role of  the CFO. According to 
Colleen Johnston, CFO of  TD Bank, 
post financial crises, the amount 
of  disclosure and the scrutiny on 

disclosure has increased. ‘That’s 
probably been one of  the most 
significant impacts on the finance 
function,’ she says. ‘That’s something 
where the need for excellence in 
financial reporting has never been 
greater.’ From a business standpoint 
she says, organisations have to 
figure out how to manage this higher 
regulatory and compliance standard 
– how to manage the costs of  those 
initiatives, how to make sure they have 
the right business solutions that will 
meet the new standards and make 
sure that these aren’t completely 
overwhelming the business model. 

Balancing act
‘Given my role as an adviser to our 
CEO, getting the right balance between 
risk and control, and at the same time 
grow the revenue base, is something 
I really think about,’ says Johnston. 
Meanwhile, as the focus on regulation 
and control increases, CFOs have to be 

even more focused on achieving lasting 
business results. Says Johnston: ‘The 
reality is that we’re in a much slower 
growth environment globally, and that 
means that as the whole regulatory 
and compliance burden increases, 
organisations like ours have to look 
for ways to improve core productivity, 
because it’s getting tougher to achieve 
positive operating leverage where your 
revenues are growing faster than your 
expenses. That’s a role where clearly 
the CFO is very, very involved – making 
sure that we manage the productivity 
agenda going forward.’

So what are the main 
characteristics of  CFOs that will 
succeed in the future? According 
to Lala, the key to success as a 
senior finance executive is still a 
function of  the people on your 
finance team. ‘You can’t know 
it all,’ she says, so CFOs need 
to surround themselves with 

experts and excellent executors. 
For Johnston, in order to have 

a strong team you also need to be 
a strong leader with excellent business 
acumen. ‘Leadership is incredibly 
important – your leadership skills, 
communication skills, being able to 
understand the business, being able to 
be a good partner with the business, 
with the CEO, with your board – being a 
good adviser – all of  those things really 
call for a much broader skillset for 
CFOs, now and going forward.’ 

The big picture
Meanwhile, CFOs will be expected 
to have a wide purview of  the total 
operations of  the company, beyond 
the finance function. According to 
Harold Earley, the key to success 
as a senior finance executive 
will increasingly be tied to their 
understanding of  the entire business. 
‘Your ability as a CFO to work with the 
sales organisation, with operations, 
with R&D, with the business units, is 
becoming more and more important.’ 
Dealing with the numbers and external 
capital markets is greatly required, 
but to really be able to accelerate the 
business, you have to be able to work 
horizontally, he says. 

Similarly, for Alex Davern, in 
order to execute the role of  CFO 
successfully now and in the future, 
financial executives have to go beyond 
their compliance and control function.  
‘You have to remain focused on  
being a partner with the business, 
he says, on driving value for all the 
stakeholders in your company and 
execute the company’s vision. I think 
that’s the real role of  the CFO. CFOs 
will increasingly have to become 
business generalists.’

Ramona Dzinkowski, economist and 
business journalist
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THE ELIMINATION OF THE FINANCE FUNCTION’S
CONTROL OF FINANCE TRANSACTION PROCESSES
COULD EVEN REMOVE THE NEED FOR FINANCE 
SHARED SERVICE CENTRES OR OUTSOURCING

As the responsibilities of CFOs widen 
and global finance functions shake up 
the way they operate, the traditional 
career path up through the finance 
function is becoming less clear and 
less linear. This presents challenges 
for CFOs planning future talent 
strategies that will be successful for 
their organisations, and for ambitious 
finance professionals considering how 
to move on in their careers.

We have talked to a number of  
finance professionals at organisations 
such as Accenture, IBM, Deloitte and 
Pearson to put together a report 
looking at these issues, which we have 
summarised in this article.

The report suggests a 
number of  trends that 
could affect finance 
talent management in 
the future, and 
focuses particularly 
on the implications 
of  further growth 
in shared 
services, 
outsourcing, the 
rise of  global 
business 
services  
and their 
relationships 
with the retained 
finance 
organisation. We 
hope to stimulate 
the debate on the 
future of  talent 
management in global 
finance functions.

‘Super delivery’ hubs
The country destination map 
for shared services and outsourcing 
is well established, but we expect 
that organisations looking to set up 
finance shared service centres, or tap 

into business process outsourcing 
operations, will increasingly 
concentrate demand in a few cities 
where such operations will aggregate. 
These cities could become innovation 
hubs for finance operations and, 
through their association with large 
organisations’ brands, will represent 
low-risk, desirable choices for finance 
departments.

Talent not cost to drive location
Access to talent may take precedence 
over cost as a driver in places where 
finance operations through shared 
services and outsourcing are based, 
particularly as labour arbitrage 
continues to diminish. Organisations 
will look closely at the capability 
profiles in certain locations, matching 
skills to work, and source and invest 

in senior talent in locations that 
they view as key talent pools. 

As a result, the finance career 
proposition may become 

location-sensitive. 

Technology and 
robotic software
With the increasing 
cost of  infrastructure 
and wage inflation for 
finance operations 
in the usual offshore 
locations, labour-
intensive models 
are becoming less 

attractive. While the 
last 10 years have seen 

increasing automation 
of  transactional finance 

activities, there remains 
a question as to whether 

levels of  adoption will change 
the game. If  they do, impacts 

may range from the need to move 
the provision and control of  finance 
transactions back to an ‘onshore’ 
environment through to decisions 
to move the control of  financial 
transactions from the finance function 

Talent trends
How will tomorrow’s finance function look and how will this affect talent strategies for global 
business? In new research, Jamie Lyon and Deborah Kops identify seven future trends
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to internal customers – the end users 
themselves. This effective elimination 
of  the finance function’s control of  
finance transaction processes could 
perhaps even remove the need for 
finance shared service centres or 
outsourcing. In the retained finance 
organisation, with the growing 
digitisation of  business, there will be 
a greater need to extrapolate, forecast 
and correlate ever increasing rich 
customer data sets, extending the 
boundaries of  traditional ‘business 
partnering’ activities. Is the finance 
function the natural source of  talent 
to supply people into this important 
area in the future?

Global business services
Finance career paths could be 
profoundly affected by global business 
services (GBS) implementation, with 
its trend towards aggregating the 
design and control of  the business 
model across the enterprise from an 
operational standpoint. The cross-
functional leadership required to 
manage GBS operations not only 
requires additional, and different, 
management capabilities, but also 
creates greater opportunities for 
broader enterprise leadership for 
finance professionals who aspire to 
positions beyond the finance function. 

‘Hollowing out’ the finance 
workforce
The shift towards adoption of  finance 
shared service and outsourcing 
models has changed the nature of  
the finance workforce, disrupted 
traditional career hierarchies and 
pathways, and ‘hollowed out’ finance 
careers in the retained finance 
organisation, causing a wide range 
of  career development structural 
implications that businesses and 
finance functions must address. 

Teuta Bakalli FCCA, CFO of Pepper Europe
‘As the role and responsibilities of  many CFOs broaden, it’s essential they are 
supported by a capable finance team that can bring expertise across a wide 
range of  finance disciplines, from core fiduciary and control responsibilities 
through to partnering with the organisation to drive financial insight and to 
support the strategic direction of  the business.

‘As the role of  the finance function continues to evolve, as a CFO I see a 
number of  challenges we must meet in developing talent. A much wider range 
of  skills are now called into play – a strong technical finance understanding is 
an essential prerequisite, but increasingly it must be completed by a broader 
range of  business and management capabilities – strong communication 
skills, influencing skills and, of  course, commercial acumen in certain roles. 

‘There are other challenges too; the advent of  finance shared service models 
and offshoring of  core finance activities raises significant questions on how 
talent in global finance functions can be best nurtured between the service 
organisation and the rest of  the finance function – traditional finance career 
paths are becoming disrupted. The nature of  finance leadership itself  is 
evolving also, as CFOs’ leading global finance functions increasingly manage 
finance teams that span different countries, cultures, working practices and 
languages, calling into play much broader leadership qualities.’

Teuta Bakalli is one of a number of finance professionals featured in  
the new ACCA report Talent and capability in global finance functions

  *TALENT PERSPECTIVE

           TO READ ACCA’S NEW TALENT REPORTS, VISIT 
     www.accaglobal.com/transformation

Increasing performance 
expectations 
Finance leadership will have to rethink 
its talent imperative aggressively, 
looking carefully at capabilities and 
at the finance function’s relationship 
with the business in order to help the 
business create value and growth. 
As a result, there may be a push to 
move even more ‘higher-value’ finance 
activities out into a shared service or 
outsourced environment, freeing up the 
retained finance function to intensify 
its focus on providing insight. 

Global workforce planning
Increasingly, viewing finance talent 
only through the lens of  the finance 
function will be a suboptimal 
approach, running counter to the 

reality of  today’s more matrixed, 
complex and virtual business 
structures, particularly with the 
introduction of  shared service and 
global business service operations. 
Effective global workforce planning 
across the finance organisation must 
play out at various levels: functionally; 
within a shared service or GBS context; 
geographically; and within different 
layers of  management. 

Jamie Lyon FCCA is head of corporate 
sector at ACCA and leads its finance 
transformation research programme. 
Deborah Kops is managing principal 
of consultancy Sourcing Change, and 
formerly a founding partner of one of 
the first global business processing 
outsourcing (BPO) units.
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The International Accounting 
Standards Board (IASB) has published 
a proposal for a new accounting model 
for impairment of financial assets. 
The exposure draft (ED), Financial 
Instruments: Expected Credit Losses, 
contains a revised approach regarding 
the impairment of financial assets.  

Currently IAS 39, Financial 
Instruments: Recognition and 
Measurement, states that a financial 
instrument is impaired and impairment 
losses are incurred if  a loss event 
occurred and this loss event had a 
reliably measurable impact on the 
future cashflows. This is often called 
the ‘incurred loss’ approach. In the ED 
published in March 2013, the IASB 
proposes a model where credit losses 
are no longer recognised when incurred 
but rather, are recognised on the basis 
of  expected credit losses on financial 
assets and on commitments to extend 
credit which are based on current 
estimates of  expected shortfalls in 
contractual cashflows as at the 
reporting date. 

In 2009, the IASB published an ED 
that proposed adjusting for expected 
credit losses through adjusting the 
effective interest rate of  a financial 
instrument. The basis for this model 
was that expected credit losses are 
usually priced into the interest rate 
to be charged and should be 
reflected in the yield on the financial 
asset. Changes in credit loss 
expectations were to be recognised 
as incurred as these changes would 

not have been priced into the asset. 
This works conceptually but is a 
little impracticable.

In 2011, the IASB and the US 
Financial Accounting Standards Board 
(FASB) issued a joint supplement which 
proposed removing interest adjustment 
from the recognition of  impairments 
and, since then, the bodies have used 
this approach, which is the basis of  the 
current ED. However, the FASB has 
recently published its own proposed 
model with the key difference with the 
IASB’s proposals being that the FASB 
requires a single measurement model 
for all financial instruments when 
determining the impairment provision. 
This is achieved by entities recognising 

a charge on recognition equal to the 
present value of  lifetime expected 
credit losses. The FASB model does 
retain many of  the jointly developed 
core principles.

Lifetime expected losses
The IASB proposals require the 
recognition of  expected credit losses 
for certain financial assets by creating 
an allowance/provision based on either 
12-month or lifetime expected credit 

losses. This is likely to result in earlier 
recognition of  credit losses, which 
includes not only losses that have 
already been incurred but also 
expected future losses. The ED applies 
to financial assets measured at 
amortised cost and at fair value 
through other comprehensive income 
under IFRS 9, Financial Instruments. 
This includes debt instruments such as 
loans, debt securities and trade 
receivables. Additionally it applies to 
irrevocable loan commitments and 
financial guarantee contracts that are 
not accounted for at fair value through 
profit or loss under IFRS 9 and also 
lease receivables. 

Expected credit losses are defined as 

the expected shortfall in contractual 
cashflows. The estimation of  expected 
credit losses should consider past 
events, current conditions and 
reasonable and supportable forecasts. 
For financial assets, entities would 
recognise a loss allowance whereas for 
commitments to extend credit, a 
provision would be set up to recognise 
expected credit losses.

The principle behind the ED is that 
financial statements should reflect the 

GET VERIFIABLE CPD UNITS
Answer questions about this article online
Studying this article and answering the questions can count towards your verifiable CPD if you are 
following the unit route and the content is relevant to your development needs.  
One hour of learning equates to one unit of CPD
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‘IF CREDIT QUALITY SUBSEQUENTLY IMPROVES AND
THE LIFETIME EXPECTED CREDIT LOSSES CRITERION 
IS NO LONGER MET, THE CREDIT LOSS REVERTS BACK
TO A 12-MONTH EXPECTED CREDIT BASIS’ 

Impairment for financial assets
In a new impairment model for financial assets, the IASB proposes a model where credit 
losses are no longer recognised when incurred. Graham Holt explains
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Education Manager – Mauritius

ACCA currently has an outstanding 
opportunity to join its team in Mauritius 
as an Education Manager. The position 
will be responsible for devising national 
strategies and ensuring the development 
and implementation of education services 
for the broad range of ACCA tuition 
providers. This includes universities, the 
approved employers training ACCA and  
FIA students.
   The role will ensure that ACCA is 
recognised as part of national education 
and qualification frameworks and 
the regulatory frameworks granting 
employment and or practising rights like 
companies acts. The position will also be 
responsible for managing student affairs 
and identifying opportunities for growth  
in our student numbers.

Key responsibilities of this role are to:
•  Manage and develop relationships with tuition 

providers and identify student  recruitment 
needs and provide advice and guidance to 
potential new tuition providers

•  Engage and counsel learning partners in a 
broad range of education matters

•  Raising the profile of ACCA with increased 
student enrolment and improve year to 
year conversion performance in Mauritius,  
specifically exam pass rates across the 

 learning partners and other tuition providers
•  Analysis on the pass rates across Mauritius 

as well analysis of challenges for student 
conversion.

•  Contribute to the development of ACCA’s 
 global educational policies and products
•  Support with profiling ACCA Mauritius 

professional accounting education initiatives 
and products

•  Build strong working relationships with 
Government influencers and private 

 sector bodies
•  Secure recognition of ACCA qualifications on 

all national frameworks that grant employment 
and / or practising rights and funding for 
capacity building

To meet the demands of this challenging and 
high profile role you will:
•  Be educated to degree level or equivalent 
 and possess ACCA qualification
•  Be highly motivated, results oriented and 

flexible with the skills to build effective long 
term relationships with a wide range of  
stakeholders and the ability to build the ACCA 
brand, sell the qualification and add value to 
our business

•  Have excellent presentation skills in addition 
to well-developed written and verbal 
communication skills. Ability to present to 
high level stakeholders in a confident, mature 
manner and comfortable with public speaking

•  Be an excellent team worker

To apply please forward 
your CV and covering letter 
to jobs@accaglobal.com. A full
job description and person 
specification is available 
via this email address.

general pattern of  deterioration or 
improvement in the credit quality of  
financial instruments within the scope 
of  the ED. On initial recognition, an 
entity would create a credit loss 
allowance/provision equal to 
12-months’ expected credit losses. 

In subsequent years, this amount 
would be replaced by lifetime expected 
credit losses if  the credit risk 
increased significantly since initial 
recognition. If  the credit quality 
subsequently improves and the 
lifetime expected credit losses 
criterion is no longer met, the credit 
loss reverts back to a 12-month 
expected credit loss basis. The ED 
suggests that financial instruments 
with low credit risk would not meet the 
lifetime expected credit losses 
criterion. Under the proposed model, 
there is a rebuttable presumption that 
lifetime expected losses should be 
provided for if  contractual cashflows 
are 30 days overdue. An entity does 
not recognise lifetime expected credit 
losses for financial instruments that 
are equivalent to ‘investment grade’, 
which means that the asset has a low 
risk of  default.

The impairment amount recognised 
depends on whether or not the 
financial instruments have significantly 
deteriorated since their initial 
recognition. The ED  describes three 
stages:

* Stage 1: Financial instruments 
whose credit quality has not 
significantly deteriorated since their 

initial recognition.

* Stage 2: Financial instruments 
whose credit quality has 
significantly deteriorated since their 
initial recognition.

* Stage 3: Financial instruments for 
which there is objective evidence of  
an impairment as at the reporting 
date.

At stage 1, the impairment 
represents the present value of  
expected credit losses that will result if  
a default occurs in the 12 months after 
the reporting date. In contrast, an 
impairment is recognised for financial 
instruments classified as stage 2 or 3 
at the present value of  expected credit 
shortfalls over their remaining life. The 
ED requires an entity to reduce the 
gross carrying amount of  a financial 
asset in the period in which the entity 
no longer has a reasonable expectation 
of  recovery.

Earlier recognition of  losses
It is anticipated that this model will 
likely result in earlier recognition of  
credit losses compared to the current 
incurred loss model because it requires 
the recognition not only of  credit 
losses that have already occurred, but 
also losses that are expected in the 
future. However, the increase in credit 
loss allowance will vary as entities with 
shorter term and higher-quality 
financial instruments will not suffer any 
significant effects. 

The ED proposes a simplified 
approach for trade receivables. Entities 
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will have an accounting policy choice to 
always measure the impairment at the 
present value of  expected cash 
shortfalls over the remaining life of  the 
receivables instead of  applying the 
two-class model. This will apply to 
trade receivables that do not constitute 

a financing transaction. For long-term 
trade receivables and for lease 
receivables under IAS 17, an entity has 
an accounting policy choice between 
the general model and the model 
applicable for trade receivables. 

In the case of  purchased or 
originated credit-impaired financial 
assets, the ED states that rather than 
apply the two-stage approach, changes 
in lifetime expected credit losses since 
initial recognition are recognised 
directly in profit or loss. 

A credit loss allowance is not 
recognised on initial recognition, as the 
lifetime expected credit losses would 
be reflected in the credit-adjusted 
effective interest rate. A gain could be 
recognised if  there are favourable 
changes in the lifetime expected credit 
losses that are incorporated in the 
credit-adjusted effective interest rate. 
Interest income is calculated using the 

effective interest method on the gross 
carrying amount of  the asset and is a 
separate line item in the income 
statement. When there are credit 
impaired financial assets, interest is 
calculated on the net carrying amount 
after impairment.

Expected credit losses are 
determined using an unbiased and 
probability-weighted approach and 
should reflect the time value of  money. 
The calculation is not a best-case or 
worst-case estimate. The ED sets out 
the specific approaches, which should 
be used to estimate expected credit 
losses, but stresses that the following 
factors should be taken into account: 
A The entity should consider a range 

of  possible outcomes, and the 
probability of  credit losses, even if  
there is low probability. 

B The entity should discount the 
expected credit losses to the 
reporting date using a discount rate 
that is between the risk-free rate 
and the effective interest rate for a 
financial asset, and the risk-free rate 
adjusted for specific risks for a loan 
commitment and financial 
guarantee contract.

C The entity should consider 
information that is reasonably 
available without undue cost and 
effort, including information about 
past events, current conditions, and 
reasonable and supportable 
forecasts of  future events. 

Changing from the incurred loss 
model to an expected credit loss 
model will require significantly more 
judgment when considering 
information related to the past, 
present and future. The entity can 
apply the ED on a collective basis, 
rather than on an individual basis, if  
the financial instruments share the 
same risk characteristics.

The proposed model relies on more 
forward-looking information, which 
means that any losses would be 
accounted for earlier than happens 
under the current rules.

However, there are still technical 
differences between the IASB’s and 
the FASB’s proposals. In spite of  
efforts by both to produce common 
rules, the difference in the proposals 
could lead to material differences in 
the financial statements if  the current 
proposals are adopted. The transition 
costs in implementing the new model 
will be significant, particularly for 
financial institutions.

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

‘INTEREST INCOME IS CALCULATED USING THE
EFFECTIVE INTEREST METHOD ON THE GROSS
CARRYING AMOUNT OF THE ASSET AND IS A
SEPARATE LINE ITEM IN THE INCOME STATEMENT’ 
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Phantom shares: startups love them
In the second of a two-part series on startups, Ivan Lukanov ACCA of KPMG examines 
what you need to know about phantom shares as an entrepreneur and employee 

Startups may not be able to pay 
€150,000 for an experienced CFO 
and, therefore, the war for talent is 
nothing new. In order to attract talent, 
startups usually grant key employees 
compensation packages which, apart 
from the basic salary, may include 
equity. However, instead of actual 
shares a number of companies grant 
virtual equities, ie, phantom shares.

These plans yield the same payoffs 
to an employee as actual equity, but 
the company may benefit from lower 
administration and legal costs. This 
article illustrates the framework of  
phantom shares and highlights what 
you need to know as an entrepreneur 
and employee before granting or 
receiving phantom shares.

What is a phantom share? 
Generally, a phantom share plan is a 
contract between an employee and 
a company. The contract defines the 
number and the value of  phantom 
shares granted by the company to the 
employee, as well as the conditions 
that trigger a payout. Furthermore, 
it defines the applicable share 
valuation method. 

Some phantom share plans may 
include stock option rights or frequent 
dividend payments. However, these 
won’t be discussed in this article for 
simplicity reasons.

Equity shares v phantom shares 
Employees who are granted phantom 
shares do not become a shareholder 

in the company and are not granted 
additional voting rights. Therefore, 
existing shareholders will not dilute 
their ownership percentages and will 
stay in control of  100% of  the stock 
of  the company. A trading of  phantom 
shares cannot physically happen and 
there is no public or second market 
for phantom shares. Furthermore, 
the founders can maintain a greater 
financial privacy, ie, no obligation to 
open the books or to follow regulatory 
requirements.

Phantom shares are rather a 
powerful compensation arrangement 
and incentive plan and not an 
ownership agreement. It is, however, 
the company’s responsibility to 
implement and contractually define as 
many rights to the employee as 
necessary to make it feel like a real 
equity ownership.

Please note that the examples 
below focus on share appreciation 
rights only.

How many shares to grant?
One of  the main aspects of  how many 
phantom shares to grant is the growth 
expectation of  the company. The higher 
the grow expectations of  earnings 
before interest, taxes, depreciation, 
and amortisation (EBITDA), the higher 
the potential appreciation of  the 
phantom shares. Management can 
calculate the expected phantom share 
appreciation under different growth 
scenarios and use the calculation as 
a reference in salary negotiations with 

employees. The bottom line amount of  
the incentive must represent an above 
average market value salary in order 
to reflect the high business risk of  a 
startup (risk to achieve the growth) 
and the time value of  money (delayed 
compensation receipt). Please refer to 
the simple phantom shares calculation 
below as a reference calculation.

The phantom share plan (PSP)
What to define in the PSP
The phantom share plan must contain 
the number of  shares granted to the 
employee, the total shares in issue, the 
share valuation at grant date and any 
special conditions attached.

A frequent valuation (at least once a 
year) is necessary to determine the 
value of  the company, the value of  the 
phantom shares, the share 
appreciation for the employees and 
their bonus, respectively. A professional 
valuation done by valuation specialists 
can be very pricey, up to more than the 
annual audit and tax costs combined, 
and very time and resource consuming. 
A company may define in its phantom 
share plan a simpler valuation 
mechanism. 

Simple phantom shares valuation
The following example is the simplest 
valuation of  a company: an EBITDA 
multiple of  comparables. The first task 
is to define the number of  phantom 
shares available (say 100,000) and the 
EBITDA multiple, which is considered 
an appropriate valuation:

LAST MONTH: ATTENTION, 
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Date: 31/12/2012 (FY12)
EBITDA: €3.0m 
EBITDA valuation multiple: 5x
company value = €15.0m
Number of  phantom shares in issue = 
100,000
Calculated phantom share value = 
€150 per share (calculated as company 
value divided by number of  phantom 
shares in issue)

The above calculation can be 
included in the annual management 
reports and, therefore, be made 
available to all phantom shareholders. 
Furthermore, the phantom share 
plan will be included in the annual 
report notes.

Appreciation rights
Phantom shares are usually granted 
rather than sold to employees. 
Therefore, a right to virtually sell 
the shares to the company or other 
employees is not viable. Instead, the 
employee benefit is focused on the 
phantom share appreciation over a 
certain time period. 

Therefore, appreciation rights must 
clearly define the start value of  the 
shares granted and the vesting period, 
ie, the period in which the employee 
may trigger a payout. Some plans 
contain annual targets, which the 
employee must meet in order to be 
eligible to receive the share 
appreciation. These can be defined 
according to the company goals agreed 
with each employee. 

Example calculation
The example calculation will continue 
the valuation example from earlier. We 
will assume that a certain employee 
has been awarded 3,000 phantom 
shares (3% of  total phantom shares), 
eligible for share appreciation rights, 
ie, share increase, only. 

If  we assume an EBITDA increase 
from €3m in FY12 to €4.5m in FY13, 
the employee would be entitled to 
the share of  the phantom share 
apperception: 

The €225 value per share was 
calculated as €4.5m EBITDA in FY13 
*multiple of  five/by number of  
phantom shares in issue.

The employee earned €225,000 
through the phantom share 
appreciation (€675,000 – €450,000). 
Some PSPs may have vesting 
conditions, for example a minimum 
time duration of  five years. 
Consequently, the employee may be 
eligible for a payout in FY17 (FY12 plus 
five years), hence the FY12 to FY17 
EBITDA increase serves as the basis of  
calculation for the share value increase. 
Vesting conditions may also contain 
certain company goals, but are usually 
focused on time in order to keep key 
employees aboard.

Accounting treatment
PSPs are treated in a similar fashion 
to deferred staff  compensation, ie, 
capitalised as a liability over the PSP 
duration and generally recognised 
as a compensation expense through 
profit and loss. The deferred 
element is necessary as a portion 
of  an employee’s remuneration is 
distributed after it is earned. The 
liability is adjusted at year-end 
to reflect the value changes and 
obligations arising from the rise or 

decline of  the phantom share price. 
The corresponding charge is generally 
recognised in the profit and loss as 
personnel expenses. 

Accounting treatment of  phantom 
shares under complex vesting 
structures (ie, special performance 
targets) is excluded from this article 
for simplicity reasons.

Ivan Lukanov ACCA is a manager at 
KPMG Germany. He can be contacted 
at ilukanov@kpmg.com or LinkedIn for 
any questions about this article 

The views and opinions expressed here do 
not necessarily represent the views and 
opinions of KPMG International or KPMG 
member firms 

Phantom shares value at:
Day of  grant 31/12/2012: 3,000 shares *€150 value per share = €450,000 
Day of  vesting 31/12/2013: 3,000 shares *€225 value per share = €675,000 
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A monthly round-up of the latest developments in financial reporting, audit, tax and law

AUDIT

INTERNAL AUDITORS
ISA 610, Using the Work 
of Internal Auditors, is 
effective for audits of  
financial statements for 
periods ending on or 
after 15 December 2013, 
with full implementation 
effective for audits of  
financial statements 
for periods ending on 
or after 15 December 
2014. It highlights 
the external auditor’s 
responsibilities if  using 
internal auditors to provide 
direct assistance under 
the direction, supervision 
and review of  the external 
auditor for purposes of  
the audit. 

To be able to implement 
ISA 610 the International 
Ethics Standards Board for 
Accountants amended its 
definition of  engagement 
team to now state:

Engagement team – All 
partners and staff  
performing the engagement, 
and any individuals engaged 
by the firm or a network firm 
who perform assurance 
procedures on the 
engagement. This excludes 
external experts engaged 
by the firm or by a 
network firm. 

The term ‘engagement 
team’ also excludes 
individuals within the 
client’s internal audit 
function who provide 
direct assistance on an 
audit engagement when 
the external auditor 
complies with the 
requirements of  ISA 610 
(Revised 2013), Using the 
Work of Internal Auditors.

You can find links to the 
standard at www.accaglobal.
com/uk/members/technical

FINANCIAL REPORTING

IFRS FOR SMES 
The latest update on 
support made available 
by the IFRS Foundation 
on IFRS for SMEs can be 
found at http://tinyurl.
com/8sudecs. It includes 
latest translations and 
educational material for you 
to take and use. 

The report and its findings 
can be found at www.
accaglobal.com/uk/
members/technical

Glenn Collins, head of 
technical advisory, ACCA UK

BUSINESS REPORTING
An International Federation 
of  Accountants (IFAC) report 
stresses that the business 
model must be at the heart 
of  integrated reporting. The 
lack of  consistency in how 
business models are defined 
and disclosed highlights 
the need for a consistent 
definition, says the report, 
Business Model. 

Ian Ball, IFAC principal 
adviser and chair of  the 
International Integrated 
Reporting Council Working 
Group, says: ‘Being able 
to communicate effectively 
on an organisation’s 
capitals, business 
activities, products and 
services, and the 
outcomes they generate, 
is essential if  a company 
is to communicate how it 
creates value over time.’ 
(More on integrated 
reporting on page 22.)

US

DISCONTINUED OPERATIONS
The US Financial 
Accounting Standards 
Board (FASB) has 
proposed a new standard 
to improve financial 
reporting on discontinued 
operations of  major 
business lines. Discontinued 
operations have been 
redefined and organisations 
will be required to provide 
additional disclosures 
on these, including 
operating, investing and 
financing cashflows. 

‘Investors have raised 
concerns that for certain 
industries too many 
disposals of  assets qualify 
for discontinued operations 
presentation under current 
standards, resulting in 
financial statements that 
are less relevant and 
more costly to prepare,’ 
said FASB chairman Leslie 
F Seidman.

Paul Gosling, journalist

EUROPEAN UNION

PUBLIC SECTOR STANDARDS
A report from the 
European Commission has 
recommended a careful 
approach to establishing 
common accounting 
standards for public 
sector accounts across 
the European Union (EU). 
It has urged taking some 
‘further preparatory 
steps’ before pushing 
ahead with proposing 
legislation mandating 
European Public Sector 
Accounting Standards 
(EPSAS). This is because, 

while there is a ‘growing 
(but not unanimous) 
acknowledgment of  the 
need for accruals accounting 
for government within the 
EU and its member states, 
a harmonised approach 
is currently lacking,’ said 
the report. 

As a result, Brussels says 
that this year a consultation 
should be launched that 
gathers more information 
and opinions, including a 
high-level conference. This 
would be followed by the 
drafting of  a proposed EU 
regulation, addressing 
finance, governance, 
possible synergies and the 
concerns of  smaller 
government organisations. 
The law would require 
member states to use 
accruals accounting and 
agree procedures to 
develop further 
accounting standards.

Implementation should 
also be gradual, allowing 
‘more time where a member 
state’s existing accounting 
standards differ greatly’ 
from the EU standard, 
although governments 
should comply in ‘the 
medium term’. Download 
the report at http://tinyurl.
com/eurostat-ec

EU VAT RETURNS  
A report written for the 
European Commission 
by PwC on potentially 
introducing a common 
European Union (EU) VAT 
return system could save 
all EU businesses up to 
€20.6bn a year. These 
savings would be generated 
when companies can choose 
between a national and 
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common EU VAT return, 
helping businesses trading 
across Europe. 

Because an international 
system would not 
be useful for many 
businesses, making an 
EU system mandatory 
for all businesses would 
save less: up to €17.2bn 
annually. In addition, forcing 
businesses registered for 
VAT in multiple member 
states to use a harmonised 
system, while other 
businesses use a national 
one, saves just €9.5m. 
Visit http://tinyurl.com/
europa-vat

BANKING SUPERVISOR DEAL  
An agreement struck 
between the European 
Parliament and the 
European Union Council 
of  Ministers over the 
establishment of  a single 
EU banking supervisor 
should increase the flow of  
financial information about 
EU banks. 

A parliament note said 
that agreed legislation 
would guarantee better 
access to bank documents 
via the incoming EU 
supervisory authority, the 
European and national 
parliaments. Find out more 
at http://tinyurl.com/
europa-bank

EEA ACCOUNTS NOT APPROVED
The European Environment 
Agency (EEA) is the 
only European Union 
agency whose 2011 
accounts have not been 
approved by the European 
Parliament’s budgetary 
control committee. MEPs 
cited concerns about 

the agency’s public 
procurement procedures, 
which have been the subject 
of  a probe by EU anti-fraud 
agency OLAF. ‘There is 
too much ambiguity,’ said 
Finnish conservative MEP 
Petri Sarvamaa.

 
VENTURE CAPITAL AGREEMENT
The European Union 
Council of  Ministers has 
approved common EU 
requirements for managers 
of  venture capital and 
social entrepreneurship 
funds that want to 
work EU-wide under EU 
regulations. These include 
requirements regarding the 
operation of  investment 
portfolios, investment 
techniques and businesses 
that can be targeted by 
these funds. For more 
information visit http://
tinyurl.com/europa-venture 
and http://tinyurl.com/
europa-social

MERGER PROCEDURES  
The European Commission 
is consulting on plans 
to expand the use of  
its simplified merger 
control procedure, so 
that 10% more mergers 
and takeovers would use 
the system than today – 
bringing the proportion up 
to 70%. 

Brussels has competition 
authority where such 
deals have a cross-
border implication and 
offers a fast-track system 
where commercial 
agreements are probably 
uncontroversial. Under the 
new proposals, the system 
could be used for deals 
resulting in a joint market 

share of  up to 20% (an 
increase from 15% today). 
Where companies work in 
different parts of  the supply 
chain, this would rise from 
25% to 30%. For more 
information visit http://
tinyurl.com/europa-merger 

 
DERIVATIVES TRANSACTIONS
The European Commission 
has released a report on 
how non-European Union 
national regulations 
insist that central banks 

and debt management 
offices behave as regards 
managing public debt 
through over-the-counter 
derivatives transactions. 
Brussels is considering 
exempting some non-EU 
countries from tough EU 
controls on these deals, if  
their national regulations 
are sufficiently robust. 
More at http://tinyurl.com/
europa-derivatives

Keith Nuthall, journalist

European 
Parliament, 
Brussels, 
Belgium

www.accacareers.com/international
GOT ROLES TO FILL?

52 Technical update

www.accacareers.com/international
http://tinyurl.com/europa-derivatives
http://tinyurl.com/europa-venture
http://tinyurl.com/europa-social
http://tinyurl.com/europa-vat
http://tinyurl.com/europa-bank
http://tinyurl.com/europa-merger


A good MBA fuels 
career success
‘ The global MBA offers high quality tuition, great 
flexibility and global recognition. The real workplace 
case studies alongside the theory improved my 
knowledge and widened my exposure to business 
management. This MBA is perfect for motivated  
and self-disciplined finance professionals to further 
develop their understanding of business.’

Angie Dai
assistant PRC finance manager, ExxonMobil Investment

www.accaglobal.com
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In March, publishing giant Reed 
Elsevier made an interesting 
acquisition. In an effort to continue 
building its digital business the 
global information provider bought a 
company called Mendeley for up to 
$100m. Mendeley is a London-based 
academic network, and the deal 
highlights an important new driver 
within the world of learning: that of 
the growing relationship between 
social media and academia.

The acquisition of  Mendeley, which 
allows academics and organisations to 
organise their research and journals, as 
well as to collaborate online, and has 
2.3 million users on its platform, aims 
to bolster science publishing limb 
Elsevier, which publishes The Lancet. 
So while social media has, in recent 
years, transformed the business 
communications landscape, it seems 
set to do the same with the academic 
and education world. 

‘Social media has quickly become a 
huge maze of  information, comments, 
posts, blogs, likes, trends and tweets 
that is difficult to navigate,’ says Helen 
Crofts, head of  classroom technology, 
Kaplan Financial. ‘It is the role of  
educators such as Kaplan to offer a 
pathway for students to follow to 
ensure they have access to the right 
content, in the right format at the right 
time. In this way, the learning becomes 
more self-directed, gives the student 
control over how, when and what they 
are learning and allows the student to 
personalise the process to their own 
individual learning style.’

The challenge, then, is learning how 
to use it properly, because the fact is, 
effective use of  social media can help 
you choose the right place to study, 
learn more effectively and be better at 
your job afterwards.

According to US News & World Report, 
85% of  MBA applicants use social 

Growing with the social flow
No longer the preserve of the gregarious few, we take a look at how social media is 
becoming increasingly important before, during and after an MBA

media to research their prospective 
schools and this is something that 
business schools globally need to 
exploit to ensure that they don’t miss 
out on the best candidates.

Justin Scott, marketing and 
communications director at Cass 
Business School, explains how it has 
embraced the technology. ‘Social tools 
have become an integral part of  the 
school’s marketing and 
communications strategy in terms of  
extending brand reach and acting as a 
real-time customer service channel,’ he 
says. ‘As we look to publish more 
information online, this will continue to 
evolve. We use social tools to help 
bring the Cass brand alive and 
facilitate two-way communication, 
allowing us to build a much more 

insightful and deeper relationship with 
our audiences, as we look to promote 
academic excellence and business for 
the professions.’

Profile-raising
Raquel Lison, senior marketing 
manager, Saïd Business School at 
the University of  Oxford, which offers 
the Diploma in Financial Strategy, a 
master’s-level course that provides 
the essential elements of  an MBA 
for qualified accountants, says: ‘We 
reviewed and relaunched our new 
social media channels in 2012. As well 
as helping to raise the profile of  the 
school internationally, they are also 
used to assist with recruitment and 
admissions to our programmes.’

The admissions team has dedicated 
Facebook and Twitter pages to support 

programme recruitment. ‘Working 
around the admissions cycle, the page 
demonstrates course benefits, creates 
a buzz around the programmes and 
provides crucial information, such as 
deadline dates, open days and events, 
and allows prospective students to ask 
questions,’ says Lison.

Converting prospects
The benefits for the school are clear; 
the social media channels help 
streamline processes and reduce 
the number of  questions from other 
sources which, in turn, allow the team 
to engage with potential candidates to 
convert prospects.

The official Facebook and Twitter 
pages for the MBA programme tap into 
the aspirations of  applicants and 

students, curating and providing 
thought leadership on business issues. 
Content is fresh and dynamic and 
includes news, blogs and videos to 
encourage networking and promote 
student and alumni-led activities and 
to demonstrate the Oxford experience. 

‘The main aim of  this channel is to 
create a sense of  community among 
students and those interested in our 
MBA programme,’ Lison adds. 

But really successful students also 
need to know how to let social media 
help with both their studies and their 
following career.

Tom Clendon is a tutor on the ACCA 
course at Kaplan Financial and 
explains how social media is used in 
the course. ‘I use Facebook and Twitter 
to post news items that are relevant to 
what we are studying in class,’ he says. 
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NEW MBA IN GHANA
The University of Professional 
Studies in Ghana has announced 
the introduction of an MBA 
in Petroleum Accounting 
and Finance for the 2013/14 
academic year.

The oil and gas industry in the 
African nation is seen as 
something of  an untapped 
resource with big discoveries being 
made in recent years, despite slow 
foreign investment.

MBA BODY EXPANDS
The Association of MBAs (AMBA), 
has reported a 17% expansion 
in membership numbers, with 
much of the growth coming from 
outside Europe, in particular in 
Latin America and China.

Accreditation provisions have 
also risen, with 12 new business 
schools giving AMBA has a total of  
201 business schools worldwide 
with accredited programmes as of  
April 2013. 

EUROPEAN SURGE
Although the US is traditionally 
seen as the home of the MBA, 
recent figures suggest that Europe 
has become an increasingly 
popular destination.

Figures from the Graduate 
Management Admissions Council’s 
Application Trends Survey 2012 
show that 37% of  European 
programmes reported a rise in 
application volumes for the 
2012/13 incoming class, 
compared to 22% in 2011. 
European schools are also making 
an impact on the influential  
league tables, nabbing 25 of  the 
top 100 spots.
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‘This helps students with their 
background reading and makes them 
aware that what is being taught in 
class is relevant to the real world.  
After all, professional exams are the 
stuff  of  application. YouTube clips can 
bring a subject to life in ways a 
handout never can. Most students have 
smartphones, so they can study while 
on the move. And social media enables 
students to be gently reminded to 
study,’ says Clendon.

While there was a time when the  
use of  these tools was frowned upon 
when people hit the workplace, even 
that is changing. A new report from 
Warwick Business School has shown 
that social media is helping workers 
become more productive, so 
companies that have banned the likes 
of  Twitter and Facebook may find 
themselves reconsidering.

Professor Joe Nandhakumar, who 
teaches digital business strategy and 
social media on the MSc Information 

Systems Management and Innovation 
course, found that the myriad ways of  
communicating allow people to be 
more flexible about when and where 
they work and more effective.

In his paper entitled Exploring social 
network interactions in enterprise 
systems: the role of virtual co-presence, 
the professor and his team found that 
the flexibility that social media gave in 
the workplace fitted in with the 
demands of  the modern world where, 
often, jobs are no longer nine-to-five.

Nandhakumar says that ubiquitous 
digital connectivity should be seen not 
as an unwelcome interruption, but as 
part of  the changing nature of  
knowledge work itself  that needs to 

become part of  normal, everyday 
practices of  contemporary 
organisations. ‘Evidence from our 
research suggests that knowledge 
workers who were able to successfully 

deal with the timing and sequence of  
their “presence” and responses in a 
digitally mediated workplace were 
better able to organise the flow of  work 
through digital media,’ he adds. ‘There 
is a growing body of  evidence which 
suggests that instead of  adopting 
uncritically popular views of  digital 
connectivity as something disruptive, 
organisations should instead 
investigate further.’

Beth Holmes, journalist

Your professional 
development is 
important to us.
To help you maintain your competitive edge 
we are proud to introduce ACCA’s new learning 
hub – My Development.  It is designed to be 
the central access point for all your learning and 
help you meet your CPD requirement as well as 
progress in your career. You can find local face-
to-face events, technical articles, e-learning and 
lots more.

 

Visit My Development today at 
www.accaglobal.com/cpd
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Find out more about the ACCA 
Competency Framework and the 
business need behind the complete 
finance professional by visiting 
http://competencyframework.
accaglobal.com

caption style

You know that ACCA members 
are fully prepared professional 
accountants with a complete skillset 
that can strengthen the finance 
function and deliver enhanced value, 
but how can you be sure that ACCA 
members and trainees meet your 
organisation’s requirements?

For the first time, ACCA has 
published an online Competency 
Framework, which highlights the 10 key 
competencies finance professionals 
must have if  they are to succeed in 

business and their career – skills which 
are covered by the ACCA Qualification.

To demonstrate how the 
competencies of  an ACCA-qualified 
accountant can help grow your 
business, we have worked with leading 
employers to develop a Competency 
Framework to compare key business 
areas against the ACCA syllabus. It will 
let employers see all 10 of  the 
competencies learned through the 

ACCA Qualification and how they relate 
to the requirements of  different jobs. 

Helen Brand, chief  executive of  
ACCA, says: ‘A competency is defined 
as a fundamental knowledge, ability or 
expertise in a specific subject area or a 
specific behaviour. The ACCA 
Qualification addresses all the key 
knowledge areas required by finance 
professionals, from performance and 
financial management and taxation to 
Islamic finance, and the principles of  
integrated reporting.

‘We developed this Competency 
Framework to ensure aspiring finance 
professionals, employers and tuition 
providers are clear about the skills 
demanded in an increasingly globalised 
and changing business environment.’

How will it help me?

* HR management – it provides easy 
access to information about the 
ACCA Qualification that helps when 
you’re resourcing your finance 
function, or developing job 
descriptions or performance 
development plans.

* Transferability – by showing real-life 
scenarios of  career pathways and 
progression routes, the Competency 
Framework can guide your trainees 
at key points in their career, helping 
transferability across roles.

* Faster progress to membership 
– because the 

Competency Framework links job 
roles to performance objectives and 
performance objectives to exams, 
you can use it to help your trainees 
complete their work experience 
more effectively and progress to 
membership more quickly.

The 10 key competencies are:
1 professionalism and ethics
2 governance, risk and control
3 stakeholder relationship 

management 
4 strategy and innovation
5 leadership and management
6 corporate reporting
7 sustainable management 

accounting
8 financial management
9 audit and assurance, and
10 taxation.

Brand says: ‘The Competency 
Framework highlights the abilities 
aspiring finance professionals must 
have to meet the requirements of  
potential future employers. ACCA has 
always been committed to ensuring its 
qualification meets the needs of  every 
sector in every region of  the world, and 
the Competency Framework brings 
these together. It not only serves as a 
checklist for students but as a clear 
demonstration to employers that those 
with the ACCA Qualification are 
complete finance professionals.’

The complete package
Is your organisation recruiting or training ACCA members or students? Our new 
Competency Framework for complete finance professionals can help 

THE ACCA QUALIFICATION ADDRESSES ALL KEY
AREAS REQUIRED BY FINANCE PROFESSIONALS

             *THE FRAMEWORK
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The Ghanaian government has set 
itself the challenging target of 
providing free healthcare to all in 
return for a single one-off payment. 
This would test policymakers in the 
most highly developed countries in 
the world, but will be particularly 
challenging for a country like Ghana, 
where over a quarter of the population 
live in poverty, disease is rife and 
around half of the population have no 
access to basic services such as safe 
water or improved sanitation.

A greater insight to the government’s 
plans was provided at a health 
conference recently organised by ACCA 
in Accra. The event gave politicians, 
health policymakers and senior ACCA 
members employed in the health field 
the opportunity to discuss some of  the 
key health challenges facing Ghana, to 
debate potential solutions and to 
consider the role that ACCA 
accountants can play in supporting the 
government to achieve its aim of  
creating a healthier population. 

Over the years Ghana’s health 
system has undergone many changes 
but, since 2003, it has been based 
around the National Health Insurance 
Scheme (NHIS). In return for payment 
of  an initial registration fee followed by 
an annual premium, members of  the 
scheme receive a generous package of  
benefits, provided free at the point of  
delivery, covering inpatient and 
outpatient services, hospital 
accommodation, prescription drugs, 
blood products, dental care, maternity 
care and emergency treatment. 

The NHIS has regularly been held up 
as an example of  good practice and 
has been the subject of  study visits 
from a number of  countries and 
international organisations including 
South Africa, Bangladesh and the 
United Nations. In addition to receiving 
much praise, however, the scheme has 

also been subject to heavy criticism; 
there have been allegations of  fraud 
and corruption, of  inaccurate data 
reporting and overly bureaucratic 
processes that severely delay payments 
to hospitals threatening the 
sustainability of  the whole health 
system. Concern has also been 
expressed about whether the NHIS 
meets the health needs of  the poorest 
members of  society; a National 
Development Planning Commission 
(NDPC) survey undertaken in 2008, for 
example, found that just 29% of  those 
on the lowest quintile of  socio-
economic status were members of  the 
scheme compared with 64% of  the 
wealthiest (see table 1). 

NHIA appointed
The government’s response to the 
criticism was to appoint a new National 
Health Insurance Authority (NHIA) to 
restore public confidence in the 
scheme. The NHIA has three goals:

* to attain a financially sustainable 
health insurance scheme

* to achieve universal financial access 
to basic health care

* to secure stakeholder satisfaction.
The Ghanaian health system, like 

others around the world, is facing ever 

increasing cost pressures. These, 
compounded by system inefficiencies 
and financial leakages, have led to the 
NHIA reporting a deficit since 2010.

Sources of  funding
The NHIS has five main sources of  
funding: a 2.5% National Health 
Insurance (VAT) levy, a 2.5% deduction 
(SSNIT contribution) from workers in 
the formal sector, premiums paid by 
workers in the informal sector, 
government funds and returns from 
investments. Although the scheme is 
funded in part by member premiums, 
therefore, the level of  income is not 
directly related to the number of  
enrolees; the major source of  funding, 
around 70%, comes from the VAT levy 
making the NHIS effectively a tax-
funded scheme (see table 2).

The NHIA is currently identifying and 
implementing strategies aimed at 
containing the costs of  the scheme. 
The two main areas of  focus are 
moving towards capitation funding of  
primary care services and reducing 
financial leakages. 

Capitation funding (if  providers are 
funded by capitation then they receive 
a fixed amount of  funding, usually in 
advance, to provide a defined set of  

Health reform set for Ghana
Accountants have a major role to play in helping the Ghanaian government to create a 
healthier population. Sharon Cannaby reports from a recent ACCA event in Accra

TABLE 1  
Individual NHIS membership by socio-economic group (%)

Wealth quintile Registered with valid  Registered with no valid
 membership card  membership card 

Lowest 28.7 7.9
Second 39.2 9.1
Third 49.4 8.7
Fourth 58.5 5.7
Highest 63.9 6.9

Source: 2008 Citizens’ Assessment of the NHIS, NDPC
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services to each individual 
registered with them as and when 
required) of  primary care providers 
was piloted in the Ashanti region of  
Ghana in 2011; the trial proved 
successful and plans are now underway 
for countrywide roll-out. 

Role of  ACCA accountants
At the conference, the honourable 
deputy minister, Ministry of  Health, 
Robert Joseph Mettle Nunoo stressed 
that ACCA accountants have a key role 
to play in the successful delivery of  
projects such as this. He said that it is 
the responsibility of  accountants, 
working in partnership with clinicians, 
to develop a thorough understanding 
of  the type and number of  services 
provided by each health facility and to 
use this knowledge to ensure the 
optimum use of  funds.

Like all insurance schemes, the NHIS 
has been subject to various financial 
leakages including ‘lost’ patient 
contributions, invalid claims by 
providers and abuse of  the free 
maternal care system. These losses 
would not have been possible if  proper 
governance and accountability 

procedures had been in place. 
Delegates at the conference agreed 
that ACCA accountants, with their 
professional experience, have a critical 
role to play in reducing fraud and 
corruption in the health sector through:

* strengthening operational 
procedures

* ensuring robust systems of  financial 
reporting are in place

* improving financial transparency 
through faster reporting

* introducing improved governance 
procedures

* supporting clinical and financial 
audit.

Universal financial access
The NHIS was introduced to make 
free health care available to all, 
but particularly the poor and 
disadvantaged. 

The poorest members of  the 
population are exempt from paying the 
annual premium but, due in part to 
difficulties in identifying indigents, they 
are often not enrolled in the scheme. 
Others, who may be on low incomes but 

TABLE 2
NHIS revenue for the year ending 31 December 2011
 % of NHIF income GH¢ (millions)
National Health Insurance 
(VAT) levies 73 449.96
SSNIT contribution 17 107.61
Investment income 5 31.87
Premiums paid by informal workers 4 27.66
Sundry income 0 0.57

Total 100 617.67

Source: NHIS Annual Report 2011
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are not classified as poor, may find the 
annual premiums unaffordable, may 
have difficulty in accessing the local 
NHIS office or may just forget to renew 
their registration. The NHIA has set 
itself  the objective of  increasing active 
scheme membership to 60% of  the 
total population and to 70% of  the 
vulnerable population by 2014 through 
special registration exercises and 
targeted communication campaigns.

The government has expressed its 
commitment to moving away from 
annual payments to a one-time 
premium payment – the so-called NHIS 
promise. The aim is to provide a fully 
portable, workable, and affordable 
health insurance scheme that will meet 
the healthcare needs of  Ghanaians. 
This is expected to broaden coverage 
of  the scheme and to reduce 
bureaucracy. 

The affordability of  this proposal has 
been strongly questioned but with 
member contributions comprising 
such a small proportion of  NHIS 
income the government believes it to 
be possible – though it has yet to 
announce an implementation date. 
ACCA accountants have a key role to 
play in providing the information the 
government needs to assess the 
affordability of  the proposal and in 
supporting plans for roll-out.

Stakeholder satisfaction
Apart from the government the main 
stakeholders of  the NHIS are the 
patients and providers.

Overall patient satisfaction with the 
NHIS is high. In the 2008 Citizens’ 
Assessment of the NHIS, 82% of  
insured members across all socio-
economic groups reported being either 
satisfied or very satisfied with the 
scheme. 

These high levels of  satisfaction do 
not, however, extend to providers. 
Payments are generally delayed three 
months or more which often creates 
serious cashflow problems, posing 
challenges to the cash management 
skills of  even the most experienced 
accountants. 

The authority is working to address 
this through the establishment of  a 

number of  ultra-modern claims 
processing centres. The first, located in 
Accra, is already operational and three 
more centres will be opened during 
2013. These are expected to reduce 
turnaround time to 60 days. ACCA 
accountants have a vital role in 
supporting the success of  these 
centres through the introduction of  
clearly defined processes for claim 
validation and payment backed up by 
sound audit protocols.

Conclusion
Over the next few years Ghana’s health 
system is facing significant reform; 
capitation payments are being rolled 
out nationwide to all primary care 
providers, the funding of  the NHIS is 

being overhauled and membership 
of  the scheme is expected to double. 
These, along with the government’s 
plans to reduce inequities in access to 
care, to extend the range of  services 
offered under the NHIS and to improve 
overall quality of  care will create 
significant cost pressures that could 
threaten the sustainability of  the 
health system. 

Professionally qualified ACCA 
accountants in Ghana will have a key 
role in supporting fulfilment of  this 
agenda through the provision of  sound 
financial information that will support 
the decision-making process.

Sharon Cannaby is head of health 
sector policy at ACCA

‘ACCA MEMBERS’ TOP PRIORITY MUST BE TO USE 
MONEY WISELY AND ACCOUNTABLY SO AS TO 
ENSURE DELIVERY OF THE BEST VALUE FOR MONEY’  
MARK MILLAR, ACCA COUNCIL MEMBER
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We want to meet your demand for 
a variety of learning content at an 
affordable level and keep you informed 
on the latest offers. And we know that 
cost and time are big factors when 
considering which CPD opportunities. 
So bear in mind the following:

* ACCA’s CPD section has lots of  online 
CPD courses, articles, webinars and 
qualifications from our partners. All 
of  the courses in our gateway have 
been quality checked by ACCA and 
will count towards your CPD if  you 
can apply the learning in your career 
www.accaglobal.com/CPD

Council’s first scheduled meeting of 
2013 took place on 16 March. The 
guest presenter at the meeting was 
Katrina Wingfield, chairman of the 
ACCA Regulatory Board, who presented 
its annual report for 2012.

The Regulatory Board was established 
after the AGM in May 2008 and brings 
together all of  ACCA’s arrangements for 
regulation and discipline in a single 
entity. The board stands at arm’s length 
from Council and the majority of  its 
members are lay individuals.

The report of  the board for 2012 
focused on the outcomes of  the 
board’s Regulatory Procedures Working 
Party, recruitment of  regulatory and 
disciplinary panel members and lead 
regulator inspection reports. Council 
was pleased to note that the report 
overall underscored the board’s 
commitment to continuous 
improvement in regulation and was 
reassured that, going forward, the 
board would continue to provide 
proactive oversight of  ACCA’s 
disciplinary and regulatory processes.

* You are probably sitting on a 
mountain of  unreported CPD 
without knowing it. Think about 
what activities you have been 
involved with this year in the 
workplace. Have you had to 
implement a new process or learn 
new software to improve the service 
you deliver to clients? Have you 
mentored a junior at work? All of  
these can count toward your CPD if  
you had to undertake learning.

* Have you thought about using  
social media to source CPD? 
Updated daily, the official Twitter 

A number of  other issues were 
considered in Council’s formal sessions.

* Council met in groups to debate the 
topic ‘ACCA’s growth ambition’.

* Council considered the regular report 
of  the chief  executive (Helen Brand). 
The report covered ACCA’s 
performance as well as a review of  
ACCA strategic development and 
developments in the wider profession.

* On a recommendation from Resource 
Oversight Committee, Council 
approved the proposed budget for 
the organisation for 2013–14. 
Following a recommendation from a 
group of  standing committee 
chairmen, Council also approved 
achievement measure targets put in 
place to track ACCA’s strategic 
performance in 2013–14.

* A report was received on the progress 
of  ACCA’s initiatives to deliver public 
value. Public value encompasses 
working in the public interest, but it 
also includes ACCA’s core purpose of  
providing opportunity to individuals 
and, through that process, providing 

feed for ACCA CPD and Events is 
where we focus on your personal 
development. Follow us and we’ll 
tweet you the latest CPD tips and 
information on new products, events 
and promotions. It couldn’t  
be simpler!

– Twitter: @ACCACPD_Events 
ACCA also hosts a LinkedIn group, 
giving you a forum to discuss 
the ACCA events and conference 
which interest you with like-minded 
ACCA members. Why not join the 
conversation? 
– LinkedIn: http://tinyurl.com/bv2clhp

businesses and economies with 
ethical financial professionals who will 
help them grow and prosper. It also 
encompasses the work ACCA carries 
out to develop the profession globally 
and its leadership in areas such as 
corporate social responsibility and 
integrated reporting.

* Council confirmed Alexandra Chin 
as its preferred nominee for vice 
president 2013–14.  (The formal 
elections for ACCA’s officers will 
take place at the annual Council 
meeting immediately following the 
AGM on 19 September 2013.)

In a break with usual practice, Council 
also heard from a panel of  external 
experts discussing future trends, for the 
global economy generally as well as in 
digital media, and the expectations of  
the workforce of  the future. The outputs 
of  the panel session will be used to 
inform a series of  scenarios to support 
the development of  ACCA’s strategy 
beyond 2015.

Council’s next meeting will be in 
London on 15 June 2013.

Searching for CPD?

Council meeting highlights 
Chairman of ACCA Regulatory Board presents its annual report for 2012
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Inside 
ACCA

Council is ACCA’s governing body and as such has a pivotal 
role in ACCA affairs. It has a wide-ranging remit that includes 
ensuring that ACCA operates in the public interest and delivers the 
objectives stated in its royal charter, setting the overall direction 
of ACCA through regular approval of ACCA strategy, ensuring 
that governance structures are aligned to the effective delivery of 
strategy, engaging with ACCA members to explain and promote 
ACCA’s strategic direction, acting on behalf of all members and 
future generations of members (today’s students), and providing 
an objective environment for the executive team to explore new 
ideas or challenges.

Council and the executive team collaborate in order to devise 
ACCA’s strategy, which is then approved by Council. Delivery of  
strategy is the responsibility of  the executive team, with governance 
of  the process and performance management provided by Council.

Whatever their geographical or sectoral bases, Council members 
do not represent particular areas or particular functions and are 
elected by the membership as a whole.

Candidates in the Council elections come from all parts of  the 
world, from every sector of  the profession, and represent a wide 
range of  senior positions. Long-term or technical experience is 
valuable, but so is a proven ability to participate actively in strategic 
decision making. Council experience as such is not necessary. 
However, an understanding of  good governance is essential, and 
personal and professional integrity must be of  the highest standard.

Specifically, ACCA expects members to bring the following skills 
and attributes to Council: an ability to take a strategic and analytical 
approach to issues and to see ‘the big picture’, an understanding of  
the business and the marketplace, communication and networking 
skills, an ability to interact with peers and respect the views of  
others, decision-making abilities, an ability to act in an 
ambassadorial role in many different environments, planning and 
time management, and a willingness to learn and develop.

Nominations are now invited for any members wishing to stand  
for election to Council at the 2013 AGM. Anyone wishing to stand 
must be nominated by at least 10 other ACCA members in good 
standing. Candidates should supply a head and shoulders 
photograph and an election statement of  up to 180 words. Election 
statements should not include references to email addresses or 
internet websites. Candidates are also required to sign declarations 
of  their willingness to comply with, and be bound by, the code of  
practice for Council members.

Further information on the Council election process, including pro 
forma nomination papers, may be obtained by writing to the 
secretary at 29 Lincoln’s Inn Fields, London WC2A 3EE, by sending 
a fax to +44 (0)20 7059 5561, or by sending an email to 
secretariat@accaglobal.com quoting ‘Council Elections’ in the 
subject box.

The closing date for submission of  nominations to the secretary is 
19 June 2013.

Council election
Nominations are invited for members wishing to 
stand for election to ACCA’s Council

MEMBERS CEREMONY
ACCA Islamabad held a 
new members ceremony 
recently to celebrate the 
achievement of 91 new 
ACCA members from the 
north region. Keynote 
speaker Malik Mirza, U 
Microfinance Bank CFO and 
chairman ACCA Pakistan 
Members Network Panel, 
spoke on the changing role 
of the CFO.

Awards were also 
presented to long-standing 
workplace mentors 
Murtaza Ali of  Telenor 
Pakistan, Iftikhar 
Chaudhry of  Deloitte 
Pakistan, and Khayyam 
Mushir of  EY Ford Rhodes 
Sidat Hyder.

BOARD-READY 
ACCA has joined the 
Global Board Ready 
Women initiative – a list 
of women qualified to sit 
on a board of directors. 

The global list has been 
compiled by the European 
Business Schools/Women 
on Boards Task Force in 
association with the Forte 
Foundation and the 
Financial Times Non-
Executive Directors’ Club. 
(http://tinyurl.com/brvevet)

GRI GOES DUTCH 
The Global Reporting 
Initiative (GRI) is holding 
its Global Conference 
on Sustainability and 
Reporting this year in 
Amsterdam, 22–24 May. 

Over 1,500 attendees 
are expected to be there 
for the launch of  G4 – the 
next generation of  GRI 
guidelines. Attendance can 
count as CPD if  relevant to 
your career and the 
learning can be applied in 
the workplace.
(www.griconference.org)
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templates contained within the package. 
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have already successfully submitted iXBRL 
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